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TUESDAY,   MAY   16,    1972 

U.S.  Senate, 
Subcommittee  on  Antitrust  and  Monopoly 

OF  THE  Committee  on  the  Judiciary, 

Washington,  D.C. 
The    Subcommittee    on    Antitrust    and    Monopoly    convened    in 
room  6202,  New  Senate  Office  Building,  at  10:30  a.m.,  the  Honor- 
able Edward  Kennedy  presiding. 

Present:  Senator  Philip  A.  Hart  and  Senator  Edward  Kennedy. 

Staff    present:  Howard    O'Leary,    Esq.,    chief    majority    counsel; 

Jack  Blum,  Esq.,  majority  counsel;  Peter  N.  Chumbris,  Esq.,  chief 

minority  counsel;  Charles  Kern,  Esq.,  minority  counsel;  and  Hastings 

W3^man,  Esq.,  minority  counsel. 

Senator  Kennedy.  The  subcommittee  will  be  in  order. 
The  first  witness  this  morning  is  Mr.  Isidore  J.  Lasurdo,  executive 
vice  president  of  the  Green  Point  Savings  Bank  of  Brooklyn,  N.Y. 
The  procedure  is  to  swear  the  witness. 

Do  you  swear  to  tell  the  truth,  the  whole  truth,  and  nothing  but  the 
truth,  so  help  you  God? 

STATEMENT  OF  ISIDORE  J.  LASURDO,  EXECUTIVE  VICE  PRESIDENT, 
GREEN  POINT  SAVINGS  BANK,  BROOKLYN,  N.Y.;  ACCOMPANIED 
BY  MELVIN  LEVY,  ESQ..  COUNSEL 

Mr.  Lasurdo.  I  do. 

Senator  Kennedy.  You  have  a  statement  here.  Would  you  like 
to  proceed  with  the  statement? 

Mr.  Lasurdo.  Thank  you. 

I  never  thought  I  would  be  nervous.  Senator.  You  did  it  to  me. 

My  name  is  Isidore  J.  Lasurdo  and  I  am  appearing  in  response 
to  the  request  contained  in  the  letter  forwarded  to  me  under  date  of 
April  26,  1972,  by  Senator  Hart.  I  am  employed  by  the  Green  Point 
Savings  Bank  located  in  Brooklyn,  N.Y.  I  serve  as  executive  vice 
president  and  mortgage  loan  officer  of  the  bank,  and  have  been  in 
its  employ  for  the  past  37  years. 

The  Green  Point  Savings  Bank  was  chartered  by  the  New  York 
State  Legislature  April  16,  1868,  is  a  member  of  the  Federal  Deposit 
Insurance  Corporation,  and  has  resources  in  excess  of  $670  million. 

It  maintains  seven  offices  in  Brooklyn,  Queens,  and  Nassau  counties 
and  has  a  staff  of  325.  The  bulk  of  its  assets  are  invested  in  mortgage 
loans. 

That  the  Green  Point  Savings  Bank  is  a  neighborhood  savings 
bank,  is  manifested  in  that  more  than  99  percent  of  its  total  mortgage 
portfolio — 35,400  loans — of  $529  milHon  is  invested  locally,  that  is, 
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New  York  State,  with  less  than  1  percent— 550  loans — out-of-State. 
Most  of  our  local  mortgage  investments  are  Avithin  15  miles  of  our 
offices  and  none  more  than  50  miles  distant. 

VA  and  FHA  guaranteed  and  insured  mortgage  home  loans  repre- 
sent 58  percent  of  total  portfolio.  Our  overall  mortgage  investments 
on  one-  to  four-family  dwellings  are  approximately  90  percent  of 
total  mortgage  portfolio. 

We  have  eight  officers  and  82  employees  in  our  mortgage  depart- 
ment, which  number  is  considerably  higher  than  most  banks  of  our 
size  in  our  area,  the  reason  being  our  bank's  concentration  on  individ- 
ual home  mortgage  loans,  which  are  for  the  most  part  approximately 
95  percent  originated  directly. 

Also,  except  for  a  handful  of  loans  purchased  with  servicing,  and 
our  550  out-of-State  loans,  all  are  serviced  directly  by  the  bank. 

The  Green  Point  Savings  Bank  is  one  of  the  largest  originators  of 
VA  and  FHA  home  mortgage  loans  in  New  York  City  metropolitan 
area.  In  addition,  as  our  need  for  loans  requires,  and  failing  the 
origination  of  sufficient  volume,  VA  and  FHA  home  mortgage  loans 
are  purchased  by  assignment  from  local  funding  companies — mortgage 
brokers. 

Our  records  indicate  a  higher  incidence  of  delinquency  and  fore- 
closure rates  on  those  loans  our  bank  purchased  by  assignment  as 
compared  to  our  direct  originations,  even  though  inspection  and 
appraisal  was  accomplished  by  our  bank  in  each  instance. 

Initially,  our  bank  purchased  more  VA  and  FHA  loans  by  assign- 
ment than  those  we  originated  and  processed  directly.  Ab  tliC  years 
went  on  and  we  gained  more  expertise,  we  originated  and  processed 
more  VA  and  FHA  loans  than  we  purchased — but  not  without 
problems. 

We  soon  became  acutely  aware  the  FHA  standards  for  evaluation 
and  credit  underwriting  were  most  restrictive  and  highly  frustrating 
for  our  bank,  particularly  when  related  to  those  we  were  given  to 
understand  were  applied  to  mortgage  companies. 

Many  good  loans  originated  in  our  bank  consistently  met  with 
difficulty  in  the  FHA  such  as:   (a)  slow  processmg  and  much  delay; 

(b)  we  were  constantly  getting  "knock-downs,"  low  FHA  appraisals; 

(c)  FHA  credit  department  was  unduly  restrictive;  and  (d)  conditional 
commitments  imposed  unreasonable  and  onerous  requirements  on 
buyer  and  seller. 

A  thorough  analysis  of  our  FHA  portfolio,  comparing  FHA  home 
loans  purchased  by  assignment  with  those  directly  originated  by  us 
produced  persuasive  evidence  of  a  double  standard  in  FHA  processing. 

An  appointment  was  arranged — about  8  years  ago — with  the  New 
York  State  FHA  director  and  the  chief  underwriter  in  an  attempt  to 
clarify  the  reasons  for  a  seemingly  e^ddent  double  standard  practice 
then  in  vogue  in  the  FHA. 

At  a  morning  meeting  with  these  two  FHA  officials,  at  which  time 
I  strongly  indicated  that  while  "favors"  were  apparently  granted  to 
facilitate  the  processing  of  FHA  loans  originated  by  mortgage  com- 
panies, those  loans  originated  by  our  bank  were  not  receiving  i)rompt 
action  and  were  hampered  by  low  appraisals,  harsh  credit  require- 
ments, and  a  "litany"  of  burdensome  and  unfair  prerequisites. 

I  was  assured  by  the  New  York  State  director  and  the  chief  under- 
writer that  our  bank  would  be  treated  fairly  and  that  they  were  quite 
aware  of  what  was  going  on  and  "would  look  into  it." 
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Bold  words  that  sparked  feeble  action. 

Peculiarly  enough,  they  were  not  interested  in  the  specific  instances 
of  obvious  "inconsistencies"  in  the  files  I  had  ^^ith  me. 

I  clearly  advised  them  that  I  was  not  seeking  favors  on  behalf  of 
my  bank,  just  fairness. 

Following  that  interview,  our  bank  had  a  little  less  difficulty  in 
processing  loans,  in  that  we  had  someone  to  bring  our  grievances  to. 
However,  major  problems  still  continued  as  home  sales  brokers  would 
advise : 

(a)  "While  I  like  the  way  3'ou  do  business  at  your  bank,  and  I 
particularly  like  your  low  closing  costs,  I  cannot  afford  to  give  you  all 
my  loans  since  you  can  only  get  the  easy  ones  through  the  FHA,  and 
the  mortgage  companies  not  only  'guarantees'  they  will  get  all  of  my 
loans  through,  but  they  do  it  faster  and  get  more  loan  dollars." 

Or  (b)  "I  have  six  points  on  this  deal  and  your  bank  is  only  charging 
three  ])oints.  I  can  get  the  seller  to  ])ay  you  the  six  ])oints.  Can  you 
kick  back  the  three  i)oints?  If  you  cannot,  1  can  get  one  of  the  mortgage 
companies  to  handle  this  one." 

Naturally,  we  could  not. 

Or  (c)  "I  cannot  give  you  this  deal,  since  I  must  close  it  in  4  weeks, 
and  I  will  have  to  give  it  to  a  mortgage  company.  They  can  get  it 
'expedited'  through  far  faster  than  your  bank." 

Or  (d)  "Have  my  FHA  Conditional  Copimitment  assigned  to  the 
Blank  Mortgage  Company,  they  ^^'ill  have  the  case  reopened  and  (1) 
get  me  a  higher  appraisal" — FHA  appraisal  came  in  low;"  (2)  get  the 
credit  approved" — our  Bank's  borrower  was  rejected  by  FHA;"  (3) 
have  the  repairs  deleted" — our  conditional  had  numerous  repair  items. 

Or  (e)  "I  am  sorry,  but  I  cannot  give  you  any  of  my  FHA  deals, 
since  the  mortgage  company  with  whom  I  previously  did  business 
with  is  made  aware  of  this  through  their  connections  in  FHA  and  my 
deals  are  automatically  killed." 

These  evident  relationships  that  existed  between  FHA  staff  members 
and  most  mortgage  companies  in  our  area  served  to  hamstring  and 
frustrate  our  ability  to  originate  such  loans.  It  is  not  difficult  to  under- 
stand why  other  institutions,  who  could  be  direct  originators  of  FHA 
and  VA  loans,  are  discouraged  from  entering  this  field. 

My  suggestions  to  remedy  the  existing  situation  are  as  follows: 

One,  institution  of  an  accountable  system  of  command  and  leader- 
ship in  the  regional  FHA  offices  to  eliminate  the  influence  exerted  by 
some  mortgage  companies  which  would  tend  to  remove  occasions  for 
temptation,  and  an  independent  department  to  be  set  up  to  investigate 
and  act  on  inquiries  and  complaints. 

Two,  all  mortgage  companies  be  licensed  and  regulated  so  they  can 
operate  in  a  more  responsive  and  responsible  manner.  Supervisory 
authorities  should  regularly  examine  not  only  their  records,  but  their 
overall  objectives  and  operations. 

Three,  eliminate  all  points  on  VA  and  FHA  loans  and  institute,  at 
an  early  date,  a  flexible  rate  consistent  with  the  money  market  and 
more  ])articularl3^,  the  national  mortgage  market. 

Most  banks,  such  as  the  Green  Point,  are  seeking  a  market  yield. 
Discounts  or  points  are  only  a  vehicle  employed  to  obtain  a  market 
rate  when  an  unrealistic  and  uneconomic  rate  is  politically  set. 

In  my  opinion,  most  mortgage  companies  do  not  support  a  flexible 
rate  wathout  points,  and  prefer  to  originate  loans  with  "points"  or 
discounts — that  is  where  the  extra  money  is  made. 
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It  is  my  belief  that  Washington  has  been  curtained  off  from  the 
truth  and  that  bold  action  and  a  sweeping  reorganization  is  required  to 
eliminate  this  corrosive  situation.  Not  more  regulations,  but  less 
regulations,  less  paperwork,  and  less  governmental  redtape  is  needed. 

Additional  supervised  and  regulated  lenders  need  to  be  encouraged 
to  participate  in  this  excellent  program. 

While  there  would  appear  to  be  abundant  evidence  a  deterioration 
of  sound  evaluation  and  underwriting  practices  has  crept  into  FHA 
operations  during  recent  years,  it  does  not  diminish  the  fundamental 
soundness  of  this  excellent  program  created  to  meet  a  vast  catalog  of 
unfilled  housing  needs  in  our  Nation  and,  more  especially,  in  our  hard 
pressed  cities. 

I  believe  this  program  has  not  produced  wanted  and  desired  results 
more  recently  because  of  inadequate  accountability  and  inefficient 
supervision  in  FHA  regicmal  offices.  I  believe  the  recent  ugly  dis- 
closures represent  only  the  visible  top  of  a  larger  hidden  iceberg  of 
ineptitude,  favored  treatment  and  flagrant  disregard  of  tlie  public  in- 
terest and  the  taxpayer's  mone}'. 

In  my  opinion,  all  that  is  required  to  properly  and  adequatel}^ 
operate  this  program  for  the  benefit  of  all  is  courage  and  resolve  at  the 
top  leadership  level  supported  by  a  staff  of  officials  of  high  morality, 
dedication  and  talent  who  will  devote  their  energies  and  resources 
toward  aiding  those  in  our  Nation  in  need  of  shelter  to  obtain  sound 
housing  at  reasonable  costs  and  terms,  with  minimum  down  payments. 

That  is  the  end  of  my  statement. 

Senator  Kennedy.  Thank  you.  Your  statement  and  your  comments 
are  extremely  helpful. 

Could  you  tell  me  who  does  this,  the  development  of  this  trend  and 
this  pattern  and  practice  which  you  have  identified  here — who  really 
benefits  from  it?  Is  it  the  homeowner?  Is  it  getting  easier  for  people 
to  purchase  homes? 

Is  it  better  for  the  mortgage  companies?  Is  it  better  for  the  banks? 

Who  is  reall}^  benefiting  and  \\ho  is  really  suffering  from  these 
patterns  of  practices  which  you  have  identified  here? 

Mr.  Lasurdo.  Well,  of  course,  the  home  o^\^ler  is  suffering. 

Senator  Kennedy.  Why  do  we  not  take  one  by  one? 

Mr.  Lasurdo.  You  have  asked  a  whole  series  of  questions,  Senator. 

Senator  Kennedy.  Right,  I  am  feeling  my  way  along  on  this  sub- 
ject, and  I  rely  on  you  and  the  staff  to  help. 

Let  us  take  the  first  one,  the  consumer.  Tell  me  how  his  interests 
would  be  either  served  or  disadvantaged  by  the  development  of  the 
trend  which  you  have  outlined  in  3"our  testimony'". 

Mr.  Lasurdo.  If  we  are  talking  about  the  development  of  the  trend 
where  there  are  some  interesting  practices  that  have  ileveloped  in 
recent  years,  where  operators,  and  where  I  think  it  has  been  spelled 
out  before  the  committee,  would  buy  houses  in  certain  areas,  say  at  a 
price  of  $10,000,  and  the  ultimate  consumer  would  pay  $20,000. 

He  has  been  done  an  injustice,  imquestionably,  where  he  will  then 
on  a  $20,000  price  get  an  FHA  loan  in  the  area  of  $19,000  and  pay  the 
interest  payments  that  attaches  to  $19,000. 

If  he  had  come  in  directly  to  an  institution  and  bought  the  house 
directly  from  the  owner  and  this  example  I  have  just  given,  say  for 
$10,000,  he  could  have  received  a  mortgage  of  say  $9,000  and  paid  the 
interest  charges  that  are  applicable  to  $9,000,  which  would  be  sub- 
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stantially  less  than  half  for  the  carrying  charges  as  related  to  the 
interest  facet. 

Senator  Kennedy.  So  he  is  paying  more,  in  effect,  b}^  the  examples 
which,  I  understand,  the  markii|)  being  100  percent  on  the  $10,000 
and  this  is  not  infrequent  in  certain  communities  or  neighborhoods, 
is  it? 

Mr  Lasurdo.  As  you  said,  in  certain  communities  and  neighbor- 
hoods. Our  bank  deals  in  many  areas — in  the  areas  we  principally 
deal  in.  Senator — this  does  not  apply. 

Senator  Kennedy.  Right. 

Mr.  Lasurdo.  They  come  in  directly  to  the  bank,  I  think. 

Senator  Kennedy.  So  you  got  there,  first  of  all,  the  enormous 
amount  of  resources  that  the  consumer  is  having  to  commit,  to  pay; 
and  then  you  have  the  interest  carrying  charges,  so  he  has  those  two 
burdens  which  he  would  not  have  had ,  is  that  right? 

Mr.  Lasurdo.  In  the  illustration  I  have  given.  I  do  not  want  to 
leave  the  impression  that  it  goes  on  in  all  areas.  It  does  not  go  on  in 
all  the  areas  we  deal  with. 

Senator  Kennedy.  That  is  right. 

Mr.  Lasurdo.  But  certain  neighborhoods  in  the  community  in 
New  York  City  is  where  this  practice  does  exist. 

Senator  Kennedy.  And  your  point  is  further  that  if  they  purchased 
these  homes  through  thrift  institutions,  such  as  your  bank,  it  would 
have  provided  a  savings  for  the  consumer  as  well  as  significantly 
reduced  the  amount  of  interest  being  paid. 

Mr.  Lasurdo.  Yes.  Well,  we  appraise  each  property.  We  inspect 
each  property,  as  I  mentioned,  whether  we  originate  it  directly  or  by 
assignment. 

We  do  not  buy  bulk  loans  by  assignment.  If  the  package  is  offered 
to  us,  we  entertain  on  one  loan  at  a  time.  We  do  not  issue  a  commit- 
ment. We  have  an  unusual  operation.  If  we  buy  $1  million  worth 
of  loans  by  assignment,  as  done  in  the  past,  and,  say,  they  constitute 
50  different  loans.  We  will  issue  50  different  commitments,  assuming 
we  take  the  50.  We  may  take  just  25  or  30. 

For  whatever  reason,  if  they  do  not  appraise  or  whatever  reason 
we  do  not  like  something  about  any  particular  loan,  that  we  look  at, 
we  do  not  commit  for  it. 

Senator,  we  only  commit  for  those  loans  that  satisfy  our  practices 
as  we  understand  them  — evaluation  and  underwriting. 

Senator  Kennedy,  With  this  increase,  again  limiting  it  to  the 
particular  neighborhoods,  who  is  benefiting  from  that  increased 
valuation  and  increased  interest  payments? 

Mr.  Lasurdo.  Well,  I  guess  there  are  several  segments  of  any 
particular  transaction. 

I  could  conjure  up  some,  but  I  am  not  an  expert  in  this  field.  This 
is  not  our  operation,  but  as  I  know  and  understand,  it  deals  in  the 
general  field  where  an  operator  would  go  in  and  purchase  a  property  — 
as  I  said  — to  make  the  ihustration  more  tangible  — for  $10,000. 
Certainly,  he  benefits  when  he  sells  it  for  $20,000. 

His  appreciation  is  not  necessarily  100  percent,  because  I  do  not 
know  what  the  discounts  are— 10  or  20  points  — that  might  be  paid 
to  some  mortgage  company  to  process  this  loan  and  to  put  it  through 
FHA  and  get  approval. 
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As  you  know,  20  points  is  20  percent  of  $20,000— $4,000  would 
disappear  right  there,  I  would  assume. 

So  there  aia  two  principals. 

Senator  Kennedy.  Where  does  that  disappear  to?  Is  that  the  usual 
course? 

Mr.  Lasurdo.  If  he  paid  $10,000  and  sold  it  for  $20,000,  he  does  not 
get  the  $10,000.  If,  in  fact,  he  did  have  to  pay  10  or  20  points 

Senator  Kennedy.  Is  that  the  usual  amount  that  would  be  paid? 

Mr.  Lasurdo.  This,  I  understand,  happens  in  these  distressed  or 
ghetto  areas.  It  has  been  the  practice  in  many  areas. 

Senator  Kennedy.  And  so  then  the  mortgage  company,  itself,  how 
do  they  benefit  from  this  transaction? 

Mr.  Lasurdo.  Well,  the  mortgage  company  would  benefit.  Let  us 
say  they  charge  10  points  for  the  loans.  They  made  a  $20,000  loan. 
That  is  $2,000. 

Let  us  also  assume  they  took  the  same  loan  and  they  sold  it  to  a 
bank  or  an  insurance  compan}^  as  a  permanent  leader  at  the  price  of 
96  or  98.  That  is  a  four  or  two  point  discount,  and  the  difference 
between  10  points  they  would  charge  and  the  two  or  four  points 
they  would  sell  it  for,  this  would  accrue  to  the  mortgage  compan}^ 
for  these  services  they  render. 

Senator  Kennedy.  How  much  of  a  risk  are  they  taking  with  the 
guarantee  from  FHA  for  this  kind  of  transaction? 

Mr.  Lasurdo.  I  do  not  imagine  they  are  running  anj^  risk  at  all, 
as  far  as  I  know,  and  I  am  aware  the  FHA  makes  good  on  the  loans 
that  they  insure. 

Senator  Kennedy.  Now,  do  j^ou  have  any  information  from  your 
own  experience  of  the  number  of  "bailouts"  that  the  FHA  has  to 
participate  in? 

Mr.  Lasurdo.  No;  I  do  not  have  that  information. 

Senator  Kennedy.  Can  you  tell  us  how  many  of  the  mortgagors 
have  been  members  of  minority  groups?  Have  there  been  many  of 
these  mortgage  companies  that  have  been  set  up,  first  of  all,  that 
are  run  by  minorities? 

Mr.  Lasurdo.  I  understand  they  exist,  but  again  his  is  not  the  field 
I  am  an  expert  in. 

Senator  Kennedy.  Well,  I  was  just  thinking  within  3^our  general 
area  of  the  community,  do  you  have  any  impression?  Are  there  any 
of  the  mortgage  companies  that  are  run  by  minorities? 

Mr.  Lasurdo.  Yes,  I  am  aware  of  at  least  one,  and  I  guess  it  is  in 
the  Bedford  Stuyvesant  area.  Spartacus  would  be  the  name. 

Senator  Kennedy.  You  mentioned  the  importance  of  establishing, 
I  guess.  State  regulations  or  guidelines  for  these  companies.  Is  that 
right? 

Mr.  Lasurdo.  Yes.  I  think  that  would  be  a  definite  plus  factor, 
because  the  banks  operating  in  our  State  are  licensed  and  are  regulated 
and  are  supervised.  We  have  the  FDIC  coming  in.  We  have  the  State 
bank  examiners  coming  in.  We  have  outside  auditors  emplojed,  in 
addition  to  our  own  auditors. 

Senator  Kennedy.  Are  they  subject  to  an}'  regulations  now? 
Mr.  Lasurdo.  As  I  understand  it,  mortgage  companies  in  our  area 
are  not  subject  to  licensing  and  regulations. 

Senator  Kennedy.  What  do  the}'  do  to  get  in  business?  Do  they 
just  develop  a  corporation? 
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Mr.  Lasurdo.  They  have  to  satisfy  the  requirements  of  FHA  if 
they  are  to  obtain  a  so-called  "eagle,"  although,  1  am  not  an  expert 
in  that  area  either,  Senator. 

Senator  Kennedy.  How  do  you  suggest  that  they  eliminate  the 
points  on  VA  and  FHA  loans? 

Mr.  Lasurdo.  That  is  not  too  difficult.  That  could  be  done  at  the 
Federal  level,  I  believe. 

Senator  Kennedy.  Is  that  just  by  regulation? 

Mr.  Lasurdo.  That  is  by  regulation.  I  think  instead  of  imposing  an 
arbitrary,  uneconomic  contract  rate  which  is  not  realistic  and  creates 
one  of  the  evils  in  the  market  by  resorting  to  points,  which  is  simply  a 
discount  to  get  a  market  yield,  I  think  realistically,  that  if  periodically 
or  quarterly — let  us  say — a  market  rate  was  set  on  VA  and'FHA  loans 
it  would  go  a  long  way  toward  eliminating  this  practice,  because,  as  I 
mentioned  in  my  prepared  remarks,  in  these  i)oints  that  are  paid 
there  is  room  for  some  maneuvering  to  be  done. 

And  the  ultimate  consumer,  the  purchaser  of  the  house,  indirectly 
or  directly  ends  up  ])aying  that  additional  price  and  it  should  not  be  a 
burden  that  should  be  imposed  upon  him. 

Senator  Kennedy.  You  talk  of  "ugly  disclosures,"  referring  to 
FHA  practices.  As  1  understand,  this  committee  has  heard  examples 
of  abuses  and  kickbacks  and  payoffs. 

Can  you  give  us  any  feeling  of  how  widespread  that  is? 

Mr.  Lasurdo.  I  would  say  it  is  very  widespread  in  our  metropolitan 
area.  I  would  say  in  the  FHA  level  it  ranges  down  from  the  clerk  at  the 
desk  to  the  man  at  the  top,  and  it  does  not  miss  too  many  people  except 
maybe  the  maintenance  people  that  come  in  and  clean  the  building 
at  the  end  of  the  day. 

Senator  Kennedy.  Is  this  why  some  peo])le  have  difficulty  working 
with  FHA,  if  they  refused  to  be  involved  in  this? 

Mr.  Lasurdo.  They  are  not  exactly  enthusiastic,  I  guess,  in  having 
licensed  and  regulated  lenders,  such  as  savings  banks,  in  this  program 
because  we  always  have  difficulties  getting  the  same  type  of  loan,  and 
I  am  not  talking  about  a  ghetto  loan  where  high  discounts  are  paid. 
Even  in  good  area,  and,  we  feel,  in  many  of  the  better  areas  out  in 
Long  Island,  we  encounter  difficulties.  We  deal  with  750  brokers,  and 
throughout  the  years  we  have  had  bitter  frustrations,  as  I  mentioned, 
getting  good  loans  through  in  a  good  area  with  a  minimum  of  difficulty 
that  apparently  mortgage  comi)anies  are  able  to  do. 

We  do  not  have  any  relationship  with  any  official  in  the  FHA  other 
than  to  get  on  the  telephone  and  talk  to  him.  We  do  not  take  him  out 
to  lunch. 

Senator  Kennedy.  Are  you  satisfied  from  the  concept  of  the  idea 
of  the  FHA  loan  it  can  be  useful  and  an  important  stimulant  for  hous- 
ing with  the  appropriate  guidelines  and  rates? 

Is  it  something  inherent  within  the  system  that  makes  it  abusive 
for  the  kind  of  abusives  we  have  identified  here? 

Mr.  Lasurdo.  The  program  has  al\va3^s  worked  and  worked  ex- 
cellently, and  has  made  a  wonderful  contribution  to  the  housing  stock 
of  this  Nation  and  has  put  housing  in  the  hands  of  people  who  could 
not  afford  it. 

It  has  also  reduced  the  downpayments.  It  is  only  in  recent  years  that 
these  other  practices  that  have  been  alluded  to  many  times  in  these 
hearings  have  come  into  being. 
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It  is  a  wonderful — a  great  program.  It  is  needed  now  more  than 
ever. 

The  program  is  great.  It  is  just  some  of  the  people  who  administer 
it  are  not  too  great.  If  you  do  not  have  good  leadership  at  the  top,  this 
thing  \vill  go  on. 

There  are  people  who  will  do  things  and  are  not  aware  they  are 
doing  something  they  should  not  be  doing. 

When  somebody  hands  them  something,  they  take  it  in  the  nature 
of  a  gratuity.  It  is  not  a  bribe.  It  goes  on  day  after  day.  They  are 
getting  gratuities  and,  I  think,  that  is  the  way  many  of  them  look  at 
it.  However,  it  is  not  a  gratuity,  but  they  are  getting  paid  for  expedit- 
ing and  changing  procedures. 

Senator  Kennedy.  And  that  is  happening  as  a  routine  matter  of 
business? 

Mr.  Lasurdo.  In  my  opinion. 

Senator  Kennedy.  In  the  past  several  months  has  FHA  tightened 
up  on  its  lending  standards? 

Mr.  Lasurdo.  Yes;  in  the  past  several  months  it  has  been  even 
more  frustrating  or  restrictive. 

There  is  another  new  smorgasbord  of  regulations  coming  out  daily 
from  the  FHA,  and  there  is  no  need  for  more  regulations  because 
some  people  have  done  silly  things  and  there  is  no  need  for  people 
who  are  doing  a  legitimate  job  in  these  areas  to  make  it  more  restric- 
tive for  us  than  it  is. 

We  are  ready  to  throw  our  hands  up.  We  do  not  know  how  to  cope 
with  this.  We  have  90  people  in  our  mortgage  department.  The  largest 
savings  bank  in  the  State  of  New  York  does  not  have  any  more  people 
in  their  mortgage  department  than  we  do  in  the  Green  Point  Bank. 
We  wTestled  with  these  regulations  at  this  level  and  it  takes  a  lot  of 
people  and  it  is  high-cost  and  expensive  to  process  and  service  these 
loans. 

Senator  Kennedy.  How  do  you  think  you  are  going  to  be  able  to 
do  business  with  the  FHA  after  coming  down  here  and  testifying  before 
this  committee? 

Mr.  Lasurdo.  I  think  I  am  going  to  have  a  lot  of  difficulty,  more 
than  I  have  been  having. 

Senator  Kennedy.  And  that  is  a  lot,  as  I  understand  it. 

Mr.  Lasurdo.  It  is  a  hell  of  a  lot.  I  hope  there  are  no  ladies  around. 

Senator  Kennedy.  I  would  like  to  have  staff  ask  some  questions. 

Mr.  O'Leary.  Mr.  Lasurdo,  you  were  the  only  savings  bank  which 
originates  FHA  insured  loans  in  this  area;  is  that  correct? 

Mr.  Lasurdo.  No;  we  are  not  the  only  savings  bank.  I  say  we  are 
one  of  the  largest  originators  of  FHA  loans.  There  are  others  that 
originate  loans. 

Mr.  O'Leary.  I  am  referring,  primarily,  to  what  might  be  termed 
innercity  neighborhoods  in  Queens  and  Brooklyn. 

Mr.  Lasurdo.  You  are  asking,  are  we  the  only  one.  The  answer  to 
that  is  "No." 

Mr.  O'Leary.  Do  other  savings  banks  lend  to  any  great  extent  in 
those  areas? 

Mr.  Lasurdo.  I  do  not  know  as  to  the  degree. 

Mr.  O'Leary.  Our  investigation  has  heard  what  we  commonly 
referred  to  during  the  course  of  the  investigation  that  the  Green  Point 


761 

is  primarily  the  only  savings  bank  that  lends  in  these  areas  to  any 
great  degree. 

If  we  are  incorrect  with  respect  to  that  information,  please  correct 
us. 

Mr.  Lasurdo.  Well,  I  believe  we,  as  a  matter  of  degree — others,  1 
think,  participate  although  not  to  the  same  extent  and  degree  as  the 
Green  Point. 

Mr.  O'Leary.  Now,  you  do  charge  points  with  respect  to  the  FHA 
insured  loans  that  you  originate;  do  you  not? 

Mr.  Lasurdo.   Yes;  we  do. 

Mr.  O'Leary.  Can  you  tell  us  what  you  charge? 

Mr.  Lasurdo.  What  the  charge  is? 

Mr.  O'Leary.  Yes. 

Mr.  Lasurdo.  You  have  to  relate  it  to  a  point  in  time  in  connection 
with  the  market  at  that  time. 

Mr.  O'Leary.  Well,  let  us  take  it  now. 

Mr.  Lasurdo.  Right  now  we  are  charging  from  one  to  two  to 
three  to  four  points. 

Mr.  O'Leary.  Now,  we  heard  testimony  on  the  first  of  May  from 
the  Bedfoid-Stuyvesant  Corp.,  that  they  had  access  to  a  pool  of  $65 
million,  and  of  that  $65  million  they  had  only  been  able  to  lend 
approximately  $13  million,  and  of  that  $13  million  75  percent  of  that 
was  for  refinancing. 

Does  that  surprise  you;  that  is,  of  their  inability  to  compete  with 
respect  to  these  particular  markets? 

Mr.  Lasurdo.  Well,  it  was  more  than  a  surprise.  It  was  kind  of  a 
shock,  because  this  money  was  made  available  to  them  as  a  pool  by 
the  mutual  savings  banks  in  the  State  of  New  York,  at  par,  with  no 
points  or  discounts,  and  it  would  appear  it  should  have  been  gobbled 
up;  since  there  is  a  great  demand  for  mortgage  money  in  that  area. 

Mr.  O'Leary.  So  whatever  their  ability,  your  experience  in  origi- 
nating loans — they  experienced  a  great  deal  moie  difficulty. 

Mr.  Lasurdo.  It  would  appear  to  be  so. 

Mr.  O'Leary.  With  respect  to  your  bank's  foreclosures  and  the 
delinquency,  how  is  your  experience?  Is  it  good  or  bad  or  just  what? 

Mr.  Lasurdo.  Well,  we  do  not  have  an  onerous  foreclosure  or 
delinquency  rate.  1  would  say  we  have  a  good  rate. 

Mr.  O'Leary.  So  your  experience  tells  us  that  when  the  FHA 
programs  are  administered,  according  to  the  proper  guidelines,  they 
can  and  will  work,  is  that  correct? 

Mr.  Lasurdo.  It  is  our  bank's  feeling  that  is  so. 

Mr.  O'Leary.  In  addition  to  the  difficulties  that  you  have 
enumerated  in  your  statement,  we  have  had  testimony  from  a  real 
estate  dealer  that  the  three  major  mortgage  companies,  namely 
Eastern,  United  and  Inter-Island  all  engaged  in  the  practice  of  lending 
short  money  to  the  real  estate  speculators. 

Are  you  aware  that 

Mr.  Lasurdo.  Well, 
operation. 

Mr.  O'Leary.  Are  you  familiar  with  the  term  "short  money"? 

Mr.  Lasurdo.  Yes. 

Mr.  O'Leary.  Namely,  a  sum  of  money  is  2  percent  per  month. 
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this  practice  is  going  on  b}^  your  competitors? 
1,  I've  heard  of  it.  I'm  not  familiar  with  the 
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Did  you  ever  have  any  occasion  when  a  broker  would  try  and  tell 
you  that  he  would  take  his  business  elsewhere  because  of  the  avail- 
ability of  short  money  from  mortgage  companies? 

Mr.  Lasurdo.  Many  times. 

Mr.  O'Leary.  As  I  understand  it,  Mr.  Lasurdo,  in  the  past  several 
months  FHA  has  tightened  up  on  its  recent  lending  standards,  has 
it  not? 

Mr.  Lasurdo.  Yes. 

Mr.  O'Leary.  And  can  you  tell  us  what  the}^  have  started  to  do  now 
that  they  did  not  do  before? 

Mr.  Lasurdo.  Well,  I  do  not  handle  the  details  but  they  asked  for 
more  affidavits;  asked  for  proof  of  price  paid  by  the  previous  seller  and 
you  are  required  to  produce  the  deed  with  the  stamps  affixed  thereto. 

I  do  not  have  all  of  this  information  in  front  of  me.  As  I  say,  I  do 
not  handle  the  details  and  processing  in  our  operation  but  hardly  a  day 
passes,  more  recently,  when  something  does  not  come  in  from  the  FHA 
where  they  are  adding  extra  burden  to  the  processing. 

Mr.  O'Leary.  In  your  judgment,  is  this  kind  of  approach  the 
answer? 

Mr.  Lasurdo.  It  discourages  lenders  like  the  Greenpoint  to  con- 
tinue to  participate  in  this. 

Mr.  O'Leary.  Too  much  redtape? 

Mr.    Lasurdo.    Unquestionably. 

Mr.  O'Leary.  And  if  FHA  continues  in  this  direction,  will  we  not  be 
back  to  the  point  where  the  FHA  will  abandon  entire  neighborhoods? 

Mr.  Lasurdo.  Do  what? 

Mr.  O'Leary.  Redline  neighborhoods  themselves. 

Mr.  Lasurdo.  I  do  not  know  what  "readline"  means.  I  thought  I 
knew  everything. 

Senator  Hart.  I  am  not  in  the  business  and  I  think  I  know  what 
"redlining"  means. 

Mr.  Lasurdo.  I  would  appreciate  it  if  you  would  tell  me. 

Senator  Hart.  Lenders  agree  that  we  will  not  do  any  business 
within  a  circle. 

Mr.  Lasurdo.  Oh,  we  used  to  "black  line"  them,  not  redline. 

Oh,  is  that  it? 

Mr.  O'Leary.  Do  you  relate  these  rule  changes  to  the  present 
investigations? 

Mr.  Lasurdo.  Absolutely. 

Mr.  O'Leary.  You  say  you  visited  the  FHA  office  about  8  years 
ago  to  duscuss  the  problems  your  bank  faced. 

Were  you  ever  contacted  by  investigators  from  the  Agency's 
Washington  office  as  a  result  of  this  visit? 

Mr.  Lasurdo.  Yes. 

Mr.  O'Leary.  Can  you  tell  us  a  little  bit  about  that? 

Mr.  Lasurdo.  You  were  there,  Mr.  O'Leary,  and  Mr.  Blum. 

Mr.  Levy.  He's  talking  about  8  years  ago. 

Mr.  Lasurdo.  Talking  about  8  years  ago? 

Mr.  O'Leary.  Yes. 

Mr.  Lasurdo.  No,  sir,  the  first  time  I  saw  any  officials  from  Wash- 
ington was  a  couple  of  months  ago  when  I  saw  you  gentlemen. 

Mr.  O'Leary.  My  question  is,  after  you  had  your  meeting  8  years 
ago,  you  were  not  contacted  by  HUD  or  FHA  or  anyone  from 
Washington? 
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Mr.  Lasurdo.  No,  sir. 

Mr.  O'Leary.  As  I  understand  it,  and  correct  me  where  I  go 
wrong,  Mr.  Lasurdo,  prior  to  your  meeting,  you  went  out  and  bought 
some  mortgages  on  the  secondary  market  from  other  lenders  which 
have  been  originated  in  these  same  neighborhoods,  is  that  right? 

IMr.  Lasurdo.  Yes,  sir. 

Mr.  O'Leary.  And  you  took  these  mortgages  down  to  the  FHA 
and  you  said,  in  effect,  if  some  mortgage  company  is  able  to  make 
loans  such  as  these  and  I  am  not,  what  is  the  problem? 

Mr.  Lasurdo.  That  is  correct. 

Mr.  O'Leary.  Can  you  expand  a  little  bit  on  the  response  you 
got?  Did  the  FHA  official  examine  loans  that  you  had  rejected  as 
opposed  to  loans  that  you  purchased  on  the  secondary  market? 

Mr.  Lasurdo.  No  ,  I  had  some  similar  loans  that  we  had  in  similar 
neighborhoods  where  we  were  turned  down  or  got  less  money  or  had 
other  burdens  imposed  on  them. 

They  did  not  look  at  the  files.  They  told  me  they  were  aware  of 
the  problem.  If  I  had  any  troubles,  they  said  to  call  them  up  and 
they  would  try  to  help  me  with  them. 

Mr.  O'Leary.  There  was  no  question  that  you  had  the  loans  that 
were  turned  down  and  they  were  equal  quality  or  of  better  quality? 

Mr.  Lasurdo.  I  thought  all  of  them  were  of  better  quality. 

Mr.  O'Leary.  And  you  did  not  get  any  dispute  on  that  from  the 
FHA? 

Mr.  Lasurdo.  Not  at  that  meeting,  no. 

Mr.  O'Leary.  Were  there  other  institutions  similar  to  yours  which 
were  forced  to  drop  out  of  the  market  because  of  these  problems? 

Mr.  Lasurdo.  I'm  not  aware  whether  there  were  or  not. 

Mr.  Blum.  Does  your  bank  have  a  relativel}^  large  servicing  de- 
partment? Is  that  one  of  the  things  you  specialize  in? 

Mr.  Lasurdo.  Yes. 

Mr.  Blum.  When  you  buy  loans  on  the  secondar^^  market,  do  you 
buy  them  with  or  -without  servicing  as  a  general  rule? 

Mr.  Lasurdo.  We  buy  with  our  bank  servicing  the  loan. 

Mr.  Blum.  You  bu}^  them  with  your  bank  doing  the  servicing? 

Mr.  Lasurdo.  Right. 

Mr.  Blum.  Have  j'ou  been  aware  that  the  portfolio  of  United,  that 
they  were  selling,  would  you  make  a  bid  for  it? 

Mr.  Lasurdo.  We  would  have  been  interested  in  it. 

Mr.  Blum.  That  is  a  Fannie  Mae  portfolio. 

Mr.  Lasurdo.  We  still  would  have  been  interested  in  it. 

Mr.  Blum.  Do  you  think  that  making  conventiDual  loan  money 
available  in  an  area  that  is  undergoing  racial  change  or  block-busting 
helps  to  stabilize  the  area? 

Is  it  a  factor  that  helps  that  neighborhood? 

Mr.  Lasurdo.   Yes,  it  does. 

Mr.  Blum.  Can  30U  explain  a  little  bit  about  why  it  is  important 
that  conventional  money  be  available  if  the  neighborhood  is  going  to 
be  stabilized?  Does  it  draw  in  potential  white  buj^ers  who  might 
not  otherwise  buy  there? 

Mr.  Lasurdo.  Well,  it  keeps  the  neighborhood  integrated.  If  con- 
ventional mortgage  money  is  not  available  white  buyers  don't  come. 
We  have  a  specific  instance  in  mind  here.  The  Flatbush  section  of 
Brooklyn  is  in  a  state  of  integration  and  there  are  forces  there  trying 
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to  keep  it  a  balanced  community,  not  have  it  become  an  all  black 
community  and  our  bank  is  making  available  conventional  loans  with 
the  knowledge  that  we  are  taking  a  risk,  but  we  feel  we  have  an  obli- 
gation to  preserve  the  character  of  the  community  as  our  deposits 
come  from  that  source  and  we  do  make  conventional  available  in  all 
areas  where  we  have  deposits. 

Mr.  Blum.  There's  no  question  in  your  mind  if  conventional  loan 
money  were  not  available,  if  it  were  an  FHA-only  neighborhood,  the 
racial  turnover  would  be  much  more  rapid  than  it  would  be  otherwise? 

Mr.  Lasurdo.  It  probably  would  be. 

Mr.  Blum.  Yesterday,  Mr.  Duncan  testified  that  25  percent  of  these 
Fannie  Mae  in  New  York  City  portfolio  was  in  arrears  or  in  fore- 
closure. 

As  a  mortgage  officer,  with  an  FHA  portfolio  of  your  own  in  the 
same  market,  what  do  you  think  of  that  number? 

Mr.  Lasurdo.  I  would  not  have  to  think.  I  would  be  fired. 

Mr.  Blum.  What  do  you  think  numbers  like  that  say  about  the 
quality  of  loan  origination,  generally?  Is  there  a  relationship  between 
foreclosure  and  arrearage  and  the  quality  of  the  loan  when  it  is  orig- 
inated? 

Mr.  Lasurdo.  Well,  I  can  only  speak  for  the  Greenpoint  Bank.  We 
originate  all  loans  and  we  interview  every  borrower  and  then,  at  least, 
we  know  we  have  a  live  one. 

We  send  out  our  own  credit  applications.  We  close  our  own  loans. 
From  time  to  time,  we,  too,  get  deceived. 

At  closing,  our  closer  will  come  in  and  say,  "Mr.  Lasurdo,  we  see 
another  problem  here."  No  cash  appears  to  be  passing  hands  and  that 
loan  does  not  close. 

From  the  time  our  appraiser  looks  at  the  premises  and  inspects  it 
he  has  a  crack  at  it  to  see  if  it  meets  with  our  evaluating  standards. 

When  they  come  in  for  an  interview,  we  process  the  loan.  We  verify 
employment  and  bank  balances  and  then,  again,  we  get  another  crack 
at  the  closing  because  our  closers  are  instructed  to  make  sure  not  only 
on  the  FHA  and  VA  loans  but  on  conventional  closings  to  see  if  any- 
thing arises  that  is  unusual,  and  to  report  it. 

Mr.  Blum.  You  look  at  the  house.  You  find  out  that  the  guy  who  is 
borrowing  the  money  is  a  real  live  guy  who  is  there  and  understands 
he  is  going  to  have  to  pay  you  every  month,  and  when  you  do  that, 
your  delinquency  rate  is  well  within  the  acceptable  level. 

In  fact,  it  is  perhaps  even  somewhat  better  than  the  national  average 
and  that  is  even  though  you  lend  money  to  minority  groups,  and  even 
though  you  lend  money  in  areas  in  which  other  people  woidd  say  is 
too  risky,  you  still  do  it.  Would  that  be  a  fair  statement? 

Mr.  Lasurdo.  Right.  I  will  sa}-  this  so  we  keep  the  record  straight. 
Our  delinquency,  while  low,  is  still  higher  in  the  minority  group  level . 

Mr.  Blum.  It  is  3  or  4  percent?  We're  not  talking  15  percent,  20  per- 
cent, or  25  percent. 

Mr.  Lasurdo.  Right. 

Mr.  Blum.  I  think  the  historical  foreclosure  rate  for  FHA  for  all 
time  is  4  percent  or  5  percent,  somewhat  within  that  range,  and  you 
are  within  that  range,  is  that  correct? 

Mr.  Lasurdo.  Yes,  we  are. 

Mr.  Blum.  And  that  is  simply  by  living  up  to  the  existing  FHA 
guidelines? 
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Mr.  Lasurdo.  Right. 

Mr.  Blu.m.  There  is  one  point  I  would  like  to  go  over  with  you,  and 
that  is  the  question  of  how  it  is  possible,  on  a  quick  foreclosure  where 
there  is  enough  of  a  discount  for  somebody  to  make  ciuito  a  bit  of 
money,  might  it  be  profitable  for  someone  to  originate  a  bad  loan  or 
enough  points  to  make  money  on  the  yield  to  maturity?  Is  that  some- 
thing you  have  heard  of  happening? 

Mr.  Lasurdo.   Yes. 

Mr.  Blum.  And  the  way  that  works  is  the  quick  recapture  of  the 
discount.  FHA  pays  off  the  loan  at  par  and  the  loan  is  originated  at 
90  or  92,  is  that  correct? 

Mr.  Lasurdo.  That  is  the  way  it  works. 

Mr.  Blum.  Just  one  final  line  of  questions.  Does  your  bank  make 
available  home  improvement  money?  Is  that  one  of  the  lines  of 
lending  that  you  do? 

Mr.  Lasurdo.  We  have  just  started  into  the  field,  but  we  have  not 
been  m  it  in  the  past  for  good  and  sufficient  reasons. 

Mr.  Blum.  Well,  that  program  has  been  something  less  than 
perfectly  administered  would  3^ou  say? 

Mr.  Lasurdo.  Well,  the  reason  we  remained  away  from  it  and  now 
we  are  getting  into  it  is  to  render  a  service  to  our  home  mortgagors 
because  to  make  money  on  that  program  we  have  to  do  it  on  a  volume 
basis,  and  to  do  it  on  a  volume  basis  you  get  involved  with  so-called 
dealers  and  most  dealers  have  an  unsavory  reputation  and  you  get 
other  involvements. 

The  completion  certificate  is  signed  in  man}^  instances  before  the 
job  is  even  started,  let  alone  completed. 

Mr.  Blum.  By  "dealer,"  you  mean  a  guy  who  deals  in  home 
repairs.  The  siding  man.  The  guy  who  comes  along  and  offers  to  do 
whatever  work  that  he  is  in  business  to  do  and  he  will  be  doing  it  on 
a  volume  basis? 

Mr.  Lasurdo.  Correct. 

Mr.  Blum.  Now,  does  the  fact  that  there  have  been  problems  in 
that  program  mean  that  minority  group  buyers  have  bought  these 
older  houses  and  are  cutoff  from  an  important  chance  to  fix  them  up 
and  keep  them  going? 

Mr.  Lasurdo.  In  all  likelihood. 

Mr.  Blum.  And  perhaps  that  might  be  part  of  the  explanation  for 
a  couple  of  them  walking  away  when  they  cannot  borrow  the  money 
to  fix  it  and  they  have  only  put  up  a  small  down  payment  and  it  is 
simply  not  worth  them  sticking  to  it.  Would  that  be  a  fair  statement? 

Mr.  Lasurdo.   Yes,  that  would  be  a  fair  statement. 

Mr.  Blum.  Thank  you  very  much,  Mr.  Lasurdo. 

Mr.  Levy.  Mr.  Blum,  I  think  Mr.  Lasurdo  wants  to  clarify  one 
statement. 

Air.  Lasurdo.  I  made  a  statement  that  the  FHA  people,  they 
might  be  doing  silly  things,  and  I  just  used  it  generally.  In  my  opinion 
there,  when  I  said  "froni  the  bottom  to  the  top,"  I  did  not  mean  the 
bottom  or  the  top,  I  mean  many  people  in  there  are  involved.  I'm  not 
trying  to  single  out  individuals.  I  have  no  concrete  evidence  of  anybody 
doing  anything  specifically. 

Mr.  Levy.  As  I  understand  it,  he  was  referring  to  general  reputa- 
tion. It  was  a  cross-section  of  the  entire  FHA  that  was  involved, 
without  any  specific  person. 
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Mr.  Blum.  Thank  you  for  the  clarification. 

Senator  Hart.  Mr.  Chumbris? 

Mr.  Chumbris.  Thank  you,  Mr.  Chairman.  I  just  have  a  few 
questions. 

The  Hne  of  questioning  by  Mr.  Bkini  regarding  the  ratio  of  fore- 
closures and  failure  to  keep  up  payments  on  the  loans,  j^ou  point  out 
that  you  had  difficulty  getting  some  of  these  loans  in  the  area  because 
of  the  way  the  FHA  operates.  Is  that  correct? 

Mr.  Lasurdo.  Difficulty  in  getting  brokers  to  '6)me'  into  us,  yes. 

Mr.  Chumbris.  And  because  of  that,  you  have  what  might  be 
termed  a  better  opportunity  to  obtain  loans  that  would  be  away  from 
the  so-called  ghetto  area  in  New  York.  Would  you  have  a  less  per- 
centage of  ghetto  loans  than  the  people  that  testified  previously  in 
these  hearings? 

Mr.  Lasurdo.  I  do  not  know  what  their  percentages  are. 

Mr.  Chumbris.  Well,  for  example,  Mr.  Duncan  testified  yesterday 
that  in  1969,  in  September,  there  were  a  total  of  9,169  loans,  752  in 
arrears,  8.2  percent  total  loans  in  arrears. 

In  1970,  he  had  about  16,000  loans  and  in  March  it  was  10  percent. 
In  September,  it  was  6.3  percent  of  the  total  loans  in  arrears. 

In  1971  it  went  up  to  17,300  and  the  percentage  was  9.8  percent. 

I  asked  him,  although  it  was  not  on  the  record,  while  we  were  on  a 
brief  recess,  how  many  of  those  loans  were  actually  in  a  ghetto  area 
and  he  pointed  out  about,  say,  12,000  of  15,000,  close  to  the  16,000 
he  had  in  his  statement,  which  means  about  four-fifths — four-fifths  of 
the  loans  that  he  had  recorded  were  ghetto  loans. 

Now,  the  loans  that  you  have,  would  you  say  that  four-fifths  of  the 
loans  that  you've  put  out  are  in  the  ghetto  area? 

Mr.  Lasurdo.  It's  substantially  less  than  that. 

Mr.  Chumbris.  What  is  the  ratio  of  loss  that  you  show? 

Mr.  Lasurdo.  Substantially  less  than  that.  As  I  mentioned  to  Mr. 
Blum  here,  we  have  a  higher  delinquency  and/or  foreclosure  ratio  in 
ghetto  areas,  but  nothing  substantial  and  nothing  approximating  tb/^ 
figures  that  you  mentioned. 

It  is  a  low  percentage.  I  do  not  have  the  figures  before  me.  We  do 
not  have  any  substantial  foreclosure  problem  in  the  Greenpoint 
Savings  Bank. 

Mr.  Chumbris.  I  do  not  know  if  it  is  relevant  or  not,  but  if  12,000 
of  the  15,000  loans  are  in  the  deep  ghetto  areas  and  the  range  is  any- 
where from  an  extreme  high  of  15.4 — which  is  only  one  instance — 
and  most  of  it,  it  was  one  at  1.2  percent  and  the  last  one  at  8.1,  then 
maybe  that  ratio  is  not  quite  so  bad  if  the  intent  of  Congress  was  to 
provide  low  income  people  with  loans,  with  the  ability  to  get  loans  to 
buy  houses,  irrespective  of  the  consequences  that  might  result. 

Now,  if  you  deal  in  loans  in  an  area  where  only  one-fifth  of  your 
loans  were  in  ghetto  and  you  had  an  average  of  5-percent  loss,  and 
the  other  man,  the  loans  that  he  records  here  that  4  out  of  5  are  in  the 
ghetto  area  and  they  have  an  8.1  percent,  maybe  that  is  not  such  a 
bad  record. 

Now,  I'm  not  trying  to  justify  the  record  because  in  my  questions 
earlier,  during  the  course  of  these  hearings,  we  have  gone  into  some 
of  these  problems  as  to  how  we  can  improve  the  situation  so  that 
Bedford -Stuyvesant,  which  has  $65  million  to  play  with,  has  only 
been  able  to  obtain  loans  in  the  amount  of  about  $15  million  or  $10 
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million  and  the  others  they  think  they  just  cannot  compete  with  the 
system  that  operates  in  the  area  of  the  Bedford-Stuyvesant  complex. 

Wliat  we  are  trying  to  get  at  is  what  can  be  done.  What  FHA, 
Fannie  Mae,  the  brokers,  the  mortgage  companies  can  do  to  improve 
the  situation  to  meet  the  real  intent  of  Congress  in  passing  this  law, 
and  that  is  to  help  the  low  income  and  moderate  income  people  to 
obtain  housing. 

Mr.  Lasurdo.  As  I  mentioned  before,  I  think  3'ou'll  have  a  higher 
ratio  of  delinquencies  there  but  it  should  never  be  as  high  as  the 
figures  you  have  quoted.  If  you  had  a  proper  program  going  with 
proper  leadership  and  some  accountability  in  that  area,  I  do  not 
think  you  would  reach  the  figures  you  are  talking  about. 

I  think  those  figures  tell  you  a  different  story.  I  think  the  program 
has  not  been  properly  operated.  You  have  not  had  the  proper  leader- 
ship and  dedicated  people  in  there.  And  many  people,  I  think,  have 
overlooked  too  much  in  too  many  areas  to  get  to  those  percentages. 

Mr.  Chumbris.  There  has  been  some  indication  in  the  record  that 
perhaps  there  has  been  pressure  from  those  who  are  interested  in 
seeing  the  1968  law  carried  to  its  fulfillment  to  ease  the  restrictions 
so  that  these  people  can  obtain  loans.  Would  you  say  that  that  is 
pretty  close  to  the  fact? 

Mr.  Lasurdo.  There's  nothing  wrong.  I  am  in  favor  of  people  of 
moderate  income  acquiring  property  and  getting  ownership.  I  think 
that  will  cure  a  lot  of  problems  in  these  areas,  but  it  is  wrong  when 
these  people  are  not  earning  the  income  that  they  appear  to  be  earning 
on  the  records. 

Some  of  the  problems  are.  No.  1 ,  the  individual  is  not  existent;  No.  2, 
the  job  is  nonexistent. 

Therein  lies  your  problem.  If  you  have  a  borderline  case,  I  think 
you  should  make  the  loan  in  the  areas  you  are  talking  about,  but  if 
j^'ou  have  something  less  than  a  borderline  case  and  you  know  they 
are  not  going  to  be  able  to  meet  their  obligations,  in  fact,  they  do  not 
even  make  their  fu'st  payment,  then  it  is  wrong  to  get  them  started 
in  housing  in  this  sense,  because  you  have  greater  frustrations. 

I  think  if  the  program  ^vere  pro])erly  administered  in  the  direction 
you  are  talking  about,  more  lenient  in  evaluating  credit,  it  would 
work,  but  I  think  there  is  something  more  amiss  than  what  you  are 
saying. 

Mr.  Chuaibris.  Well,  perhaps  I  should  not  be  asking  you  this 
question  because  ma^'be  it  is  not  within  your  knowledge,  but  the 
point  I  was  trying  to  make  is  there  have  been  indications  in  the 
record  that  ])erhaps  maybe  from  Congress  itself  or  from  the  administra- 
tion of  the  FHA  program  downtow^n,  requests  have  been  going  to  the 
field  offices  and  saying,  "Look,  I  do  not  want  you  to  be  too  strict  on 
denying  a  loan." 

They  say  the  object  of  this  program  is  to  help  low  income  people 
get  a  loan  and  what  w^e  realize  is  they  did  not  have  the  type  of  job 
that  most  peo]ile  have  in  order  to  get  the  loan,  or  ma^^be  they  have 
too  big  a  family  and  therefore  cannot  afford  to  meet  the  payments, 
but  we  want  you  to  go  as  far  as  you  can  with  as  much  safety  as 
possible  but  still,  at  the  same  time,  carry  out  this  program. 

Maybe  it's  not  fair  to  ask  you  whether  you  know  of  any  instances 
such  as  that,  but  there  are  indications  in  the  record  that  some  requests, 
and  rather  strong  requests,  are  coming  from  Washington  to  the  field 
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offices  that  say  do  not  be  too  strict  and  deny  the  person  the  right  to 
buy  a  home.  That  is  the  point  I  was  trying  to  make. 

Mr.  Lasurdo.  We  are  aware  of  that.  We  will  allow  a  second  job, 
allow  additional  part-time  work.  We  will  take  an  extra  credit  risk  in 
these  areas,  but  when  you  have  done  all  of  this,  if  they  cannot  meet 
their  monthly  obligations,  you  could  not  or  should  not  make  this  loan. 

This  is  what  I'm  saying.  If,  after  you  have  done  all  of  this  and  have 
stretched  the  rubber  band  as  far  as  you  can  and  they  still  cannot 
meet  the  monthly  requirement,  then  it  is  foolish  to  approve  that  loan 
because  thev  cannot  meet  the  first  payment. 

There  is  no  sense  in  starting  the  loan  off  in  trouble. 

Mr.  Chumbris.  There  is  one  other  point  you  made  in  j^our  state- 
ment here,  that  you  believe  Washington  was  unaware  of  what  was 
going  on  in  some  of  these  field  offices. 

Have  you  ever  contacted  anybody  in  Washington  to  point  out  that 
things  are  going  on  up  here  that  perhaps  we  are  to  look  into,  whether 
it  is  a  Congressman  or  Senator  or  the  Department  itself  downtown? 

Mr.  Lasurdo.  Not  in  that  specific  area.  We  have  contacted  Wash- 
ington a  number  of  times  on  foreclosure  regulations  which  seem  to 
have  major  inconsistencies. 

In  certain  areas,  Mr.  Chumbris,  they  demand  that  we  vacate  the 
house.  If  the}'  do  not  know  it  in  Washington,  they  certainly  know  in 
the  regional  offices  that,  first,  with  rent  control  it  is  very  difficult  for 
the  courts  to  allow  us  to  vacate  the  premises  and  after  long  and  arduous 
procedures  you  get  someone  out,  you  have  no  house  left,  not  overnight, 
but  almost  instantaneously. 

We  cannot  understand  that  where  there  is  a  housing  shortage  we 
must  vacate  a  four-family  house,  when  they  know  in  advance,  as  soon 
as  you  vacate  the  premises,  there  is  no  house  left. 

As  a  taxpayer,  I  object.  We  do  not  know  and  understand  the  reasons 
for  that  and  have  written  to  them  many  times.  But  they  say  local 
FHA  offices  want  the  house  vacated,  proceed  to  evict  them. 

I  do  not  understand  what  is  behind  this  because  we  have  demon- 
strated when  that  happens,  there  is  no  house  left. 

Mr.  Chumbris.  Yesterday,  when  Mr.  Duncan  was  here,  he  indi- 
cated that  when  asked  about  foreclosures  that  the  organization  comes 
out  about  even  or  might  even  make  a  little  profit  and  to  put  it  on  the 
question,  I  asked  him,  "Wlio  suffers  the  loss?"  And  he  said,  FHA 
has  to  assume  the  loss  because  they  guarantee  the  loan. 

He  also  pointed  out  that  that  loss  that  FHA  sustained  would  be 
protected  by  the  insurance  that  FHA  purchases. 

Well,  somebody  is  paying  for  the  premiums.  Is  the  taxap3^er  paying 
for  the  premium? 

Mr.  Lasurdo.  No,  the  borrower  pays  the  one-half  of  1  percent 
premium  per  month  in  his  monthly  payment. 

Mr.  Chumbris.  So  it  is  the  borrower  who  would  assume  that 
portion  of  the  loss. 

Mr.  Lasurdo.  Yes. 

Mr.  Chumbris.  There  was  something  placed  in  the  record  earlier 
in  the  hearings,  I  believe  an  article  to  indicate  that  FHA  has  lost 
$500  million,  if  I  remember  correctly.  Was  that  right?  That  $500 
million,  in  some  of  these  programs  that  had  been  going  on  in  New 
York  and,  Jack,  you  can  correct  me  if  I'm  wrong? 
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Mr.  Blum.  The  estimates  in  New  York  were  $24  million.  By  the 
U.S.  attorney  it  is  $200  million.  The  estimate  by  GAO  in  Detroit  was 
$500  million.' 

Mr.  Chumbris.  I  believe  in  big  figures.  I  can  only  remember  the 
$500  million. 

In  that  instance,  that  $500  million  would  not  be  something  that 
taxpayer  would  have  to  assume,  is  that  correct? 

Mr.  Lasurdo.  I  do  not  know.  From  what  I  read,  I  am  aware  the 
FHA  is  running  out  of  insurance  money.  I  think  the  taxpayer  is 
going  to  have  to  pay  for  this. 

Mr.  Chumbris.  That  is  one  thing  we  want  to  look  into.  Not  to 
place  the  burden  on  the  taxpayer  but  when  M.  Thomas  was  here, 
who  was  president  of  the  Bedford-Stuyvesant  Corp.,  his  complaint 
was  similar  to  yours. 

They  had  plenty  of  money  to  loan  but  when  he  thought  he  had  a 
customer  someone  else  had  grabbed  him.  A  friend  of  the  broker,  and 
the  broker  knew  somebody  in  the  mortgage  business  and  they  could 
get  the  loan  quicker  and  the  first  thiug  he  knew,  he  had  lost  a  prospect 
That  is  something  that  this  subcommittee  has  been  interested  in,  in 
trying  to  get  all  the  data  on  it  and  try  to  clear  up  as  much  as  it  possibly 
can  because  it  is  the  low  income  houseowner,  if  he  maintains  his  loan 
but  is  paying  a  high  base  loan  and  jjrobably  a  high  interest  rate,  and 
he  is  doing  that  over  a  long  period  of  time.  Would  all  of  this  be  correct? 

Mr.  Lasurdo.  Right. 

Mr.  Chumbris.  Thank  you  very  much,  Mr.  Chairman.  Thank  you, 
sir. 

Senator  Hart.  Any  other  questions? 

Mr.  Lasurdo.  Thank  you,  gentlemen. 

Senator  Hart.  Thank  you.  I'm  in  the  middle  of  reading  that  par- 
ticular statement.  I  apologize  for  getting  in  late,  but  I  will  continue  to 
read  it. 

I  am  grateful  to  Senator  Kennedy  that  he  was  able  to  come  in. 

Our  next  witness  is  the  vice  president  of  the  Jacksonville  National 
Bank,  Jacksonville,  Fla.,  Mr.  C.  H.  Beason. 

I  think  Mr.  Corsello  is  with  you,  and  if  he  would  join  us. 

Gentlemen,  if  you  would  rise. 

(Whereupon,  the  witnesses  were  sworn  by  the  chairman.) 

STATEMENT  OF  C.  H.  BEASON,  VICE  PRESIDENT,  JACKSONVILLE 
NATIONAL  BANK,  JACKSONVILLE,  FLA.,  AND  J.  COESELO 

Senator  Hart.  Mr.  Beason,  you  have  a  very  short  statement  and 
we  would  welcome  your  reading  it  and  if  there  is  any  additional  foot- 
note you  care  to  make,  feel  free  to  do  that  also. 

Mr.  Beason.  Thank  you,  sir. 

This  statement  is  in  respect  to  a  letter  I  received  April  16  from  you. 

The  Charter  Co.  is  a  publicly  held  Florida  corporation,  having  its 
principal  place  of  business  in  Jacksonville,  Fla.  Charter,  through 
various  subsidiary  corporations,  is  engaged  in  mortgage  and  mortgage- 
servicing  business,  among  other  businesses,  and  has  been  so  engaged 
for  many  years. 

Through  its  subsidiaries,  it  services  mortgages  for  over  100  investors, 
consisting  of  mortgages  on  commercial  properties,  mortgages  on  single- 
family  dwellings,  including  FHA  and  VA  insured  mortgages. 
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Among  the  investors  for  which  it  services  are  Federal  National  Mort- 
gage Association  and  Government  National  Mortgage  Association. 

Shortly  prior  to  December  1970,  officers  of  Charter  were  approached 
by  officers  of  Springfield  Equities,  Ltd.,  a  New  York  corporation, 
seeking  to  sell  to  Charter  the  servicing  portfolio  of  Springfield. 

Subsequently,  an  agreement  was  reached  and  Charter  acquired  the 
mortgage  servicing  portfolio  of  Springfield  on  properties  in  New  York 
in  December  1970. 

This  servicing  portfolio  consisted  of  approximately  1,800  mortgages 
with  a  then  outstanding  princijial  balance  of  approximately  $25 
million  and  included  mortgages  being  serviced  for  Fannie  Mae. 

Shortly  thereafter,  officers  of  Charter  were  approached  b}^  officers 
of  Fannie  Mae,  Philadelphia  office,  and  asked  by  Fannie  Mae  to 
consider  the  acquisition  of  the  mortgage  servicing  portfolio  of  United 
Institutional  Servicing  Corp.,  a  New  York  corporation  which  was  then 
servicing  mortgages  in  New  York  for  Fannie  Mae. 

Charter  was  advised  that  Fannie  Mae  was  dissatisfied  with  the 
servicing  performance  of  United  and  that  Fannie  Mae  would  like  very 
much  to  have  Charter  purchase  the  United  portfolio  and  service 
the  Fannie  Mae  mortgages  for  Fannie  Mae. 

Charter  has  serviced  for  Fannie  Mae  for  many  years  on  a  satisfac- 
tory basis.  The  acquisition  of  the  United  portfolio  was  completed  on 
February  25,  1971. 

The  United  Servicing  portfolio  consisted  of  slighly  less  than  7,000 
mortgages,  with  a  then  outstanding  principal  balance  of  api)roximateh' 
$112  million  and  included  mortgages  being  serviced  for  Fannie  Mae. 

You  asked  that  I  include  in  this  statement,  in  some  detail,  a  sum- 
mary of  the  problems  experienced  by  Charter  in  the  two  New  York 
mortgage  portfolios  above  described. 

In  summary,  we  found  the  following: 

In  the  Springfield  portfolio  we  found  substantially  normal  delin- 
quency ratio,  very  few  problems  which  would  not  normalh^  exist,  and 
collection  experience  was  not  unusual. 

In  the  United  portfolio  there  was  an  extraordinarily  high  delin- 
quency^ ratio,  ai'yproximately  600  mortgages  they  in  foreclosure  and 
an  additional  300  to  400  mortgages  which  should  have  been  in  fore- 
closure but  were  not.  Very  incomplete  and  inaccurate  records  and 
severe  problems  with  collections. 

Shortly  after  Charter  accpiired  the  United  ]:)ortfolio,  Fannie  Mae 
conducted  an  audit  resulting  in  approximatelj-^  20  exce])tions  from  the 
required  Fannie  Mae  servicing  procedure. 

Charter  has  cleared  up  substantially  all  of  the  excei)tions,  employed 
Peat,  Marwick,  Mitchell  &  Co.,  CPA's  to  audit  and  correct  the  servic- 
ing records  and  has  substantially  reduced  the  delinquencies,  cutting 
the  true  delinquency  ratio  a])proximately  in  half. 

We  experienced  a  large  number  of  complaints  by  borrowers  with 
respect  to  mortgage  payments  which  they  claimetl  to  have  made  but 
which  were  not  reflected  on  mortgage  accounts. 

Such  complaints  have  been  handled  on  an  individual  basis  and  the 
necessary  corrections  made. 

Charter  exi)erienced,  and  still  experiences,  severe  dolinquenc}'  prob- 
lems, problems  in  locating  mortgagors,  problems  of  houses  piesently 
being  rented  with  mortgage  ])ayments  not  being  made  out  of  the 
rental  payments. 
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However,  such  conditions  have  been  greatly  improved  with  stringent 
service  procedures,  following  closely  the  procedures  set  forth  by 
Fannie  Mae's  servicer's  guide. 

That  is  the  end  of  my  statement. 

Senator  Hart.  Mr.  Blum? 

Mr.  Blum.  Mr.  Beason,  what  is  the  relationship  of  the  Charter 
Corp.  and  the  Jacksonville  National  Bank? 

Mr.  Beason.  Charter  Corp.  is  a  parent  company.  Jacksonville 
National  Bank  is  a  subsidiary  company,  along  with  Charter  Mortgage 
Co.  and  Charter  Servicing  Co. 

Mr.  Blum.  What  is  the  name  of  the  Charter  subsidiary  which 
handles  mortgage  servicing  in  New  York? 

Mr.  Beason.  Charter  Servicing  Co.  of  Jacksonville,  Inc. 

Mr.  Blum.  The  mortgage  servicing  is  done  by  a  Charter  subsidiary, 
Charter  Servicing  of  Jacksonville.  Why  does  Fannie  Mae  refer  to 
Jacksonville  National  Bank  as  the  servicing  comi)an3'? 

Mr.  Beason.  Jacksonville  National  Bank  is  the  prime  contractor 
holding  the  servicing  agreement. 

Mr.  Blum.  I  think  you  can  appreciate  why  we  are  going  through 
this.  It  is  somewhat  confusing  to  someone  who  does  not  know. 

Mr.  Beason.  Jacksonville  National  Bank  is  a  Florida  corporation, 
cannot  do  business  out  of  Florida  because  of  branch  banking  laws, 
and  the  Charter  Co.  formed  these  other  companies  in  order  to  service 
mortgages  in  different  areas  of  the  countr}-.  In  fact,  all  areas  of  the 
country. 

Mr.  Blum.  How  large  is  the  Charter  Corp.  as  a  servicer  and  what 
is  the  size  of  its  portfolio? 

Mr.  Beason.  We  are  servicing  approximately,  today,  $1.1  billion 
and  numbering  about  66,000  mortgages. 

Mr.  Blum.  Does  that  make  you  one  of  the  larger  servicers  in  the 
country? 

Mr.  Beason.  Yes. 

Mr.  Blum.  Why  would  a  Florida  bank  find  entering  the  highly 
competitive  New  York  market  an  attractive  proposition? 

Mr.  Beason.  Expansion  and  growth.  We  had  started  acquisitions 
approximately  2  years  before.  We  had  grown  from  around  $300  million 
to  around  $800  million  by  purchase  of  mortgage  companies.  We  are 
expanding  nationwide.  This  was  a  chance  to  expand  into  the  New 
York  area. 

It  was  a  chance  to  expand  with  existing  portfolio  rather  than  com- 
ing in  on  a  one-loan  basis. 

Mr.  Blu:\i.  And  that  would  give  you  a  base  from  which  to  build 
other  business? 

Mr.  Beason.  To  build  servicing. 

Mr.  Blum.  In  your  statement  you  indicated  you  were  approached 
by  officials  of  Springfield  and  asked  if  you  were  interested  in  bu3'ing 
their  servicing. 

Did  Charter  of  Jacksonville  have  any  relationship  \\-ith  Springfield 
prior  to  that  time? 

Mr.  Beason.  No,  sir;  none  whatsoever. 

Mr.  Blu^l  Who  else  was  Springfield  servicing  for  at  the  time  of 
that  transaction? 

Mr.  Beason.  Total  servicing  was  approximately  1,800  loans 
consisting  of  approximately  1,000  Fannie  Maes,  the  balance  divided 
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among  Equitable  Life  Insurance  Co  ,  Schenectady  Savings  Bank, 
Dime  Savings  of  Williamsburg,  and  Candy  &  Confectioners,  Local 
Union  452,  representing  a  total  of  six  or  eight  investors 

Mr.  Blum.  That  was  the  pension  fund  of  the  Union? 

Mr.  Beason.  Yes. 

Mr,  Blum.  In  other  words,  a  variety  of  holders  of  FHA  and  VA 
mortgages? 

Mr.  Beason.  Yes. 

Mr.  Blum.  And  what  was  the  dollar  size  of  that  non-Fannie  Mae 
portion?  Do  you  have  any  estimate? 

Mr.  Beason.  Approximately  $6  million. 

Mr.  Blum.  Before  you  made  the  purchase,  did  you  make  any  effort 
to  evaluate  the  quahty  of  the  Springfield  loans? 

Mr.  Beason.  We  visited  Springfield.  We  became  acquainted  with 
their  officers,  asked  their  servicing  manager  how  he  serviced 

In  this  business,  you  are  able  to  visit  and  get  an  idea  of  what  goes  on. 

Mr.  Blum.  What  are  the  guidelines  used  when  you  visit?  Do  you 
look  at  the  delinquency  and  foreclosure  figures? 

Mr.  Beason.  One  of  the  basic  guides  of  good  servicing  is  the  de- 
linquency ratio. 

Springfield,  at  the  time  of  purchase,  was  running  approximately, 
between  3.5  percent  to  4  percent. 

Mr.  Blu:m.  What  did  the  Charter  Corp.  pay  for  that  Springfield 
servicing? 

Mr.  Beason.  We  paid  a  formula  based  on  the  outstanding  principal 
balance.  If  I  remember  correctly,  it  was  five-sixths  of  1  percent  of 
the  then  existing  balance  up  to  $30  million,  and  one-third  of  1  percent 
over  $30  million. 

Mr.  Blum.  Was  it  your  intention  to  use  some  of  the  Springfield 
staff  to  service  those  loans  once  you  got  started  in  the  New  York 
market,  and  take  over  their  servicing  department,  so  to  speak? 

Mr.  Beason.  We  used  the  entire  iSpringfield  servicing  staff.  At  the 
time  of  takeover  we  tried  to  establish  oui  own  company  in  the  name 
of  Charter.  We  could  not,  and,  therefore,  we  used  the  Springfield 
Equities  as  an  agent  for  the  Jacksonville  National  Bank  handhng 
the  servicing  in  New  York  City. 

Mr.  Blum.  One  more  question  about  Springfield.  Was  there  not  a 
point  in  time  when  Springfield  was  under  suspension  by  Fannie  Mae 
because  of  delinquencies  that  it  had  accumulated? 

Perhaps  you  can  tell  us  w^hy  that  did  not  influence  your  decision  to 
purchase. 

Mr.  Beason.  At  one  time,  possibly  a  year  and  a  half  to  2  years 
prior,  they  had  been  placed  on  probation  because  of  a  high  delinquency 
ratio. 

Well,  this  condition  improved.  They  were  taken  off  of  probation. 
They  were  operating  wdthin  the  standards  set  by  Fannie  Mae. 

Mr.  Bluai.  Mr.  Corsello,  at  that  time  were  you  with  Springfield? 

Mr.  Corsello.  I  joined  them  1  month  after  the  suspension,  I 
believe. 

Mr.  Blum.  What  were  the  causes  of  that  high  delinquency  ratio  at 
that  time? 

Mr.  Corsello.  Well,  they  were  not  really  familiar  mth  good  col- 
lection procedures,  and  I  immediately  instituted  them,  and  the  ratio 
skyrocketed  down. 
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Mr.  Blum.  It  went  down  very  sharply? 

Mr.  CoRSELLo.  It  went  down  from  11  percent  to  5  percent  in  3 
months  after  I  joined  them. 

Mr.  Blum.  Do  you  think  the  principal  problem  was  collection  rather 
than  underwriting  some  of  the  collection  procedures? 

Mr.  CoRSELLO.  Well,  generally  I  would  say  yes. 

Mr.  Blum.  As  you  describe  the  situation  in  your  statement,  Fannie 
Mae  approached  Charter  and  asked  it  to  take  on  the  United  portfolio. 

Perhaps  you  had  better  describe  what  happened  between  you  and 
Fannie  Mae  and  Mr.  Duncan  in  the  purchases  of  that  portfolio. 

Mr.  Beason.  We  had  known  Mr.  Duncan  for  some  time — 10  or  12 
years — and  we  did  know  he  had  to  approve  the  transfer  of  the  servicing 
for  Springfield. 

He  did  know  we  were  in  the  area  and  were  interested.  He  did  call 
and  invite  us  to  Philadelphia  to  take  a  look  at  United's  portfolio. 
We  went. 

He  did  advise  us  of  the  abnormal  problems,  some  of  the  higher 
delinquency,  and  so  forth. 

Well,  we  were  still  interested  and  he  felt  that  with  our  organization, 
and  we  are  all  familiar  with  Mr.  Corsello  and  his  staff  here,  between 
the  combination  we  could  do  something  about  the  collections  from  the 
standpoint  of  the  collections  of  the  loans. 

We  visited  United.  We  did  look  at  some  files,  Mr.  Corsello  and  I, 
and  on  our  examination  it  was  borne  out  that  it  was  not  a  heck  of  a  lot 
of  effort  used  to  collect  the  loans.  There  were  very  few  collection 
attempts. 

Mr.  Blum.  Did  you  make  any  effort  to  check  United's  credit 
record  or  get  references  from  other  people  with  whom  United  did 
business,  do  you  recall? 

Mr.  Beason.  I  do  not  know  that.  I  would  say  that  the  principals 
in  our  corporation  would  have  done  this. 

Mr.  Blum.  Would  you  mind,  for  the  record,  checking  the  files  to 
see  if  you  have  any  references  with  reference  to  credit  reports  with 
respect  to  United? 

Mr.  Beason.  Yes,  sir. 

Mr.  Blum.  After  3^ou  looked  over  the  portfolio  of  United,  how  much 
was  in  foreclosure? 

Mr.  Beason.  Approximately  $10  million  was  in  foreclosure. 

Mr.  Blum.  How  much  Avas  in  arrears? 

Mr.  Beason.  In  dollar  figure  I  cannot  say.  It  was  approximately, 
oh,  between  900  and  1,000  loans  in  a  year.  These  are  30-day,  60-day, 
and  90-day  accounts. 

Mr.  Plum.  We  are  talking  then  about  something  like  20  or  25 
percent  of  the  portfolio  that  was  in  arrears. 

Mr.  Beason.  The  ratio  at  the  time  of  takeover,  Mr.  Blum,  was 
approximately  18.5  percent. 

Mr.  Blum.  18.5  percent. 

Mr.  Beason.  Right. 

Mr.  Blum.  Did'vou  discuss  the  number  of  mortgages  and  fore- 
closures with  Mr.  Duncan,  and  here  I  am  specifically  referring  to  the 
12  mortgages  that  United  bought  back.  Did  that  come  up  m  your 
conversation? 
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Mr.  Beason.  Very  briefly,  when  we  decided  that  we  would  take  the 
transfer  of  servicing.  Mr.  Duncan  said  that  he  would  not  transfer  the 
12  loans,  that  he  would  have  United  buy  these  back. 

That  was  the  only  conversation  we  had  on  this. 

Mr.  Blum.  When  you  discussed  it  in  your  statement,  the  ])hrase 
"substantially  normal  delinquency  ratio,"  what  does  that  generally 
mean  in  the  trade?  What  do  you  consider  a  normal  delinquency  ratio? 

Mr.  Beason.  It  depends  on  the  area.  New  York,  I  would  say  5 
percent  to  7  percent  would  be  an  excellent  ratio. 

Mr.  Blum.  Mr.  Corsello,  would  you  mind  telling  us  a  little  bit 
about  your  background  prior  to  coming  to  Charter? 

Mr.  Corsello.  Well,  I  joined  wSpringfield  Equities  in  August  1969, 
and  prior  to  that  I  had  worked  for  three  savings  and  loan  associa- 
tions which  were  North  New  York  Savings  and  Loan  Association, 
Reliance  Federal  Savings  and  Loan  Association  and  Washington 
Heights  Federal  Savings  and  Loan  Association. 

I  have  spent  7  years — 5  years  and  4  months  going  back  and  forth 
with   those   organizations. 

Then  I  joined  Springfield  Equities  and  that  was  a  tremendous 
challenge  because  it  was  immediately  evident  that  the  company 
had  gone  into  something  ciuite  unseen  and  was  floundering  badly, 
and  only  the  fact  that  the  portfolio  was  small  enough — it  was  less  than 
1,000  loans — in  fact,  it  was  somewhere  around  600  loans — were  we 
able  to  fully  audit  the  thing,  and  get  the  collection  procedures  down, 
and  get  all  the  structures  of  a  good  servicing  portfolio  set  up.  We  did 
that. 

Well,  it  took  from  about  August  of  1969  to  about  the  end  of  that 
year,  and  we  had  everything  pretty  well  set  up  at  that  point. 

Mr.  Blum.  When  you  began  trying  to  straighten  out  the  United 
portfolio,  what  condition  w^ere  United's  files  in? 

Mr.  Corsello.  Again,  it  was  probably  a  mistake  on  our  part.  We 
should  have  forced  them  to  account  for  at  least  every  servicing  file 
because  the  servicing  file  is  vital  to  us.  It  enables  j^ou  to  check  the 
loan. 

Mr.  Blum.  What  generally  is  the  servicing  file? 

Mr.  Corsello.  Copies  of  certain  origination  documents,  copies  of 
FHA  documents  leading  up  to  the  closing  of  the  loan,  and  any  restric- 
tions that  might  have  been  set  forth  at  that  time  are  also  there,  and 
any  correspondence  between  the  mortgagee  and  the  mortgagor  is 
also  there. 

Mr.  Blum.  And  that  file  will  tell  you  wdiere  to  find  the  guy? 

Mr.  Corsello.  Any  transfers  that  have  taken  place  should  be 
evident  in  that  servicing  file. 

Mr.  Blum.  It  will  also  tell  you  who  the  present  mortgagor  is? 

Mr.  Corsello.  It  shovdd,  yes,  if  iu  is  properl}^  kept  up. 

Mr.  Blum.  Were  many  documents  missing?  I  gather  they  were. 

Mr.  Corsello.  I  wouldn't  say  documents,  but  there  were  many 
important  pieces  of  information,  especiall}^  transfers,  ownership 
transfers. 
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Mr.  Blum.  So  we  can  be  sure  about  that,  that  means  if  you  had 
a  mortgage  in  the  name  of  John  Smith,  you  might  discover  that  the 
property  had  changed  hands  two,  three,  or  four  times,  and  that  was 
not  recorded? 

Mr.  CoRSELLO.  Right. 

Mr.  Blum.  What  sort  of  notification  did  you  send  to  home  owners 
about  the  shift  in  servicing? 

Mr.  CoRSELLO.  Well,  they  were  billed  monthly  b}-  an  outside  com- 
puter service.  They  received  monthly  bills  and  statements,  and  we 
made  up  a  special  announcement  at  the  end  of  February  1971,  which 
was  included  with  their  bill  for  March. 

We  continued  the  same  system  for  the  next  2  months,  so  Jackson- 
ville took  all  of  that  down  to  their  offices. 

There  were  two  notices  sent;  one  bv  United,  and  one  b}^  Springfield. 

Mr.  Blum.  Were  any  of  the  ])eople  who  received  the  notices  sur- 
prised to  learn  of  the  transfer?  Did  they  complain  to  you? 

Mr.  CoRSELLO.  They  were  surprised,  and  they  had  a  lot  of  questions. 
They  wanted  to  know  what  was  going  on,  especially  when  3  months 
later  to  Jacksonville,  they  were  really  surprised,  and  then  they  really 
started  to  ask  questions. 

Mr.  Blum.  Did  many  mortgagors  come  to  your  office  to  complain 
about  problems  they  had  with  their  house  or  with  their  mortgages? 

Mr.  CoRSELLO.  We  got  general  complaints  from  hundreds  and 
hundreds  of  customers. 

Mr.  Blum.  What  kind  of  complaints  did  you  get? 

Mr.  Corsello.  Well,  the  most  classic  complaint  was  that  we 
would  be  asking  someone  to  make  mortgage  payments  as  per  their 
contractual  agreement,  and  they  would  fire  back  to  us  wh}'  should 
they  make  pa3^ments  when  they  were  defrauded,  and  the}^  knew  they 
were  defrauded,  and  if  we  were  not  of  the  same  caliber  of  people  they 
were  dealing  with  before,  we  should  come  to  their  aid  or  do  something 
for  them. 

Mr.  Blum.  What  kind  of  fraud  were  they  talking  about? 

Mr.  Corsello.  Many  said  they  had  made  payments  to  United 
for  which  they  never  received  credit.  Others  said,  the  main  complaint 
was  that  work  was  supposed  to  have  been  done,  completed  at  the 
properties  as  per  FHA  requirements,  and  the  work  was  either  not 
completed  or  not  done  at  all. 

Mr.  Blum.  What  happened  when  you  started  tracking  down  some 
of  those  complaints? 

Let  us  start  with  the  complaint  relating  to  the  payments  that  were 
made  and  were  not  credited. 

Mr.  Corsello.  There  were  payments  made  during  the  3'ear  1970, 
especially,  I  believe,  it  would  be  the  latter  6  months  of  1970.  And 
many  of  these  people,  of  course,  were  trying  to  take  advantage  of  the 
situation. 

We  had  to  look  at  each  one  the  same  way.  In  other  words,  if  they 
were  just  alluding  to  statements  or  remarks,  we  still  had  to  go  every 
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step  of  the  way  with  them  until  we  were  able  to  determine  the  true 
situation.  In  other  words,  were  they  telling  the  truth  or  just  biding 
time. 

We  did  actually  find  at  least  a  half  dozen  or  more  payments  that 
were  made,  you  know.  Receipts  were  shown  from  United,  payments 
were  made,  and  they  did  not  show  up  on  the  ledgers  that  were  turned 
over  to  us. 

And  after  turning  this  information  over  to  United,  sending  these 
people  to  United  with  the  information  and  their  receipts,  the  people 
came  back  with  checks  from  United  for  these  payments. 

Mr.  Blum.  And  the  payments  were  then  made  and  accounts  were 
straightened  out? 

Mr.  CoRSELLO.  Right.  In  fact,  Fannie  Mae,  for  the  period  of  time 
they  were  in  our  office,  we  brought  to  their  attention  at  least  three  or 
four  of  them  that  had  been  found  by  this  time,  and  Fannie  Mae 
included  them  in  their  audit  reports. 

Mr.  Blum.  On  the  question  of  houses  and  proper  repair,  what 
happened  when  people  came  into  the  office  and  said  "they  were 
supposed  to  have  fixed  my  house  up,  and  now  it  is  falling  in." 

What  did  you  do  to  check  that  out? 

Mr.  CoRSELLO.  W^ell,  naturally,  the  first  thing  we  do  is  go  to  the 
file  and  if  you  are  fortunate  enough  to  find  the  file,  you  then  tr}^  to 
check  back  and  see  if  there  were  actually  agreements  made  between, 
you  know,  the  companies  and  the  mortgagors  to  actually  make 
repairs. 

And  if  you  found  a  list  of  repairs  that  were  required,  we  would  ask 
the  mortgagor  point  by  point,  "Was  this  done?"  "Was  this  done  from 
one  to  three,  to  number  10?"  Whatever  it  was;  and  the  mortgagor 
would  more  than  likely  say,  "Two  minor  repairs  out  of  10  required 
were  done,  and  then  the  contractor  never  showed  up  again." 

More  than  likely,  most  times  in  the  files,  you  would  find  a  certifica- 
tion letter  appearing  stating  all  repairs  had  been  done  and  escrow 
funds  had  been  released. 

Wliat  we  would  have  done,  and  what  we  did  do  in  two  cases,  was  to 
get  the  money  still  being  held  by  United  and  after  a  year  or  2  years,  of 
you  know,  holding  this  money  for  reasons  we  cannot  comprehend,  we 
actually  got  the  money  and  had  the  contractors  do  the  work.  And  the 
l)eople  were  very,  ver}^  surprised  and  hap])y  when  we  did  this. 

Mr.  Blum.  Did  you  find  many  letters  in  the  file  that  said  the  repair 
work  had  been  done? 

Mr.  CoRSELLO.  Oh,  yes.  They  were  the  ones  that  came  to  our  at- 
tention. We  made  no  comj)lete  canvass  of  the  files. 

Mr.  Blum.  Did  you  read  the  testimony  of  Mr.  Katz  when  they  ])ut 
those  letters  in  the  file  routinely?  Was  that  a  surprise  to  you? 

Mr.  CoRSELLO.  Yes. 

Mr.  Blum.  Were  you  shocked  by  that? 

Mr.  CoRSELLO.  Yes. 
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Material  Relating  to  the  Testimony  of 
C.  H.  Reason 

List  of  rents  collected  by  persons  other  than  the  property  owner  provided  by 

Charter  Service  Corp. 

Mortgage  No.         Owners  and  address  Rent  collected  by— 

213714.. George  Cullen,  297  Hindsale  St.,  Brooklyn,  N.Y..  David  Gomberg,  807  New  Lots  Ave.,  Brooklyn, 

N.Y. 

212888 Alfred  Diaz,  717  LinwoodSt.,  Brooklyn,  N.Y Do. 

213056 Michael  Sabella,  315  Wyona  St.,  Brooklyn,  N.Y. .  Do. 

215733 Gilbert  Torres,  691  Linwood  St.,  Brooklyn,  N.Y. .  Do. 

215785 James  Fields,  594  Barbey  St.,  Brooklyn,  N.Y Do. 

210142                  ...  Ike  Crutch,  366  Throop  Ave.,  Brooklyn,  N.Y Alonzo  Smith,  no  address  or  phone. 

214813        Hugh  Hamilton  191  Buffalo  Ave.,  Brooklyn,  N.Y.  Denis   Pemberton,  424   E.  82nd  St.,  New  York, 

N.Y.,  876-1777. 

216075 Leroy  Brooks,  601  Baker  Ave.,  Bronx,  N.Y Do. 

214944    Thomas  Alston,  906  East  224th  St.,  Bronx,  N.Y. .  Do. 

215035         Richard  L.Trudeau,  2980  Bainbridge  Ave.,  Bronx,  Do. 

N.Y. 

213305 Horace  Holland,  98  Eldert  St.,  Brooklyn,  N.Y Do. 

214163 Joseph  Arnold,  2230  Light  St.,  Bronx,  N.Y Do. 

214344 Gerald  Weaver,  1762  Tremont  Ave.,  Bronx,  N.Y..  Do. 

213015 Ceola  Tucker,  633  Ashford  St.,  Brooklyn,  N.Y...  Sam  Goddard,  2712  Church  Ave.,  Brooklyn,  N.Y. 

213125 Edgar  Goddard,  464  Van  Siclen  Ave.,  Brooklyn,  Do. 

N.Y. 

213251 Fonnie  Elliott,  119  Vernon  Ave.,  Brooklyn,  N.Y..  Do. 

216917.. Enilda  Vasquez,  42  Tompkins  Ave.,  Brooklyn,  Do. 

N.Y. 

214258 Henry  Norris,  184  Carlton  Ave.,  Brooklyn,  N.Y..  Do. 

215567 Charles  Campbell,  178  Carlton  Ave.,  Brooklyn,  Do.  , 

N.Y. 

216045 Robert  Green,  119  Suydam  SL,  Brooklyn,  N.Y...  Do. 

213342 Gerald  Lord,  543  Lexington  Ave.,  Brooklyn,  N.Y.  Frank  Richardson  (friend  of  Sam  Goddard). 

214333 Frank  Weeks,  670  Sterling  PI.,  Brooklyn,  N.Y...  Lee  Lawson  (friend  of  Sam  Goddard). 

Mr.  Blum.  That  they  were  able  to  put  a  letter  in  the  files,  routinely? 

\lr.  CoRSELLo.  It  is  inconceivable. 

Mr.  Blum.  Did  you  try  to  back  check  to  see  who  signed  the  in- 
specition  reports  in  many  of  these  places? 

Mr.  CoRsaLLo.  There  were  never  any  real  inspection  reports.  They 
were  all  simply  a  letter,  a  standard  form  letter  to  FHA,  to  the  regional 
office  at  FHA,  signed  by  Canavan. 

Mr.  Blum.  When  you  began  servicing  the  portfolio,  did  you  notice 
that  certain  individuals  were  making  monthly  payments  on  more  than 
one  mortgage? 

Mr.  CoRSELLo.  Well,  if  you  coLild  rephrase  that  just  a  little  bit. 

Mr.  Blum.  Go  ahead. 

Mr.  CoRSELLo.  I  would  say  certain  individuals;  yes.  They  were 
making  payments  but  practically  as  soon  as  we  took  over  they  stopped 
making  payments. 

Mr.  Blum.  Were  the}^  making  payments  on  mortgages  in  their 
names  and  mortgages  in  other  peoples'  names  as  well? 

Mr.  CoRSELLo.  Yes. 

Mr.  Blum.  When  you  took  over  the  portfolio,  did  you  call  them  in 
and  talk  to  them? 

Mr.  Corsello.  We  really  never  saw  them.  We  got  all  of  this  in- 
formation from   tenants  that   we  woLild   interview  at   the  various 
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buildings.  The  names  would  just  continue  to  crop  up  until  we  more  or 
less  would  say,  ''Gee,  who  is  this  fellow?  He  is  certainly  having  a  good 
time  out  there  with  our  properties." 

Mr.  Blum.  Let  us  see  how  that  worked.  The  building  would  be 
delinquent  in  payment? 

Mr.  CoRSELLo.  Right. 

Mr,  Blum.  You  would  send  somebody  out  to  find  out  where  the 
guy  was? 

Mr.  CoRSELLo.  Everyone  in  the  building,  any  building  that  goes 
into  arrears,  if  we  cannot  get  to  the  customer  or  speak  to  the  customer 
by  normal  letter  or  phone  calls,  a  visit  is  made  and  as  many  as  three 
or  four  visits  are  made  until  we  get  somebody  to  speak  to  that  can 
vouch  for  the  property  so  we  do  not  foreclose  on  a  piece  of  property 
where  someone  might  be  in  deep  hardship  or  something. 

In  interviewing  tenants,  they  would  say  he  did  not  live  there,  and 
they  were  paying  the  rent  to  this  one,  or  that  one  ever}^  month. 

Mr.  Blum.  What  were  some  of  the  names  of  these  people  that  came 
up  in  the  course  of  that  discovery? 

Mr.  CoRSELLo.  The  most  prominent  one  was  Dennis  Pemberton, 
Frank  Richardson,  and  Al  Smith. 

Mr.  Blum.  These  gentlemen  all  seem  to  be  collecting  rent  and 
operating  the  property  as  rental  property.  That  was  the  intent, 
anyway. 

Mr.  CoRSELLo.  That  is  what  they  would  have  you  believe. 

Mr.  Blum.  Did  you  subsequently  call  any  of  those  people  in  to 
talk  with  them? 

Mr.  CoRSELLO.  They  came  in.  We  never  called  them  in.  They  came 
in.  Each  one  made  a  visit. 

Mr.  Blum.  What  occasioned  that  visit? 

Mr.  CoRSELLO.  Because  we  were  showing  up  at  their  property 
and  we  were  more  or  less  ])utting  a  fly  in  the  ointment,  in  other  words. 

Mr.  Blum.  Did  you  tell  them  to  stop  ])ayment? 

Mr.  Corsello.  We  did  not  tell  them  to  stop  payment.  When  you 
tell  a  person  in  an  FHA  pro])erty  that  foreclosure  is  about  to  begin, 
and  that  they  will  be  evicted  shortl}^,  it  does  not  take  much  for  them 
to  leave  or  stop  paying  the  rent. 

Mr.  Blum.  And  when  the  rent  pa^anents  stop,  I  guess  the  people 
who  had  been  collecting  it  came  in  to  see  why  the  source  of  money  was 
turned  off. 

Mr.  Corsello.  They  were  very  offended. 

Mr.  Blum.  Offended  by  the  fact  that  3'ou  had  suggested  the  money 
stop  coming? 

Mr.  Corsello.  Yes. 

Mr.  Blum.  Well,  what  did  they  tell  you,  what  was  the  reason  for 
having  collected  the  rents? 

Mr.  Corsello.  They  did  not  elaborate  as  to  why.  They  said  that 
they  had  become  the  owners,  and  I  realh'^  did  not  want  to  have  any- 
thing to  do  with  them,  to  tell  you  the  truth. 

Mr.  Blum.  Did  the  names  of  Mr.  Cory  or  Mr.  Roth  come  u])  in 
those  conversations? 

Mr.  Corsello.  They  were  mentioned  at  various  times.  But  as  far 
as  the  degree  tliat  they  were  involved,  I  could  not  tell  you. 

Mr.  Blum.  Was  any  suggestion  that  the  way  this  worked  is,  the 
mortgage  companies  themselves,  or  officers  of  the  mortgage  com])anies, 
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that  would  be  Mr.  Cory  or  Mr.  Roth,  may  have  suooosted  to  them 
tliat  they  were  to  become  hiiidlortls  and  property  managers  on  a 
fairly  wide  scale? 

Mr.  CoRSELLO.  I  had  heard  that,  yes. 

Mr.  Blum.  To  shift  back  to  those  letters  saying  that  repairs  had 
been  done,  do  3^011  recall  if  any  of  those  letters  were  dated,  or  whether 
they  were  undated? 

Mr.  CoRSELLO.  I  believe  most  of  them  were  dated.  I  believe  they 
were  all  dated. 

Mr.  Blum.  All  dated. 

Have  3^ou  encountered  what  is  called  the  phantom  mortgage 
problem  in  that  portfolio;  that  is  a  i)roperty  for  which  there  never 
was  a  real  mortgagor? 

Mr.  CoRSELLO.  I  w^ould  assume  that  we  had  hundreds  of  them 
probably  in  the  United  portfolio. 

Mr.  Blum.  You  would  have  no  way  of  tracking  that  kind  of  guy 
down? 

Mr.  Corsello.  What  we  do,  we  go  to  the  servicing  file.  Again,  the 
servicing  file  is  opened  and  we  look  for  a  credit  report  and  look  for  an 
address,  a  prior  address,  which  is  shown  on  the  mortgage  bond,  and 
we  track  that  down  and  visit  every  address. 

We  also  call  the  mortgagors  at  their  jobs.  We  ask  them,  ask  on  the 
job,  if  the}^  have  ever  been  there.  Not  every. place  is  acually  as  co- 
oi)erative  as  the  other,  but  we  will  ask,  "Is  this  part}^  now  in  your 
employ,"  and  if  they  say  no,  we  will  ask,  "Was  he  ever  in  your  em- 
plo}'^?"  In  some  cases,  they  will  not  answer.  But  in  other  cases,  we  have 
actualh'  heard  that  he  was  not. 

Mr.  Blum.  So  any  fact  a^ou  were  discovering  on  those  mortgages 
you  asked  to  service  the  verification  of  emplo} ment  was  simply  invalid, 
was  ]:)honey? 

Mr.  Corsello.  It  would  seem  that  way. 

Mr.  Blum.  And  the  peo])le  simply  did  not  live  u])  to  what  the 
PHA  form  said  they  would.  They  had  not  worked  in  those  })laces. 

Mr.  Corsello.  Again,  you  are  speaking  to  someone  over  the  phone, 
and  you  are  not  really  pushing  it  any  further.  In  other  words,  you  are 
not  writing  a  letter  to  the  president  of  the  company  to  be  100  per- 
cent sure. 

Mr.  Blum.  That  takes  a  tremendous  amount  of  work,  does  it  not, 
to  try  to  track  that  down?  Each  one  of  those  forms  has  to  be  investi- 
gated separately  and  try  to  develop  what  might  be  considered  evidence, 
and  that  requires  an  enormous  amount  of  work. 

Mr.  Corsello.  Right. 

Mr.  BlUxM.  What  have  a^ou  been  getting  in  the  way  of  a  response 
now  that  you  have  taken  over  the  portfolio? 

What  have  3'ou  been  able  to  do  to  get  these  people  back  in  line  on 
their  payments? 

Mr.  Corsello.  Well,  they  have  to  speak  to  us.  Our  attitude  is  the}- 
are  going  to  speak  to  us,  and  we  are  going  to  speak  to  them,  and  show 
them  that  we  are  simj^ly  interested  in  them  making  pa3Tiients  as  was 
their  original  contractual  agreement.  We  leave  messages  for  them.  We 
go  there. 

We  leave  our  own  ]:)ersonal  cards  if  it  is  necessary.  It  is  not  necessary 
in  all  cases.  We  call  the  customer.  We  work  nights  to  tr}-  to  get  the 
people  at  home. 
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Actually,  we  are  just  doing  diligent  collection  work,  work  that 
should  have  been  done  all  along.  I  did  it  at  Springfield  and  we  were 
successful  there,  and  the  United  portfolio  has  responded  even  better 
that  I  thought  it  would  at  this  point. 

Mr.  Beason.  We  have  had  a  complete  turn  around  of  many  mort- 
gagors coming  in  and  complaining,  now  coming  in  and  working  with 
us,  and  being  able  to  work  together  and  save  their  homes. 

Mr.  Blum.  Did  you  find  when  you  started  to  change  things  that 
people  did  not  trust  financial  institutions  much  and  you  had  to 
build  up  an  atmosphere  of  trust? 

Mr.  Beason.  This  is  true. 

Mr.  Blum.  Wliat  were  some  of  the  things  that  mortgagors  said  to 
you  about  the  people  they  dealt  mth  in  the  past? 

Mr.  CoRSELLO.  We  would  ask,  "Why  are  you  coming  to  us  with 
these  problems  that  were  evident  or  in  evidence  6  months  or  a  year 
ago?"  They  would  say,  "We  would  go  to  the  oflSce  of  United,  and  we 
would  speak  to  someone  and  then  never  hear  from  them.  We  would 
call  them,  and  finall}^,  we  just  gave  up. 

This  story  was  given  to  us  endless  numbers  of  times.  We  have  four 
people  who  do  nothing  but  interview  cHents  diu"ing  the  day. 

Mr.  Blum.  And  they  were  somewhat  surprised  to  learn  that  jou 
were  ^villing  to  listen? 

Mr.  CoRSELLO.  Well,  at  first  they  did  not  beheve  we  wanted  to 
listen,  and  we  had  to  take  quite  a  bit  of  verbal  abuse  in  order  to  get 
get  people  to  just  calm  dowm. 

Sometimes  it  would  take  as  much  as  20  minutes  to  a  half  hour  to 
get  somebody  calm  enough  to  finally  tell  you  what  the  problem  was, 
or  where  it  stemmed  from. 

Mr.  Blum.  Were  you  able  to  identify  any  brokers  who  originated 
those  deals  for  United  where  3^ou  have  a  lot  of  trouble? 

Are  there  any  brokers'  names  that  stood  out,  particularly  in  the 
files? 

Mr.  CoRSELLO.  We  never  researched  the  brokers.  That  was  one 
thing  we  never  did  with  United  files.  We  did  it  at  Springfield.  We  did 
not  have  time  to  do  it  wdth  United  files. 

Mr.  Blum.  When  you  were  at  Springfield,  did  you  notice  there 
were  particular  sources  of  brokers  who  were  a  great  deal  of  trouble? 

Air.  Corsello.  There  were,  and  when  it  was  called  to  the  attention 
of  Springfield  Equities,  these  brokers  were  no  longer  around  at  all. 

Air.  Blum.  Did  you  run  into  similar  kinds  of  problems,  perhaps  on 
a  smaller  scale,  in  the  Springfield  portfolio? 

Mr.  Corsello.  Well,  we  never  ran  into  any  of  the  complaints  or 
the  hostility.  In  other  words,  the  procedures  currently  in  effect  in  our 
office  would  have  been  possibly  shined  up  or  polished  up  quite  a  bit, 
but  they  are  basically  the  same  that  we  used  at  Springfield. 

In  other  words,  a  field  trip  is  necessary  to  reall}^  clear  your  con- 
science if  you  are  going  to  foreclose  a  mortgage  or  take  any  serious 
action  against  the  mortgage,  and  this  is  exactly  what  we  did  at 
Springfield  and  what  we  are  doing  now. 

Air.  Blum.  Wliat  do  you  do  when  you  are  about  to  foreclose  a  mort- 
gage to  protect  the  people  living  in  the  building  against  pacing 
mone}''  to  somebody  who  should  not  get  it? 

Air.  Corsello.  We  cannot  do  a  thing.  All  we  can  do  is  tell  them 
they  are  in  a  house  under  foreclosure  and  they  will  be  evicted  shorth\ 
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We  have  no  right  and  were  told  in  one  instance  by  FHA  in  Wash- 
ington, that  an  individual  had  complained  to  FHA  in  Washington 
to  stop  the  rent  payment. 

Mr.  Blum.  What  about  trying  to  protect  them  from  people  who 
turn  up  in  the  field  and  say,  "I  am  the  guy  from  Charter  Servicing, 
and  I  am  here  to  collect  your  monthly  payment." 

Mr.  CoRSELLO.  It  was  tried  and  failed.  Again,  our  initial  visits, 
people  are  told  under  no  circumstances,  no  way,  should  they  ever 
pay  any  money  to  any  representative. 

Mr.  Blum.  But  people  did  attempt  to  come  around  to  the  houses 
you  were  servicing  mortgages  on,  and  say,  "Pay  us  the  mortgage 
payment,"  do  not  send  it  to  Charter. 

Air.  Beason.  It  was  at  the  beginning  of  servicing. 

Mr.  Blum.  At  the  time  you  took  over  the  portfolio,  this  happened? 

Mr.  Beasox.  I  would  say  April,  May,  and  June,  somewhere  around 
that  period. 

Mr.  Blum.  Did  you  warn  people  to  call  your  office  before  making 
the  payment  and  that  practice  stopped? 

Mr.  Beason.  Yes. 

Mr.  Blum.  You  think  whoever  was  doing  it  got  wise  to  the  fact 
that  your  tenants  knew  better,  or  mortgagors  knew  better? 

Mr.  Beason.  Our  mortgagors  were  advised  of  this,  so  I  assumed 
they  stopped. 

This  is  a  practice  of  the  Charter  Co.  It  is  also  a  procedure  of  Fannie 
Mae,  no  collections  in  the  field. 

Mr.  Bluinl  Do  you  have  any  idea  who  was  trying  to  make  those 
collections?  Were  you  ever  able  to  determine  it? 

Mr.  Beason.  No. 

Mr.  Blum.  We  had  some  discussion  of  that  ■\^^th  Mr.  Roiter  of 
United  Avho  claimed  that  sometimes  people  would  get  to  his  people 
ahead  of  him  and  make  the  collection  and  leave  a  scribbled  receipt, 
and  he  simply  avoided  the  problem  by  not  permitting  any  field 
personnel  to  collect  any  money. 

Mr.  CoRSELLo.  We  were  offered  money  all  the  time,  and  they  were 
told  the  procedures  of  mailing  the  payments  at  the  bank  or  come  to 
the  office. 

Mr.  Blum.  Mr.  Beason,  if  you  had  to  do  it  all  over  again,  would 
you  go  into  that  New  York  market? 

Mr.  Beason.  Not  ^vith  the  same  knowledge  I  have  now.  We  are 
committed  in  New  York,  so  we  probably  vdW  stay. 

Mr,  Blum.  You  are  there  so  you  ^vill  stay,  but  if  you  had  to  do  it 
over  again,  you  probably  would  not  jump  in  the  way  you  did? 

Mr.  Beason.  That  is  true. 

Mr.  Blum.  An  article  in  the  New  York  Post  that  suggested  that 
Charter  got  a  good  deal  of  the  United  mortgages  from  Fannie  Alae 
because  the  business  with  the  California  activities  associated  with 
President  Nixon. 

Do  you  have  any  comment  on  that,  Mr.  Beason? 

Mr.  Beason.  Another  quote  in  the  Post  by  our  general  counsel, 
Lloyd  Smith,  said  it  is  purely  coincidental. 

It  is  completely  untrue. 

Mr.  Blum.  I  gather  from  what  you  say  you  do  not  think  that  you 
got  a  good  deal. 

Mr.  Beason.  I  don't  think  so. 
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Mr.  Blum.  On  balance,  do  you  think  you  have  come  out  ahead 
financially  or  behind  financially  with  this  transaction? 

Mr.  Beason.  Behind  financially.  It  will  take  another  year  to  really 
know. 

Mr.  Blum.  Mr.  O'Leary,  any  questions? 

Mr.  O'Leary.  I  have  no  questions. 

Senator  Hart.  Mr.  Chumbris? 

Mr.  Chumbris.  Thank  you,  Mr.  Chairman. 

My  first  question  was  going  to  be  Mr.  Blum's  last  one,  so  I  will 
scratch  that. 

In  other  words,  you  do  not  feel  thus  far  you  have  done  well  on  your 
acquisition  of  United?  Is  that  correct? 

Mr.  Beason.  From  the  profit  return,  no. 

Mr.  Chumbris.  You  anticipate  it  will  improve  as  you  go  along? 

Mr.  Beason.  Yes,  sir;  1  do. 

Mr.  Chumbris.  Could  you  tell  us  what  you  plan  to  do  that  you 
hope  will  bring  that  about? 

Mr.  Beason.  This  past  year  has  been  spent  cleaning  up  the  port- 
folio, bringing  the  portfolio  into  a  position  that  is  profitable  for  serv- 
icing, however  we  still  have  an  outstanding  number  of  foreclosures 
and  we  will  have  for  another  6  to  .8  months.  Hopefully,  this  year, 
because  of  our  procedures,  and  due  to  the  lessened  delinquency; 
today  we  are  at  10.5  percent. 

We  are,  frankly,  shooting  from  somewhere  between  6  percent  and 
7  percent  and  this  we  can  live  with. 

Another  thing  that  helps  us  in  New  York  is  that  our  entire  serv- 
icing portfolio  is  not  in  New  York.  It  is  strictly  a  collection  matter, 
and  because  of  numbers  we  have  less  cost  per  loan. 

Mr.  Chumbris.  How  about  the  Springfield  acquisition  financially? 
How  does  that  rate? 

Mr.  Beason.  That  would  be  a  profitable  one  now. 

Mr.  Chumbris.  Profitable? 

Mr.  Beason.  Right.  This  was  included  in  the  total  Fannie  Mae 
servicing  in  New  York,  so  we  have  listed  it  all  in  one  so  here  we  have 
not  made  a  determination  of  exactly  what  portion  is  Springfield. 

Mr.  Chumbris.  Now,  perhaps  you  have  answered  this  question, 
actually,  but  are  you  in  the  mortgage  market  also  in  the  New  York 
area? 

Mr.  Beason.  Yes,  sir,  we  purchased  from  Springfield  last  year 
approximately  $22  million.  We  are  in  the  market  today.  It  is  a  good 
loan. 

Mr.  Chumbris.  Now,  getting  back  to  the  basic  question  that  has 
been  asked  throughout  these  hearings,  and  that  is  relating  to  the 
testimony  that  was  given  by  the  previous  witness — were  you  in  the 
audience? 

Mr.  Beason.  Yes. 

Mr.  Chumbris.  And,  he  was  pointing  out  some  of  the  difficulties 
that  he  was  having  with  FHA  in  getting  some  of  the  loans,  and  we 
were  discussing  the  percentage  of  foreclosures  and  arrears. 

Now,  when  Franklin  Thomas,  president  of  the  Bcdford-Stuyvesant 
Kestoration  Corp.,  testified,  he  gave  an  illustration  which  may  be  the 
€rux  of  why  we  have  so  many  foreclosures,  and  so  much  arrears  in  that 
particuhir  area. 
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He  gives  this  example,  and  I  will  read  from  his  testimony,  and  I 
quote: 

The  following  example  is  illustrated.  A  family  desired  to  purchase  an  $18,000 
home  and  would  he  required  to  pay  $2000  as  cash  down  payment.  They  would 
then  have  to  fiuauce  the  balance  with  two  mortgages  totalling  $18,000  in  face 
value  (But  this  managed  to  get  them  only  $16,000)  the  first  a  $12,000  loan  in  12 
years  and  the  second  a  $(5000  loan  payable  in  five  years. 

Assuming  an  interest  rate  of  six  percent  per  annum  on  each  of  the  two  loans, 
and  recently  it  has  been  higher  than  six  percent,  the  family  would  have  to  j)ay 
$249  per  month  ior  principal  and  interest  alone. 

In  contrast,  if  you  used  the  other  route,  a  $16,000  loan  for  2.")  years  available 
in  other  communities,  it  would  have  to  cost  the  homeowner  $10o  a  month.  Then 
on  top  of  that  you  have  to  pay  taxes,  heating,  et  cetera,  but  that  would  apply 
whichever  plan  j^ou  use. 

Now,  a  person  who  is  in  a  low-income  category,  and  I  don't  even 
know  today  what  we  refer  to  when  we  talk  about  "low-income  cate- 
gory," is  it  a  man  who  makes  $5,000  a  year,  or  $7,500  a  year?  Anyway 
$249  a  month  times  12  comes  to  over  $2,500,  and  some  dollars,  and  so 
if  he  is  only  making  $5,000,  his  payments  on  the  home  alone,  not 
counting  real  estate  taxes  and  upkeep  and  food  and  taking  care  of  his 
family — 50  percent  of  his  money  is  going  to  the  payment  of  the  loan, 
whereas,  if  he  has  this  other  plan,  which  would  have  been  what 
Franklin  Thomas  would  like  to  offer  him,  he  would  only  be  paying 
$103  a  month,  which  is  quite  a  difference  over  $2,500  a  year. 

Mr.  Beason.  The  $103  would  only  be  the  principal  and  interest. 

Mr.  Chumbris.  I  did  not  hear  you. 

Mr.  Beason.  The  $103  would  be  only  for  principal  and  interest. 
Payment  shotdd  also  include  the  taxes. 

Mr.  Chumbris.  Yes,  both  plans  have  to  pay  taxes. 

Mr.  Beason.  We  can  be  approaching  a  payment  of  $150. 

Mr.  Chumbris.  In  other  words,  you  would  have  to  pay  from  $103 
to  $249,  a  difference  between  the  two  he  would  be  saving  and  so  a  low- 
income  family  really  has  a  problem  under  the  system  that  has  been 
brought  forth  to  this  subcommittee  over  and  over  again — -bearing  in 
mind  also  that  the  house  he  has  purchased  may  be  50  percent  or  100 
percent  higher  than  what  it  is  really  worth,  from  what  the  testimony 
we  have  received  thus  far  indicates. 

That  might  be  a  major  reason  why  we  are  having  these  percentages 
that  I  read  from  Mr.  Duncan's  statement — an}^ where  from  15  percent 
down  to  the  lowest  one,  I  think,  was  what?  Six  point  some  percent, 
something,  compared  to  what  the  previous  witness  stated  for  his  tj'^pe 
of  loan  that  he  has  in  the  New  York  area. 

I  do  not  know  how  we  are  going  to  resolve  the  problem.  You  have 
the  testimony  coming  in  from  the  brokers  and  the  mortgagees  who  say 
that  these  people  want  this  home  right  away,  they  want  the  loan  right 
away,  they  cannot  wait  the  3  months.  And  whether  FHA  should  take 
steps  to  see  why  the}^  cannot  give  the  loan  to  Bedford-Stuyvesant  as 
fast  as  they  give  it  to  the  tj^pe  of  loans  that  are  coining  before  this  sub- 
committee, I  believe  it  would  surely  save  these  people,  these  low- 
income  people  a  lot  of  money.  And  let  them  pay  $103  a  month  instead 
of  $249  a  month. 

Now,  of  course,  if  he  pays  the  $249  a  month,  someone  will  say,  "Well, 
he  will  be  able  to  pay  off  his  loan  faster." 

In  other  words,  he  will  pay  off  one  loan  in  10  years,  and  the  other 
loan  will  be  paid  off  in  5;  whereas,  the  $103  a  month  payment  is  going 
to  take  him  25  years  to  pay  off  that  loan. 
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If  he  cannot  meet  the  $249  payment  2  years  later,  he  has  nothing, 
and  he  has  lost  everything  he  has  put  into  it. 

Mr.  Beason.  The  man  still  has  a  family  to  take  care  of. 

Mr.  Chumbris.  I  did  not  hear  that.  Would  you  mind  talking  into  the 
mike? 

Mr.  Beason.  The  man  still  has  a  family  to  take  care  of  and  support, 
and  this  will  come  first. 

I  do  not  know  what  the  answer  is.  I  think  probably  better  under- 
writing regulations  would  help.  I  do  not  think  that  is  the  entire  answer. 

Various  things  have  to  be  done — possibly  some  committees  of  dif- 
ferent organizations  set  up  to  study  these  things. 

The  industry  does  have  an  organization  called  Mortgage  Bankers  of 
America.  This  could  be  part  of  it.  The  savings  banks  have  organiza- 
tions in  conjunction  with  the  private  organizations,  with  the  FHA,  the 
VA,  and  Fannie  Mae. 

Mr.  Chumbris.  Now,  the  type  of  mortgages  that  you  have  in  your 
portfolio  in  the  New  York  area,  how  did  they  arrange  along  the  Unes 
that  we  have  seen?  Are  they  the  Bedford-Stuyvesant  type,  or  are  they 
of  the  broker  type? 

Mr.  Beason.  We  would  have  approximately  70  percent  located  in 
the  Bedford-Stuyvesant  area. 

Mr.  Chumbris.  Seventy  percent  of  your  loans  in  the  Bedford- 
Stuyvesant  area? 

Mr.  Beason.  In  the  New  York  area. 

Mr.  Chumbris.  I  mean  of  the  Bedford-Stuyvesant  type. 

Mr.  Beason.  The  low-income  families;  yes. 

Mr.  Blum.  I  think  what  Mr.  Chumbris  is  referring  to  is  refinance 
as  opposed  to  purchase.  What  percentage  of  your  portfolio  is  re- 
finance? 

Mr.  Beason.  It  would  be  a  small  percentage  refinanced.  It  would 
be  a  purchase  type,  what  we  call  a  spot-purchase  type  of  loan. 

Mr.  Chumbris.  I  have  no  further  questions,  Mr.  Chairman. 
Thank  you. 

Senator  Hart.  Mr.  Corsello,  did  you  say  that  when  you  got  into 
the  United  portfolio,  you  went  to  collect  and  in  hundreds  of  instances 
you  could  not  find  the  mortgagor,  the  fellow  named  on  the  paper? 

Air.  Corsello.  True.  I  mean,  they  said  the  people  who  were  their 
tenants  or  whatever  said  they  never  heard  of  the  person  we  were 
looking  for. 

Senator  Hart.  Is  it  fair  for  us  to  conclude  that  when  you  pur- 
chased United's  servicings  portfolio  that  you  actually  were  bviying 
the  servicing  on  a  great  number  of  mortgages  that  had  been  procured 
through  fraud? 

Mr.  Corsello.  It  is  true;  naturally,  this  was  not  kno\^Ti. 

Senator  Hart.  Yes,  I  did  not  mean  to  imply  in  my  question  any 
criticism  of  your  purchase  procedure,  but  just  what  you  got. 

Mr.  Corsello.  Right. 

Mr.  Beason.  We  received  something  entirely  different  than  what 
we  bargained  for. 

Senator  Hart.  You,  in  response  to  Mr.  Chumbris,  described  or 
suggested  a  series  of  committees  jointly  reviewing  the  problem. 

Do  you  need  any  more  than  just  commonsense  and  supervision? 

Mr.  Beason.  No,  sir.  That  is  the  criterion  we  have  employed  in 
the  last  year,  simple,  basic  procedures. 
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Mr.  Chumbris.  Mr.  Chairman,  may  I  ask  ono  question? 

Senator  Hart.  Yes. 

Mr.  Chumbris.  You  told  us  the  financial  reward  of  the  two  servicing 
contracts.  How  about  the  mortgages  you  bought  into,  how  arc  they 
coming  along  financially? 

Mr.  Beasox.  Entirely  different.  When  you  talk  about  the  mortgage, 
I  assume  the  additional  purchases  from  Springfield  in  the  last  year. 

Mr.  Chumbris.  Yes,  the  ones  you  referred  to  in  the  third  part  of 
the  question  I  asked  you.  In  other  words,  you  said  you  were  actually 
in  the  mortgage  market  itself,  besides  servicing. 

Mr.  Beason.   Yes;  the  entire  area  of  our  operations. 

Mr.  Chumbris.  But  I  am  referring  now  as  to  how  are  the  mortgages 
that  you  purchased  in  the  New  York  area — are  they  financially  re- 
warding, sufficiently? 

Mr.  Beason.  Yes;  because  we  restrict  the  area  that  we  are  buying 
under.  We  are  strictly  out  in  Long  Island,  Suffolk,  and  Nassau  Coun- 
ties, not  in  the  areas  where  the  existing  loans  are. 

Mr.  Chumbris.  Thank  you  very  much. 

Senator  Hart.  Gentlemen,  we  thank  you  very  much. 

The  committee  will  recess  to  resume  at  2:15. 

(Whereupon,  at  12:35  p.m.,  the  subcommittee  recessed  to  resume 
at  2:15  p.m.,  of  the  same  day.) 

afternoon  session 
STATEMENT  OF  SAMUEL  GODDARD,  BROOKLYN,  N.Y. 

Senator  Hart.  The  committee  will  be  in  order.  Our  next  Mitness  is 
Mr.  Samuel  Goddard.  The  record  should  reflect  that  Mr.  Goddard  is 
appearing  here  today  pursuant  to  a  subpena. 

(Mr.  Goddard  is  sworn  in  by  the  chairman.) 

Senator  Hart.  Mr.  Goddard,  since  you  are  appearing  here  Anthout, 
a  lawj'Cr,  it  is  only  proper  that  3^ou  be  advised  of  your  rights. 

You  have  the  right  to  refuse  to  answer  any  questions  that  are  made 
that  you  may  feel  tend  to  incriminate  you.  Anything  that  3^ou  do  say 
can  be  used  against  you  in  any  otlier  i)roceeding. 

You  have  the  riglit  to  talk  to  a  lawyer  for  advice  before  we  can  ask 
you  any  questions,  and  can  have  him  with  you  during  questioning. 
If  you  desire  to  answer  questions  now  without  a  lawyer  present,  you 
M-ill  still  have  the  right  to  stop  answering  at  any  time  that  you  suggest 
there  may  be  a  tendenc}^  to  incriminate  3"ou. 

I  think  that  the  record  should  also  reflect  that  should  you  desire  to 
refuse  to  answer,  or  should  you  assert  your  rights,  this  subcommittee 
Anil  draw  no  adverse  inference  from  that  course  of  conduct,  and  I 
might  add,  neither  should  anyone  else. 

Do  you  understand  my  explanation  of  your  rights? 

Mr.  Goddard.  I  do.  Senator,  Your  Honor. 

Senator  Hart.  Mr.  Goddard,  would  you  state  for  the  record  your 
name  in  full? 

Mr.  Goddard.  Mv  name  in  full  is  Samuel  Frank  Goddard.  I  hve 
at  2719  Church  Avenue,  Brooklyn,  N.Y. 

Senator  Hart.  Wliere  is  your  principal  place  of  business? 

Mr.  Goddard.  2719  Church  Avenue,  BrookhTi,  N.Y. 

Senator  Hart.  What  is  your  business? 
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Mr.  GoDDARD.  Real  estate. 

Senator  Hart.  Are  you  a  licensed  real  estate  broker? 

Mr.  GoDDARD.  I  am  not,  sir. 

Senator  Hart.  Do  you  own  interest  in  any  real  property  in  New 
York? 

Mr.  GoDDARD.  Senator,  I  would  respectfully  decline  to  answer  that 
question  on  the  grounds  that  it  may  incriminate  me. 

Senator  Hart.  Mr.  Goddard,  is  it  your  intention  to  invoke  your 
jBfth  amendment  privilege  to  any  questions,  and  to  all  questions  re- 
lating to  your  involvement  in  the  collection,  or  the  business  of  collect- 
ing rents  or  engaging  in  real  estate  activities  in  New  York  City? 

Mr.  Goddard.  Currently,  Senator,  I  do  intend  to  decline  to  answer 
any  questions  and  to  invoke  my  rights  because  I  am  not  wdth  counsel. 
I  would  be  happy  to  come  back  at  any  time  you  would  wish  me  to 
testify.  I  am  mlling,  ready,  and  able  to  testify,  but  I  am  afraid  I 
cannot  testify  at  the  present  time  because  it  might  put  my  freedom 
in  jeopardy. 

Senator  Hart.  The  committee  understands  your  answer,  and  we 
respect  it.  You  are  excused. 

Mr.  Goddard.  Thank  3'^ou. 

Senator  Hart.  That  completes  the  testimony  for  today.  We  Mill 
adjourn  to  resume  in  room  457  of  the  Old  Senate  Office  Building, 
tomorrow^  morning  at  9:30. 

(Wliereupon,  the  hearing  was  adjourned  for  the  day  at  2:40  p.m., 
to  reconvene  at  9:30  a.m.  on  May  17,  1972.) 
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WEDNESDAY,   MAY   17,    1972 

U.S.  Senate, 
Subcommittee  on  Antitrust  and  Monopoly 

OF  THE  Committee  on  the  Judiciary, 

Washington^  B.C. 
The  Svibcommittee  on  Antitrust  and  Monopoly  convened  in  room 
457,  Old  Senate  Office  Building,  at  9:30  a.m.,  the  Honorable  Philip 
A.  Hart  presiding. 

Staff  present :  Howard  O'Leary,  Esq.,  chief  majority  counsel ;  Jack 
Blum,  Esq.,  majority  counsel ;  Peter  N.  Chumbris,  Esq.,  chief  minority 
counsel ;  and  Charles  Kern,  Esq.,  minority  counsel. 

Senator  Hart.  The  committee  will  be  in  order.  Today,  our  first 
witness  is  Mr.  David  Gomberg.  The  record  .should  reflect  that  Mr. 
Gomberg  is  appearing  pursuant  to  a  subpena. 
Mr.  Gomberg  ? 
(No  response.) 

Senator  Hart.  Apparently  Mr.  Gomberg  has  not  arrived  yet. 
Our  next  witness  then  will  be  Mr.  Morris  Wendell.  Mr.  Wendell  also 
is  appearing  under  subpena. 

Mr.  Wendell,  if  you  will  let  me  administer  the  oath. 
(The  witness  was  duly  sworn  by  the  chairman.) 

STATEMENT  OF  MORRIS  WENDELL,  SAN  MATEO,  CALIF. 

Senator  Hart.  Mr.  Wendell,  since  you  are  appearing  here  without  a 
lawyer,  I  think  it  is  obligatory  to  advise  you  of  your  rights. 

You  do  have  the  right  to  refuse  to  answer  any  questions  you  think 
may  tend  to  incriminate  you,  and  anything  you  say  can  be  used  against 
you  in  any  other  proceeding. 

You  have  a  right  to  talk  to  a  lawyer  seeking  advice,  before  we  can 
ask  you  any  questions,  or  have  with  you  a  lawyer  during  questioning. 

If  you  desire  to  answer  questions  now  without  a  lawj^er  present, 
you  will  still  have  the  right  to  stop  answering  the  questions  at  any 
time. 

Also,  you  have  the  right  to  stop  answering  at  any  time  until  you 
talk  to  a  lawyer. 

I  think  the  record  should  show  also  that  if  you  desire  to  refuse  to 
answer  and  assert  your  constitutional  rights,  this  subcommittee  will 
draw  no  adverse  inference  from  that  course  of  conduct,  nor  should 
anyone  else. 

Mr.  Wendell,  do  you  understand  your  rights  ? 

Mr.  Wendell.  Yes ;  I  do,  sir. 
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Senator  Hart.  Are  you  willing  to  waive  your  rights  and  to  answer 
questions  at  this  time  ? 

Mv.  Wexdell.  I  do. 

Mr.  Blum.  Mr.  "Wendell,  for  the  record,  would  you  state  your  full 
name  ? 

Mr.  AVexdell,.  Morris  Wendell,  M-o-r-r-i-s,  "Wendell. 

Mr.  Blum.  "What  is  your  present  address  ? 

Mr.  "Wexdell.  252  West  P>6th  Avenue,  San  Mateo,  Calif. 

Mr.  Blum.  Until  about  1968,  were  you  associated  with  a  corporation 
called  the  Excambio  Management  Corp.  ? 

Mr.  Wexdell.  I  was  associated  with  them ;  yes. 

Mr.  Blum.  "What  were  the  circumstances  under  which  that  associa- 
tion ended  ? 

Mr.  "Wexdell.  It  ended  when  I  was  in  the  hospital.  I  think  it  was 
1968. 1  was  operated  on. 

I  had  a  prostate  operation.  I  still  had  the  bag.  you  know,  that  ac- 
comjianies  that  ty]>e  of  operation. 

Mr.  Lazarus  visited  me  at  the  hospital  at  that  time,  and  told  me  that 
I  had  no  further  comiection  with  them. 

]\Ir.  Blum.  Are  vou  a  licensed  real  estate  broker? 

]Mr.  Wexdell.  Xo.  sir. 

]Mr.  Blum.  You  were  in  the  real  estate  business  during  the  time  you 
were  associated  with  Excambio  and  the  period  before  that,  from  about 
1962  to  1 968  ?  Would  that  be  right  ? 

Mr.  Wexdell.  That  is  right. 

Mr.  Blum.  What  did  you  do  before  you  went  into  the  real  estate 
business  in  1962? 

Mr.  Wexdell.  Well,  let's  see.  I  was  in  the  medical  laboratories  field. 

Mr.  Blum.  Was  that  a  n:iail-order  medical  laboratory  business? 

]\Ir.  Wexdell.  That  is  right, 

]Mr.  Blum.  Can  you  tell  us  whether  you  were  the  principal  owner  of 
a  corporation  called  the  Wenhaven  Realty  Corp.  ? 

^Mr.  Wexdeli,.  Yes. 

]Mr.  Blu3I.  Were  there  other  stockholders  in  it  as  well  ? 

INlr.  Wexdell.  No,  sir. 

Mr.  Blum.  Wlien  was  Wenhaven  set  up?  Do  you  recall?  Was  that 
about  1964? 

M)'.  Wexdell.  Around  that  ])eriod. 

Mr.  Blum.  Did  you  take  a  salary  from  Wenhaven  ? 

Mr.  Wexdell.  'f  hat  is  right,  sir. 

M]-.  Blum.  Hov.-  much  was  that?  Do  you  remember?  Was  it  about 
$12,000  a  year? 

]Mi-.  Wexdell.  That's  approximately  right. 

Mr.  Blum.  Can  you  tell  us  what  the  nature  of  Wenhaven's  luisiness 
was  ? 

Mr.  Wexdell.  To  buv  and  sell  real  estate. 

:\fr.  I^LUM.  What  was  W.  &  G.  Real  Estate  Co.?  Was  that  another 
company  of  yours  ? 

Mr.  Wexdell.  That  was  the  one  that  was  formed  prior  to  Wenhaven. 

Mr.  Blum.  I  see.  That  was  the  predecessor  of  Wenhaven  ? 

]S[r.  Wexdell.  That's  right. 

Mr.  Blum.  Was  that  incorpoi-ated  ? 

]Mr.  Wexdell.  Yes ;  I  think  it  was  incoi-poi-ated.  Yes,  sir. 
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Mr.  Bli'M.  Now  yon  ssiy  that  these  corporations  wore  in  the  business 
of  l>uyin^  and  selling  property.  How  did  you  find  houses  to  buy  i 

Mr.  Wkxdkll.  We  went  out  and  looked  for  them.  1  had  astatl'  of 
jDeojdo,  I  had  four  or  five  men  working  for  me. 

Mr.  Blum.  What  did  they  do?  Did  they  knock  on  doors?  Send  out 
fliei-s? 

Mr.  Wendell.  They  knocked  on  dooi-s,  to  begin  witli,  and  oiiginally, 
wlien  we  started,  we  used  to  go  down  to  drugstores  and  solicit  sales 
from  i)eople  who  would  come  into  buy  drugs. 

Mr,  Blum.  Why  did  yon  go  to  drugstores?  What  made  those  attiac- 
tive  places  ? 

Mr.  Wexdell.  Well,  I  nsed  to  sell  to  drugstoi'(\s  when  I  was  in  the 
hosiery  business,  and  1  had  a  wide  acquaintance  among  drugstores.  I 
picked  on  the  drugstores  because  I  thouaht  thev  had  jn-etty  "ood 
ti-affic.  ^  * 

Mr.  Blu^f.  They  would  tell  people  that  your  services  were  available 
and  that  you  were  available  to  buy  houses  ( 

Mr.  Wexdell.  Well,  they  wouldn't  tell  them,  sir.  We  would  tell  tliem. 
We  would  liave  signs  up  in  the  store,  and  our  man  would  tell  them. 

Mr.  F>Li-:\i.  What  would  they  say  ?  Would  they  ask  if  you  were  inter- 
ested in  selling?  Would  they  say  things  about  what  was  happening  in 
the  neighborhood? 

^Ir.  Wexdell.  Xo.  They  didn't  know  the  neigliborhood  because  this 
was  far  away.  This  was  probably  10,  1:^,  15  miles  from  the  area  that  we 
sold  liouses  in. 

We  took  them  to  the  outskirts  and  sold  them  a  house. 
Mr.  Blum.  Let  me  go  back  down  this.  You  had  people.  You  had  your 
men  buying  the  houses.  Yon  had  your  men  going  from  door  to  door? 
]Mr.  Wexdell.  Yes,  sir. 

Mr.  Blum.  The  drugstore  that  you  described  was  to  find  people  who 
were  willing  to  buy  houses  from  Wenhaven  ?  Is  that  correct? 
Mr.  Wex'dell.  That's  correct. 

Mr.  Blum.  So  you  would  have  to  go  out  on  one  end  of  this,  banging 
on  the  door,  saying,  '"Would  you  like  to  sell  your  house  ?"  Then,  on  the 
other  end,  yon  would  have  your  salesmen  spotting  these  drugstores  say, 
about  10  or  15  miles  away. 

I  take  it  there  would  be  drugstores  in  areas  such  as  Harlem,  and 
other  places,  and  tliey  would  say,  "Are  you  interested  in  buying  a 
hoine."  and  you  would  sell  the  homes. 
Is  that  right? 

Mr.  Wexdell.  That  is  f|uite  right. 

Mr.  l^LUM.  Did  you  ever  use  an  operation  called  the  Peerless  Listing- 
Service  to  advertise  the  houses  or  to  send  out  fliers  ? 
^Ir.  AVexdell.  I  don't  remember.  I  don't  remember  using  that. 
]Mr.  Blu^i.  Did  you  ever  cii-culate  fliers  oifering  a  commission  oi-  a 
finder's  fee  to  people  who  found  a  house? 

]Mr.  Wexdelf..  I  am  not  sure.  I  don't  think  I  ever  did  that. 
Mr.  Blum.  Mr.  Chairman,  I  ask  that  the  records  of  tlie  Wenhaven 
Corp.  and  the  Wenrus  Corp.  and  the  Excambio  ^Management  Coi-jl 
be  made  a  part  of  the  hearing  record  and  retained  in  the  subcom- 
mittee files. 

I  also  ask  that  where  appropriate,  upon  consultation  with  minority 
stafi",  that  such  documents  be  determined  to  be  printed  in  tlie  record. 
Senator  Hart.  They  will  be  received. 


790 

Mr.  Blum.  One  of  the  dociimeiifs  that  we  have  received  is  a  hand- 
written notebook  showing  entries  of  fe:ales  of  particular  houses. 

I  have  that  notebook  here.  Do  yon  recognize  this  notebook? 

Mr.  Wendell.  Yes,  I  do.  ^ 

Mr.  Blum,  ^^^lat  was  it? 

Mr.  Wendell.  It  was  a  cash  book. 

Mr.  Blum.  "What  did  it  show,  the  houses  that  you  purchased  and 
sold,  or  the  moneys  you  received  ? 

Mr.  Wendell.  The  moneys  we  received  plus  the  address  of  the 
house. 

Mr.  Blum.  Once  Wenhaven  or  W.  &  G.  found  a  piece  of  property 
through  the  people  who  were  working  for  you  banging  on  the  doors, 
how  did  you  finance  the  purchase?  Where  did  you  get  the  money  to 
buy  the  house  ? 

Mr.  Wendell.  Well,  at  the  beginning  it  did  not  take  very  much 
money  because  all  we  did  is  give  somebody  a  deposit. 

Mr.  Blum.  You  would  give  them  cash  on  a  contract  ? 

Mr.  Wendell.  On  a  contract.  Yes,  that's  right.  At  the  contract.  But 
that  would  not  be  very  much. 

Mr.  Blum.  $500?  $250? 

Mr.  Wendell.  It  would  never  be  over  $500.  That  was  the  maximum. 
But  it  would,  or  could  be  as  little  as  $50  or  $100. 

Mr.  Blum.  Later  on,  did  you  require  additional  financing?  Did 
you  ever  have  to  borrow  a  good  bit  of  money  ? 

Mr.  Wendelt>.  Oh,  yes.  Later  on  we  did. 

Mr.  Blum.  Was  your  borrowing  in  the  nature  of  a  loan  to  get  work- 
ing capital? 

Mr.  Wendell.  Yes,  sir. 

Mr.  Blum.  Who  did  you  liorrow  the  money  from?  Do  you 
remember  ? 

Mi-.  Wendell.  Yes.  It  was  through  the  Jet — something  or  other. 

Mr.  Blum.  Jet  Warehouse  Corp.  ? 

Mr.  Wendell.  Yes,  sir. 

Mr.  Blum.  That  was  a  subsidiary  of  the  Eastern  Service  Corp.  Is 
that  right? 

Mr.  Wendell.  Yes.  That  is  correct. 

Mr.  Blum.  And  the  man  you  went  to  to  make  those  loans  was  Harry 
Bernstein  of  Eastern  Service? 

]Mr.  Wendell.  That's  right. 

Mr.  Blum.  A^Hiat  was  the  interest  rate  on  those  loans  ? 

Mr.  Wendell.  I  am  not  quite  sure,  but  I  think  it  was  2  percent  a 
month. 

Mr.  Blum.  Do  you  recall  roughly  how  much  you  borrowed  from  Jet 
at  different  points? 

]Mr.  Wendell.  I  think  it  was  in  the  area  of  around  $30 — ^$25,000  to 
$30,000.  That  was  the  maximum  I  ever  borrowed. 

Mr.  Blum.  Were  those  borrowings  in  the  nature  of  demand  notes  ? 

Mr.  Wendell.  Yes,  they  were. 

Mr.  Blum.  Was  there  an  understanding  at  the  time  that  you  bor- 
rowed the  money  that  you  would  bring  all  your  mortgage  business  into 
Eastern  Service? 

Mr.  Wendell.  I  would  say  it  was  an  unwritten  understanding,  but 
no  more  than  that.  I  kept  my  bargain. 


791 

Mr.  Blum.  Was  there  any  conversation  with  Mr.  Bernstein  to  the 
effect  that  he  expected  you  to  bring  the  mortgage  business  into 
Eastern  ? 

Mr.  Wendell.  Well,  I  can't  remember  that.  I  don't  remember  that. 
I  don't  think  so. 

Mr.  BLUivr.  But  vou  understood  that  you  "were  to  bring  that  business 
in  ? 

Mr.  Wendell.  I  was  well  aware  of  that. 

Mr.  Blum.  Do  you  think  that  if  you  had  gone  elsewhere  with  your 
mortgage  business,  he  would  have  immediately  asked  payment  on  the 
demand  notes? 

Mr.  Wendell.  Well.  I  am  not  in  a  position  to  tell  what  he  would 
have  done.  But  if  I  had  to  take  a  guess  at  it,  I  would  have  to  say  yes. 

Mr.  Blum.  I  imagine  that  kept  you  from  going  to  other  mortgage 
companies. 

Mr.  Wendell.  No  question  about  it. 

Mr.  Blum.  The  findings  of  records  that  we  have  received  show  that 
W.  &  G.  borrowed  money  from  a  number  of  individuals  and  institu- 
tions in  addition  to  Jet  and  Eastern  vService  Corp. 

It  showed  loans  of  $8,500  from  Chase  INIanhattan  Bank,  and  a  loan 
of  $11,980  from  Suburban. 

Does  Suburban  mean  anything  to  you?  Can  you  identify  it? 

Mr.  Wendell.  Yes,  it  does. 

Mr.  Bltoi.  What  was  that  ? 

Mr.  Wendell.  That  was  a  mortgage  company  very  similar  to  East- 
ern. It  was  run  by  a  person  by  the  name  of  Bert  Flax  that  we  did 
business  with  prior  to  doing  business  with  Eastern. 

Mr.  Blum.  I  see.  So  this  pattern  of  lending  money  by  operatoi-s  of 
mortgage  companies  to  provide  working  capital  to  real  estate  opera- 
tions was  not  unique  to  Eastern. 

Mr.  Wendell.  That  is  right. 

Mr.  Blum.  Other  companies  did  it  ? 

]\Ir.  Wendell.  Yes ;  I  am  sure  of  that. 

Mr.  Blum.  Were  the  interest  rates  that  you  paid  Suburban  similar 
to  the  ones  you  paid  Eastern  ? 

Mr.  Wendell.  Yes,  sir. 

Mr.  Blum.  Why  did  Eastern  and  these  different  mortgage  compa- 
nies provide  financing  to  real  estate  operators  ? 

Mr.  Wendell.  Well,  I  imagine  it  was  profitable. 

Mr.  Blum.  Generally  good  business  for  them  ? 

Mr.  Wendell.  That's  right. 

Mr.  Blum.  Can  you  tell  us  who  Mr.  Kurt  Bloom  was? 

Mr.  Wendell.  Kurt  Bloom  was  the  person  I  had  working  for  me  at 
one  time. 

Mr.  Blum.  T^^lat  was  his  job  in  connection  with  your  operation? 
^^Tiatdidhedo? 

Mr.  Wendell.  He  was  a  salesman. 

Mr.  Blum.  A  salesman?  In  1964,  the  records  show  that  W.  &  G. 
Realty  paid  INIr.  Lester  Lazarus  $8,170  in  legal  fees.  Was  Mr.  Lazarus 
your  attorney  for  W.  &  G.,  and  later  on,  Wenhaven  and  Excambio? 

Mr.  Wendell.  Let's  see.  "WTiat  year  are  you  talking  about  ? 

Mr.  Blum.  1964. 
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]Mr.  Wendell.  Well,  there  is  no  question  Mr.  Lazarus  was  my  attor- 
ney, but  I  am  not  sure  whether  that  was  a  legal  fee  or  not.  That  is  my 
only  problem. 

Mr.  Blum.  Well,  it  is  down  on  the  books  as  legal  fees.  Does  that 
seem  an  appropriate 

Mr.  Wendell.  Well,  it  would  be  because  at  that  time  I  had  a  law- 
suit. I  don't  know  if  that  was  the  period,  so  it  could  very  well  be.  I  am 
not  sure  about  that. 

Mr.  Blum.  At  the  time  you  began  in  this  business,  the  spreads  be- 
tween the  prices  you  paid  for  the  house  and  the  prices  you  sold  the 
house  for  were  not  very  large ;  were  they  ? 

Mr.  Wendell.  The  spreads  ? 

Mr.  Blum.  Yes.  You  were  not  making  very  much  on  each  house; 
were  you  ? 

]Mr.  Wendell.  Well,  I  don't  know  what  you  consider  very  much. 

Mr.  Blum.  What  was  it  ? 

Mr.  Wendell.  I  would  sav  it  would  run  anywhere  from  $3,500  to 
$6,000. 

yiv.  BLu:\r.  A  liouse  ? 

Mr.  Wendell.  Per  house :  yes,  sir. 

]Mr.  Blum.  Was  it  possible  that  this  would  go  as  high  as  $10,000 
or  more  ? 

]Mr.  Wendell.  It  is  possible  but  that  would  have  been  unusual. 

]\f  r.  Blu^f.  That  would  have  been  unusual  ? 

Mr.  Wendell.  Yes.  sir. 

Mr.  Ctiumrris.  Is  this  before  or  after  repairs,  if  any,  to  the  building  ? 

yiv.  Wendell.  Well,  I  forget  what  the  question  was. 

]Mr.  Chumbrts.  You  said  you  had  a  spread  between  $3,500  and  $fi.OO0. 
It  could  go  to  $10,000.  Is  that  with  or  without  repairs  to  the  building 
aftei'  you  purchased  it  ? 

Mr.  Wendell.  Well,  you  would  huxe  to  make  the  repairs  before  you 
could  get  the  commitment. 

Mr.  CTiu:'.rnT^Ts.  You  have  answered  the  question. 

Mr.  Blx^m.  Mr.  Wendell,  when  you  bouglit  these  houses  they  would 
then  be  sold  subject  to  FHA  mortgages,  or  were  thev  sometimes  sold 
subject  to  conventional  moitgages  ?  Do  you  remember  ? 

Mr.  Wendell.  I  foiget.  What  did  you  say  ? 

Ml'.  BLU>r.  Were  the  houses  sold  subject  to  FHA,  federally  insured 
mortgages,  or  were  the  mortgages  conventional  ? 

Mr.  Wendell.  Yes. 

Ml-.  Blum.  FHA  mortgages  ? 

Mr.  Wendell.  Yes,  FHA. 

Mr.  Blum.  Wlien  did  you  first  begin  witli  the  idea  of  l)uying  liouses 
and  selling  them  to  investors  and  renting  them  to  welfare  tenants? 
When  did  tliat  start? 

Mr.  Wendell.  Well,  I  think  it  started  in  1966  or  1967.  I  am  not  quite 
sure. 

Mr.  Blum.  Possibly  1965? 

]\f  r.  Wendell.  It  is  possible.  Yes ;  it  is. 

Mr.  Blum,  Can  you  tell  us  how  that  worked?  Can  you  exjilain  it 
for  us  ? 

Mr.  Wendell.  Yes.  l^ut  first,  what  I  would  like  to  do  is  explain  to 
the  court  that  my  memory  isn't  too  good. 
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^\v.  T^i,TM.  Yes;  we  uiuleistaiul  that. 

Mr.  "WEXDErx,  Did  you  explain  to  tlie  court  ?  OK. 

Mi-.  Bli'm.  Perlia[)S  you  would  like  to  explain  for  the  I'eoord.  so  that 
we  all  here  have  an  understandin<r.  As  I  understand  it,  you  ha\e  had 
some  serious  cii'culatoiy  i)i'ol)lems. 

Mr.  "Wendell.  That  is  right.  The  lel't  side  of  my  head  couldn't  he 
repaired  at  all. 

Mr.  l)iA'M.  You  have  suffered  serious  hrain  damage  as  a  lesult  of 
that^ 

]\[r.  Wexdell.  Yes.  The  I'ight  side  is — they  were  able  to  opeiate.  so 
it  compensates. 

^Fr.  IiLr:\r.  And  you  have  had  jii'oblems  with  your  memory,  and 
lai)ses,  and  it  has  been  difficult  ? 

Mr.  "\Vendell.  Some  things  I  can  remember  as  clearly  as  a  bell.  And 
yet  if  you  gave  me  a  series  of  numbers — let's  say  a  telephone  number— 
you  gave  me  fi^•e  numbers,  I  would  be  lucky  to  repeat  one  of  them — if 
you  gave  it  to  me  fast,  I  couldn't  remembei-. 

Mr.  Blum.  With  that  understanding  then,  T  think  we  can  continue. 

Can  you  tell  us  how  that  system  of  buying  and  selling  houses 
worked  ?  "\Yliat  was  the  basic  idea  that  you  came  up  with  ? 

]Mr.  Wexdell.  Well,  the  basic  idea  was  to  make  profit.  Basically, 
there  was  enough  of  a  spread  betw^een  the  rent  and  the  upkee]).  you 
know,  originall}'.  I  wasn't  doing,  you  know,  too  many  of  them.  There 
was  enough  of  a  spread  to  keep  the  thing  in  fairly  good  repair,  and  to 
make  a  profit — show  a  profit. 

I  did  that  with  a  few  of  them  on  my  own,  and  I  was  shovring  a 
profit.  I  maybe  had  six,  seven,  eight,  10,  or  12  of  my  own. 

Then,  when  I  got  to  know  Mr.  Lazarus,  you  know,  he  became  ac- 
quainted with  my  operation,  and  he  told  me  that  he  would  be  able  to 
help  me  in  some  way,  you  know,  with  the  whole  operation. 

]Mr.  Blfm.  Well,  let  me  see  if  I  can  trace  through  with  you  how  this 
worked.  You  would  buy  the  house  in  the  name  of  what,  Wenhaven  ? 

yh'.  Wendell.  Whichever  corporation — whether  it  was  W.  &  G.  or 
Weidiaven.  One  or  the  other. 

]Mr.  Blum.  And  then  j^ou  would  take  that  house  and  you  would  ^oll 
it  to  an  investor  ? 

:Mr.  Wendell.  That's  right. 

Mr.  Blum.  And  there  was  no  real  proldem  about  finding  an  investor 
with  good  credit  because  typically  the  people  who  got  into  this  were 
fairly  well  to  do? 

:Mr.  Wendell.  That's  right. 

]Mr.  Blum.  And  had  excellent  credit  ? 

Mr.  Wendell.  That  is  right. 

]\rr.  Blum.  Then  they  would  go  to  the  closing  with  you  ? 

]Mr.  Wendell.  That's  right. 

Mr.  Blum.  They  would  not  have  an^i-hing  else  to  do  with  th.e 
pro])erty  ? 

]\rr.  Wendell.  Xo,  sir. 

Mr.  Blum.  They  would  put  up  the  down  payment  and  buv  the  house 
for — let's  sav  if  von  bought  it  for  $10,000,  they  might  buv  it  f  I'om  vou 
for  $16,000.  Would  that  be  about  right  ? 

]\rr.  Wendell.  Bought  it  for  how  much  ? 

:\rr.  Blum.  Well,  if  you  purchased  the  house  for  $10.000 
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Mr.  Wendell.  Yes,  sir. 

Mr.  Blum.  You  might  sell  it  to  an  investor  for  $16,000  ? 

Mr.  Wendell.  Yes. 

Mr.  Blum.  You  would  have  made  a  profit  on  that  sale  ? 

Mr.  Wendell.  Yes ;  but  that  is  not  a  clear  profit. 

Mr.  Blum.  That  would  have  been  the  spread,  but  you  had  certain 
expenses  ? 

Mr.  Wendell.  That  is  right. 

Mr.  Chumbris.  Maybe  you  would  like  to  point  out  in  the  record  at 
this  point,  what  would  your  profit  be  ? 

Mr.  Wendell.  Well,  I  would  have  to  pay  the  points,  you  know,  at 
the  closing,  and  whatever  expenses  were  involved.  But  the  closing,  of 
course,  is  the  biggest  expense. 

But  operating  my  office  and  paying  the  salesmen^ — the  salesmen  got 
a  commission,  you  know — ^and  whatever  is  natural  in  the  operation  of 
the  business  would  have  to  come  out  of  that. 

Mr.  Chumbris.  What  would  the  average  be?  What  would  your  av- 
erage profit  on  each  one  of  those  transactions  be  ? 

Mr.  Wendell.  Well,  in  my  instance,  eventually  it  didn't  show  any. 

Mr.  Blum.  Are  you  trying  to  say  that  your  exjienses  got  so  high  they 
exceeded  the  income  ? 

Mr.  Wendell.  That's  right. 

Mr.  Blum.  Well,  let  me  go  back.  You  would  then  manage  the  prop- 
erties for  the  investor  ? 

Mr.  Wendell.  That's  right. 

Mr.  Blum.  That  was  what  the  Excambio  Management  Corp.  did  ? 

Mr.  Wendell.  That  is  right. 

Mr.  Blum.  They  would  collect  the  rents  from  the  welfare  tenants 
and  then  make  payments  to  the  various  investors  at  the  end  of  each 
month,  after  the  expenses  of  running  the  property  had  been  dealt 
with? 

Mr.  Wendell.  That  is  right.  Well,  they  would  not  collect  the  rent. 
We  would  collect  the  rent.  Wenhaven  would  collect  the  rent. 

Mr.  Blum.  Wenhaven  would  collect  the  rent? 

Mr.  Wendell.  Yes,  sir. 

Mr.  Blum.  And  then  pay  the  money  to  Excambio  ? 

Mr.  Wendell.  Excambio. 

Mr.  Blum.  And  Excambio  would  pay  Wenhaven  a  management  fee  ? 
Is  that  how  it  worked  ? 

Mr.  Wendell.  You  know,  I  am  not  sure  about  that. 

Mr.  Blum.  I  must  confess  that  I  have  studied  these  records,  and  I 
am  not  sure  of  that. 

Let  me  get  back  to  the  time  when  you  had  the  closings.  You  said  you 
did  most  of  the  closings  at  Eastern  Service  Corp. ;  is  that  correct? 

Mr.  Wendell.  That  is  correct. 

Mr.  Blum.  I  take  it  you  pretty  well  knew  that  you  had  to  do  busi- 
ness with  Eastern  because  you  owed  Eastern  money  on  demand  notes, 
and  with  that  money — if  the  demand  had  been  made,  you  could  not 
have  met  the  payment  on  the  spot  ? 

Mr.  Wendell.  That  is  right. 

Mr.  Blum.  How  did  you  negotiate  with  Eastern  as  to  the  number  of 
points  you  paid  on  a  deal  ? 
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Mr,  Wendell.  Well,  to  bo<>in  with,  we  would  orive  him  the  house.  He 
would  evidently  take  it  to  the  FHA  and  study  it,  or  whatever  was  re- 
quired there.  I  don't  know. 

But  then,  in  about  2  weeks,  3  weeks,  or  a  month,  he  would  give  me 
a  rin<i;,  or  I'd  see  him  in  person,  or  one  thing  or  another,  and  he  would 
say,  "You  know  that  house  at  1224  Snediker?"  I  would  say,  "Yes." 

He  would  say,  "Well,  that  is  going  to  cost  you  six  points  or  eight 
points,"  or  whatever  he  was  going  to  tell  me. 

There  was  no  negotiation. 

Mr.  Blum.  He  would  just  tell  vou  flat  out,  "This  is  how  many  points 
for  this?" 

Mr.  Wendell.  That  is  right. 

Mr.  Blum.  Did  the  houses  that  you  bought  require  repairs? 

Mr.  Wendell.  Most  of  them  did ;  yes,  sir. 

Mr.  Blum.  What  kind  of  repairs  did  you  typically  do  before  you 
resold  them  to  investors  ? 

Mr.  Wendell.  I  would  say  mostly  what  we  call  cosmetic. 

Mr.  Blum.  A  paint  job,  and  a  quick  touch-up  ? 

Mr.  Wendell.  Kough.  That's  right. 

Mr.  Blum.  There  was  never  any  question  about  these  cosmetic 
repair  jobs  being  approved  by  FHA,  was  there  ? 

Mr.  Wendell.  Well,  there  was  always  a  question,  but  it  was  always 
approved.  I  would  say  more  often  than  not. 

Mr.  Blum.  And  all  of  that  was  done  by  Mr.  Bernstein?  In  other 
words,  you  would  call  him  and  say,  "The  house  on  Snediker — and  he 
Avould  go  out  and  look  at  it,  and  then  he  would  take  care  of  everything 
involving  FHA? 

Mr,  Wendell,  Well,  I  am  not  too  sure  whether  he  did  it,  or  one  of 
his  men  did  it, 

Mr.  Blum.  Who  were  some  of  the  other  people  at  Eastern  that  vou 
dealt  with  ? 

Mr.  Wendell.  You  know,  I  do  not  remember  their  names. 

Mr.  Blum.  Mr.  Sharkey  ? 

INIr.  Wendell.  That's  right.  That's  exactly  right. 

Mr.  Blum.  Was  there  ever  a  suggestion  made  to  you  by  Mr.  Bern- 
stein that  the  FHA  people  were  sort  of  in  his  pocket,  and  you  didn't 
have  to  worry  about  either  the  appraisals  or  repairs  ? 

]Mr.  Wendell.  No  ;  I  don't  think  so. 

Mr.  Blum.  Was  that  your  imderstanding  of  the  situation? 

Mr.  Wendell.  It  might  have  been  my  understanding,  but  I  do  not 
think  that  he  ever  told  me  anything  like  that. 

Mr.  Blum.  The  records  of  Wenhaven  indicated  that  in  1971,  you 
purchased  for  resale  51  houses.  Does  that  sound  like  a  fairly  typical 
year,  51  houses? 

Mr.  Wendell.  That's  1971  ? 

Mr.  Blusi.  1967. 

Mr.  Wendell.  Oh,  1967 :  51  houses  ? 

Mr.  Blum.  Does  that  sound  about  right? 

Mr.  Wendell.  No  ;  that  doesn't  sound  right  to  me. 

Mr.  Blum.  Too  big? 

Mr.  Wendell.  Too  many;  yes.  Let's  see;  1967,  51  houses?  No:  no 
such  thing  happened. 


796 

Mr.  Blum.  Well,  tlie  records  indicate  tlie  purchase  of  that  many 
houses  in  1967. 

Mr.  Wenoell.  Maj-be  you  mean  apartments.  I  don't  know. 

Mr.  Blum.  The  records  also  show  that  about  $500  a  house  went  into- 
renovation  and  repair.  That  was  the  cosmetic  work  that  you  are  talking- 
about  ? 

Mr.  Wendell.  Yes;  that's  right.  That's  a  reasonable  figure. 

yh\  Blum.  $500  is  reasonable  ? 

Mr.  Wendell.  That's  a  reasonable  figure ;  yes. 

Mr.  Blum.  The  records  also  indicate  that  Wenhaven  paid  S4o,68T 
in  legal  fees  in  1967.  Were  most  of  those  legal  fees  paid  to  Mr^ 
Lazarus? 

Mr.  Wendell.  That  is  right. 

Mr,  Blum.  And  if  there  were  51  houses,  you  seemed  to  be  payings 
about  double  the  amount  of  legal  fees  that  you  did  in  repairs. 

Mr.  Wendell.  It  would  appear  so ;  yes. 

Mr.  Blum.  What  was  the  function  of  the  Wenrus  Corp.  Do  you- 
remember  ? 

Mr.  Wendell.  You  know,  roughly  I  don't  remember.  But  if  you 
could  help  me  any  on  it. 

Mr.  Blu^i.  Was  Wenrus  a  sort  of  mortgage  money — did  they  set 
that  up  as  a  way  of  funneling  money  in?  Do  you  remember? 

]Mr.  Wendell.  I  don't  remember  that.  I  am  sorry,  but  I  just  don't 
remember  that  at  all.  The  name  sounds  familiar,  and  I  know  I  had 
some  connection. 

Mr.  Blum.  But  you  cannot  remember  the  details  ? 

Mr.  Wendell.  That's  right. 

Mr.  Blum.  Do  you  have  the  impression  that  you  were  one  of  a  large 
number  of  people  who  engaged  in  similar  business  operations  in 
Brooklyn? 

Mr.  Wendell.  No  question  about  it, 

Mr.  Blum.  Did  ]Mr.  Bernstein  know  tliat  any — about  any  details  of 
the  nature  of  j^our  operation  ? 

Mr.  Wendell.  He  knew  in  detail. 

Mr.  Blum.  Didn't  he  really  have  to  know  because  he  was  making  all 
the  mortgage  loans?  He  had  to  know  what  it  was  all  about? 

Mr.  Wendell.  No  question  about  it. 

Mr,  Blum.  Did  he  ever  express  the  fear  that  perhaps  because  the 
welfare  tenants  were  being  moved  in,  the  houses  would  be  destroyed,, 
and  you  would  not  be  able  to  keep  making  the  j^ayments  ? 

Mr.  Wendell.  He  never  said  anything. 

Mr.  Blum.  He  never  said  anything  like  that  ? 

]Mr,  Wendell,  No. 

Mr.  Blum.  Did  lie  seem  pleased  at  the  amount  of  money,  or  the 
number  of  mortgages  that  this  operation,  this  business  operation, 
generated? 

Mr.  Wendell.  Yes ;  he  did. 

Mr.  Blum.  It  was  good  business  for  him  ? 

Mr.  Wendell.  That  is  right. 

Mr.  Blum.  Did  he  ever  refer  potential  investors  to  you? 

Mr.  Wendell.  No,  sir. 

Mr.  Blum.  The  Excambio  records  show  that  at  one  point  in  time 
or  another,  you  had  what  appeared  to  be  almost  entire  blocks  of 
houses,  or  groups  of  houses  right  next  to  each  other. 
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For  example,  we  have  a  whole  <^roup  of  addresses  on  Atkins.  I 
believe  it  is  Atkins  Avenue. 

The  houses  were  at  355,  370,  372,  382,  385,  388,  389,  391,  and  393. 

I  wonder,  can  you  give  us  some  idea  of  how  it  was  possible  for  you 
to  a':-(iuire  and  then  resell  an  entire  group  of  houses  like  that  ?  AVhere 
would  that  have  come  from  I 

]\Ir.  Wexdell.  "Well,  to  start  with,  Ave  would  buy  one  house,  let's 
say.  at  one  given  address  on  Atkins  Avenue.  Then,  assuming  that  the 
salesman  was  on  his  toes,  he  would  be  friendly  with  the  neighbors, 
and  he  would  get  tips  from  the  neighbors  about  who  wants  to  sell. 

Mr.  Blum.  So  what  would  happen  would  be  that  you  would  buy 
the  one  house  on  the  block,  and  you  would  perhaps  get  that  started 
and  move  the  tenants  in,  and  theii  other  houses  on  the  block  would 
come  up  for  sale,  and  if  the  salesman  was  on  his  toes,  he  would  be  able 
to  get  those  houses  as  listings,  buy  them,  and  you  would  resell  them 
and  move  more  tenants  in  ?  Is  that  right  ? 

]Mr.  Wendell.  That  is  right. 

Mr.  Blum.  Did  you  personally  have  any  dealings  with  the  Xew 
York  City  Welfare  Department  ? 

Mr.  Wendell.  Did  I,  personally? 

]Mr.  Blum.  Yes. 

Mr.  Wendell.  Yes ;  I  did,  from  t  ime  to  time. 

]Mr.  Blum.  What  were  the  nature  of  those?  Do  you  remember? 
Wliat  did  you  do  ? 

Mr.  Wendell.  Well,  we  would  call  them  and  tell  them  that  we  had 
an  a])artment  available,  or  apartments  available,  how  much  the  rent 
is.  wliat  the  requirements  are. 

Mr.  Blum.  And  they  would  furnish  the  tenants  for  you? 

]\Ir.  Wendell.  They  would  furnish  the  tenants,  and  then  we  would 
move  the  tenant  in. 

Mr.  Blum.  Did  they  ever  check  the  apartments  before  they  moved 
the  tenants  in  ? 

Mr.  Wendell.  I  tliink  they  would  always  check  the  apartments. 

Mr.  Blum.  Would  they  check  to  see  who  the  owner  of  the  apartment 
was? 

Mr.  Wendell.  I  don't  think  they  would  check  that,  but  they  always 
checked  the  ai)artment  itself. 

Mr.  Blum.  They  checked  the  condition  ? 

]\fr.  Wendell.  Right. 

Mr.  Blum.  Were  you  aware  that  the  welfare  department  was  paying 
■commissions  and  finders  fees  ? 

]\rr.  Wendell.  Yes ;  I  am — or  I  was. 

Mr,  Blum.  Did  you,  to  your  recollection,  collect  any  of  those? 

Mr.  AVendell.  Xo.  Personally,  I  did  not. 

Mr.  Blum.  You  did  not  Did  Kurt  Bloom  ? 

Mr.  Wendell.  Kurt  Bloom  did,  but  he  did  that  after  he  quit  working 
for  me. 

!Mr.  Blum.  I  see.  AYas  there  anyone  who  was  connected  with  your 
operation  who  collected  commissions  received  from  the  welfare  de- 
pa  7't  men  t? 

Afr.  Wendell,  Not  when  they  worked  for  me. 

]Mr,  Blum.  Xot  when  they  worked  for  you  ? 

Mr.  Wendell.  No,  sir. 
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Mr.  Blum.  "WTien  yoii  left  that  began  to  happen?  Is  that  your 
undei'standing  ? 

Mr.  Wendell.  Well,  not  particularly  when  I  left.  I  think  that  hap- 
pened even  when  I  was  still  with  them  because  I  don't  think  Kurt 
Bloom  was  working  for  me  any  more. 

Mr.  Blum.  I  see. 

Mr.  Wendell.  And  I  think,  in  trying  to  help  him,  you  know,  we 
told  him  that  he  could  do  that  if  he  wanted  to.  We  would  make  him 
our  agent. 

Mr.  Blutvi.  In  effect.  Bloom  was  operating  as  your  agent  and  he 
made  a  living  out  of  the  commissions  and  the  finders  fees  ? 

Mr.  Wendell.  Plus  buying  and  selling  houses  on  his  own. 

Mr.  Blum.  Was  there  any  particular  welfare  center  that  you  dealt 
with  that  supplied  the  people  ? 

Mr.  Wendell.  I  think  we  dealt  with  most  of  them. 

Mr.  Blum.  You  dealt  with  all  the  different  centers  around  the  city? 

Mr.  Wendell.  That's  right. 

Mr.  Blum.  Would  you  say  that  almost  all  of  the  tenants  that  Ex- 
cambio  handled  were  welfare  tenants  ? 

Mr.  Wendell.  I  would  say  so. 

Mr.  Blum.  "W^iat  was  the  turnover,  the  average  term  of  residence  of  a 
welfare  family  in  an  apartment  ?  Would  they  stay  long  ?  Would  they 
be  there  for  a  few  months  ? 

Mr.  Wendell.  No.  The  length  of  stay  was  good. 

Mr.  Blum.  Did  it  get  worse  as  time  went  on  ?  Did  you  begin  to  dis- 
cover that  people  stayed  less  time  ? 

Mr.  Wendell.  I  don't  think  so,  sir. 

Mr.  Blum.  Do  you  have  any  idea  of  how  many  tenants,  welfare 
tenants,  you  handled  in  the  years  you  operated  in  Brooklyn  ? 

Mr.  Wendell.  Overall  ?  I  would  just  have  to  make  a  wild  guess  at  it. 

Mr.  Blum.  Would  it  be  in  the  hundreds  ? 

Mr.  Wendell.  Oh,  yes ;  many  hundreds. 

Mr.  Bluim.  Wliat  began  to  happen  as  you  operated  ?  Did  you  run 
into  difficulties  collecting  rent  ? 

Mr.  Wendell.  Yes,  sir. 

Mr.  Blum.  Did  you  run  into  difficulties  making  repairs  ? 

Mr.  Wendell.  Yes,  sir. 

Mr.  Blum.  Could  you  tell  us  what  some  of  the  difficulties  were? 
"\'\'liat  were  the  problems  with  the  tenants  that  moved  in  ? 

Mr.  Wendell.  Well,  they  became  more  demanding  as  time  went 
along.  For  the  slightest  little  anything,  they  would  withhold  their 
rent. 

In  other  words,  I  remember  clearly  in  one  instance,  one  woman  who 
didn't  pay,  or  wouldn't  pay  her  rent  because  her  toilet  was  stuffed  up. 

We  took  care  of  it,  and  the  plumber  found  an  ashtray  down  there. 

Mr.  Blum.  That  was  why  it  had  beeil  stuffed  up  ? 

Mr.  Wendell.  That  is  why  it  was  stuffed  up.  It  was  clear  that  noth- 
ing could  haA^e  happened  excepting  a  child  or  somebody  had  to  throw 
the  ashtray  down  there.  And  yet  we  were  jienalized. 

Mr.  Blum.  Were  there  other  incidents  like  that  ? 

Mr.  Wendell.  Oh,  yes;  many,  many  instances.  For  the  slightest 
provocation,  we  couldn't  collect  our  rent. 

Mr.  Blum.  Was  it  hard  to  keep  up  with  the  demands  for  repaii-s? 
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Mr.  Wexdell.  It  was  not  only  hard,  I  would  say  that  it  was  close  to 
impossible. 

Mr.  Blum.  The  houses  began  to  deteriorate  pretty  rapidly? 

Mr.  Wendell.  Very  badly. 

Mr.  Blum.  When  they  began  deteriorating,  did  you  have  increasing 
difliculty  collecting  the  rent  ? 

Mr.  Wendell.  Yes,  sir. 

Mr.  Blum.  Was  that  when  Excambio  began  to  get  into  difficulty, 
financial  difficulty? 

Mr.  Wendell.  Well,  I  am  not  quite  sure  where  that  started.  I  am  not 
quite  sure.  I  would  say,  if  I  had  to  guess,  I  would  say  perhaps,  yes. 

Mr.  Blum.  Were  there  other  causes  of  financial  difficulty  that  Ex- 
cambio had? 

Mr.  Wendell.  Other  what  ? 

Mr.  Blum.  Other  causes  ? 

Mr.  Wendell.  I  can't  think  of  any. 

Mr,  Blum.  Did  it  have  a  large  payroll  ?  Were  thei-e  people  who  were 
w^orking  for  the  company  who  weren't  doing  their  job  ? 

Mr.  Wendell.  Oh,  that  could  have  been,  but  that  would  have  been 
minor. 

Mr.  Blum.  How  many  people  did  you  have  working  on  this  opera- 
tion at  one  point  in  time,  when  it  was  at  its  peak  ? 

Mr.  Wendell.  At  its  peak?  I  would  say  approximately  seven  or 
eight. 

Mr.  Blum.  Seven  or  eight  ? 

Mr.  Wendell.  Maybe  10. 

Mr.  Bluivi.  Does  that  include  the  outside  people  who  collected  the 
rent  and  did  the  repair  work  ? 

Mr.  Wendell.  Yes,  just  about  everybody. 

Mr.  Blum.  And  you  would  have  been  handling  several  hmidred 
apartments  like  that  ? 

Mr.  Wendell.  That's  right. 

Mr.  Blum.  Do  you  have  any  recollection  at  all  of  how  many  build- 
ings that  would  be  ? 

Mr.  Wendell.  No,  but  I  am  pretty  sure  it  was  over  150. 

Mr.  Blum.  Could  it  be  closer  to  200  ? 

Mr.  Wendell.  Yes ;  I  would  say  so. 

Mr.  Blum.  Do  you  have  any  idea  during  the  period  of  time  that 
you  operated,  how  many  houses  passed  through  your  hands? 

Mr.  Wendell.  How  many?  I  w^ould  say  400,  500,  or  600 — at  least 
that  many. 

Mr.  Blum.  Buying  and  selling,  and  some  of  them  winding  up  in 
rental  operation? 

Mr.  Wendell.  Right. 

Mr.  Blum.  When  a  house  got  into  difficulty,  when  the  repairs  be- 
came extremely  difficult  to  make,  and  there  were  serious  problems  with 
them,  what  did  you  do?  Did  you  let  the  mortgage  go  into  foreclosure? 

Mr.  Wendell.  I  don't  remember.  As  far  as  when  I  was  involved, 
I  don't  remember  any  going  into  foreclosure.  There  could  have  been 
one  or  two,  maybe,  or  three,  but  it  escapes  me  at  the  moment.  But  no 
large  amounts. 

Mr.  Blum.  No  large  amounts  went  into  foreclosure? 

Mr.  Wendell.  Xo  ;  not  when  I  was  there. 
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Mr.  Chumbris.  Mr.  Blum,  for  clarification  of  the  record,  what 
l)erio<:l  of  time  are  we  talking  about  now?  What  year,  what  month? 

3Ir.  Wexdell.  I  would  say  up  to  about,  say  the  period  when  I  was 
in  the  liospital. 

Mr.  Blum.  1968  ? 

Mr.  Wendell.  Right,  1968. 

Mr.  Blum.  So  you  were  not  in  serious  difficulty  with  this  operation 
up  to,  let's  say  1968.  and  perhaps  it  was  early  in  1968? 

Mr.  Wexdell.  Eight. 

Mr.  Blum.  You  don't  know  what  happened  then  because  you  left? 

Mr.  Wexdell.  Yes.  That  would  be  a  fair  conclusion. 

Mr.  Bluji.  What  did  you  do  after  you  ceased  your  affiliation  with 
Excanilno?  Did  you  contiiuie  in  tlie  real  estate  business? 

Mr.  Wendell.  Yes,  sir;  I  did,  in  a  different  phase  of  it. 

Mr.  Blum.  What  did  you  do  then  ? 

Mr.  Wendell.  I  went  into  the  same  area,  but  instead  of  that  type 
of  operation,  I  went  into  the  rehabilitation  business. 

]Mr.  BLU]\r.  What  did  you  do  in  the  way  of  rehabilitation? 

^Ir.  Wendell.  Well,  in  rehabilitation,  we  would  buy  a  different  type 
of  house.  It  would  be  a  house  that  had  perhaps  20  or  30  a])artments, 
or  more,  but  completely  no  good — torn  clown,  or  something. 

Xo,  I  don't  mean  torn  down,  but 

Mr.  Blum.  Gutted,  perhaps,  or  seriously  damaged? 

^Ir.  Wendell.  Seriously  damaged.  And  then  we  would  buy  that 
subject  to  us  getting  a  loan  from  the  city  to  reconstruct  it  and  put  it 
in  A-1  shape. 

Mr.  Blum.  And  you  would  use  the  city's  money  and  put  it  back 
into  shape? 

Mr.  Wendeij..  That's  right. 

Mr.  Blu^i.  Was  this  a  city  loan  program?  A  municipal  loan  pro- 
gram, do  you  recall  ? 

Mr.  Wendell.  That's  right. 

Mr.  Chumbrts.  INIr.  Blum,  may  I  ask  another  question  just  for 
clarification  and  putting  in  focus? 

We  have  been  talking  about  in  the  last  2  weeks  of  hearings,  about 
situations  where  loans  were  made  by  FHA  for  the  purpose  of  helping 
people  in  some  of  the  low-income  areas  to  purchase  homes,  and  some 
of  the  problems  that  these  people  faced.  Someone  buying  a  home  for, 
let's  say  ?;i 0,000,  and  beins  sold  to  this  person  for  $16,000  or  $18,000, 
and  the  interest  rates  and  everything  that  accumulate. 

There  is  difficulty  in  making  the  payments,  and  there  is  a  fore- 
closure. 

But  from  what  T  gather  in  the  testimony  you  have  just  given  me, 
you  were  buying  homes  for  the  purpose  of  renting  them  to  tenants. 

]\rr.  Wendell.  That's  right. 

Ml-.  CHu:\rBRTs.  Beai'in.q:  that  in  mind,  would  you  state  for  the  record 
whv  we  are  going  into  this  ? 

!Mr.  Blum.  This  is  an  FHA  program  for  nonresident  owners,  and 
what  we  are  exploring  here  is  the  functioning  of  the  market  for 
mortgage  money,  and  the  competition  among  mortgage  companies, 
and  the  way  in  which  mortgage  companies  operate  and  generate  real 
estate  business. 

Tliis  is  another  aspect  of  that  same  inquiry. 
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Mr.  Chumbris.  I  just  want  to  put  this  all  in  focus  so  when  we  read 
the  record,  we  will  be  able  to  compare  from  the  previous  testimony. 

Mr.  Bluisi.  I  think  this  is  on  the  record. 

You  renovated  these  houses  under  the  municipal  loan  program.  Did 
you  then  manage  them  ? 

Mr.  Wendell.  Yes. 

Mr.  Blum.  And  collected  rents  ? 

IMr.  Wendell.  That's  right. 

Mr.  Blum.  Were  the  tenants  of  those  houses  once  again  principally 
welfare  tenants? 

Mr.  Wendell.  Well,  peculiarly,  I  never  finished  any.  I  got  stuck  in 
the  middle  of  my  program. 

Mr.  Blum.  "\Vliat  happened  ? 

Mr.  Wendell.  Well,  to  begin  with,  I  had  some  domestic  difficulties. 
I  had  some  medical  difficulties,  and  I  moved  out  to  California, 

I  went  to  California,  and  I  think  it  was  January-  of  1970. 1  am  pretty 
sure. 

Mr.  Blum.  Were  most  of  your  operations,  both  in  the  rental  proper- 
ties you  handled  through  Excambio,  your  real  estate  operations,  and 
then  the  renovation  operation,  all  in  east  New  York?  Was  that  the 
j)rincipal  place  ? 

Mr.  Wendell.  Tliat  is  right.  Well,  Brownsville,  too. 

Mr.  Blum.  East  New  York  and  Brownsville?" 

Mr.  Wendell.  Right. 

Senator  Hakt.  Mr.  Chumbris  ? 

jNIr.  Chumbris.  I  have  no  questions  other  than  the  comments  I  have 
made. 

Senator  Hart.  Mr.  Kern  ? 

Mr.  Kern.  I  have  no  questions. 

Senator  Hart.  Mr.  O'Leary  ? 

]\Ir.  O'Leary.  Mr.  Wendell,  if  I  may,  let  me  just  cover  a  little  of 
this  ground  again. 

With  respect  to  your  association  with  Excambio,  I  think  you  testi- 
fied that  those  people  bought  houses  from  Wenhaven,  they  were  in- 
vestors. Businessmen,  primarily  ? 

Mr.  Wendell.  Yes. 

Mr.  O'Leary.  All  right.  Were  you  responsible  for  finding  these  peo- 
ple, the  businessmen  to  buy  these  properties,  or  was  that  somebody 
else's  responsibility  ? 

.  Mr.  Wendell.  Well,  it  was  a  shared  responsibility,  I  believe;  because 
of  the  larger  fees  we  were  paying  Mr.  Lazarus  I  think  a  certain  of  that 
responsibility  had  to  fall  on  his  shoulder,  too. 

Mr.  O'Leary.  And  part  of  the  money  that  you  paid  to  Mr.  Lazarus, 
was  that  in  the  nature  of  the  commission  for  finding  ? 

]Mr.  Wendell.  As  far  as  I'm  concerned,  yes ;  but  not  as  far  as  he  is 
concerned. 

Mr.  O'Leary.  Right.  But  as  far  as  you  were  concerned,  it  was  a  com- 
mission for  finding  buyers  ? 

Mr.  Wendell.  That's  right. 

Mr.  O'Leary.  And  these  individuals,  can  you  tell  us  where  they  came 
from ;  what  sort  of  businessmen  they  were,  primarily  ? 

Mr.  Wendell.  Well,  most  of  them  were  in  the  garment  center. 
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Mr,  O'Leary.  All  right.  Now  as  I  understand  it,  there  was  an  FHA 
regulation  that  one  could  buy  FHA  insured  j^roperties  up  to  four  prop- 
erties ;  is  that  correct  ? 

Mr.  Wendell.  That  is  right ;  yes,  sir. 

Mr.  O'Leary.  Would  these  individuals  buy  up  to  four,  or  more 
than  four? 

Mr,  Wendell.  Nobody  had  more  than  four. 

Mr.  O'Leary.  Nobody  had  more  than  four? 

Mr.  Wendell.  I  would  say  that  is  the  limit, 

Mr.  O'Leary.  When  you  saw  investors  for  these  properties,  you 
did,  I  assume,  try  to  encourage  tliem  to  buy  up  to  the  limit? 

Mr.  Wendell.  Well,  yes.  We  would  start  with  one,  of  course,  and 
then  to  go  on  to  whatever  we  can. 

Mr.  O'Leary.  Now  when  you  indicated  in  your  testiinony  that  this 
was  profitable  as  long  as  you  took  in  a  sufficient  amount  in  rent,  or 
Excambio  took  in  a  sufficient  amount  in  rent  to  meet  the  mortgage 
payment  and  pay  the  other  expenses ;  is  that  correct  ? 

Mr.  Wendell.  Tliat  is  right,  sir. 

Mr.  O'Leary.  Who  was  responsible  for  the  maintenance  of  these 
buildings?  Was  it  the  businessmen  who  bought  the  buildings,  or  was 
it  Excambio? 

Mr.  Wendell.  I  think  it  was  Excambio. 

Mr.  O'Leary.  The  businessmen  would  not  want  any  part  of  that? 

Mr.  Wendell.  No. 

Mr.  O'Leary,  Is  it  fair  to  say  that  neither  the  businessmen  nor 
Excambio  had  any  real  incentive  to  make  any  major  repairs? 

Mr.  Wendell.  No.  That  would  not  be  fair  to  say  because  Excambio 
had  an  incentive  because  they  needed  the  good  will  of  this  business- 
man, or  whatever  he  was. 

Mr.  O'Leary.  As  I  understand  it,  the  businessman  wanted  primarily 
to  get  this  building  as  a  tax  shelter,  to  be  able  to  depreciate  the  build- 
ing, and  offset  it  ? 

Mr.  Wendell,  That  is  right,  sir, 

Mr.  O'Leary,  These  would  generally  would  be  relatively  wealthy 
individuals  with  incomes  set  off  against  this  depreciation? 

Mr,  Wendell.  That  is  right, 

Mr.  O'Leary.  As  I  understand  it,  both  the  houses  that  you  bought 
and  sold  through  the  medium  of  Wenhaven  Corp.,  and  the  houses 
which  were,  as  I  understand  it,  from  1965  on,  also  bought  and  sold 
through  Wenhaven,  were  sold  to  Excambio  investors,  or  people  asso- 
ciated with  Excambio,  mostlv  went  through  the  Eastern  Service 
Corp.? 

Mr.  Wendell.  I  think  they  all  did. 

]Mr.  O'Leary.  They  all  did  ? 

Mr.  Wendell.  Yes. 

Mr.  O'Leary.  Now  as  I  understand  it  also,  when  you  went  to  the 
closing  for  one  of  these  transactions,  whereby  Wenhaven  would  sell, 
sav  to  one  of  these  businessmen,  Mr.  Bernstein  would  not  be  at  that 
closing. 

Mr.  Wendell.  That  is  right. 

Mr.  O'Leary.  There  would  be  other  representatives  of  Eastern  Serv- 
ice Corp.  ? 

Mr.  Wendell.  That  is  right,  sir. 
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rincipal  expense  was  the  numbci-  of  i)oints  that  yon  paid. 

^Ir.  Wendell.  That's  rio-ht. 

Mr.  O'Leary.  And  this  nnniber  of  points  would  vary  anywhere  f I'om 
three  to  four  points  up  to  perhaps  as  much  as  seven  or  eight  points? 

Mr.  Wexdell.  That  is  rifrht. 

Mr.  O'Leary.  Can  you  tell  us  why  there  was  this  variation  in  the 
number  of  points?  Was  this  dependent  on  the  condition  of  the 
building? 

Mr.  Wendell.  That's  right.  It  depended  upon  the  condition  of  the 
building. 

]\Ir.  O'Leary.  The  number  of  points  you  paid  varied  in  order  to  get 
that  particular  deal  through  the  FHA  ? ' 

Mr.  Wendell.  That  is  right. 

Mr.  O'Leary.  If  you  had  to  pay  seven  or  eight  points,  that  meant 
that  the  house  was  in  bad  condition  and  vou  had  to  pay  more  money 
and  get  that  past  the  FHA  ? 

Mr.  Wendei,l.  That  is  right. 

Mr.  O'Leary.  Now,  as  I  understand  it  also,  this  negotiation  about 
the  number  of  points  to  be  paid  would  not  take  place  at  the  closing. 

]Mr.  Wendell.  That's  right. 

Mr.  O'Leary.  Sometime  prior  to  the  closing,  you  would  have  a  con- 
vei'sation  with  ]\Ir.  Bernstein. 

Mr.  Wendell.  That  is  right. 

Mr.  O'Leary.  Can  you  give  us  an  idea  of  how  this  conversation 
would  go  ?  Would  you  ever  object  ?  I  mean  you  were  familiar  with  the 
condition  of  the  building. 

Mr.  Wendell.  Well,  I  think  I  always  objected,  but  I  don't  think 
that  it  ever  got  me  anyplace. 

Mr.  O'Leary.  You  would  say  something  to  the  eiTer-t  of.  "Xow  wait 
a  minute,  Harry.  I  shouldn't  have  to  pay  eight  points.  The  house  is  in 
good  shape." 

Mr.  Wendell.  That's  right. 

Mr.  O'Leary.  Whatever  he  told  you  you  had  to  pay  was  the  number 
of  ])oints  ? 

Mr.  Wendell.  That  was  final. 

Mr.  O'Leary.  You  ended  up  paying? 

Mr.  Wendell.  That  is  right. 

Mr.  O'Leary.  With  respect  to  deals  that  you  ran  through  Eastern 
Service  Corp.,  present  at  closing  would  also  be  a  lawyer  for  the  title 
company. 

Mr.  Wendell.  That  is  right. 

Mr.  O'Leary.  And  would  this  generally  be  the  same  individual? 

Mr.  Wendell.  More  often  than  not. 

Mr.  O'Leary.  This  would  be  a  lawver  for  the  Inter-Countv  Title 
Co.? 

Mr.  Wendef.l.  That  is  right. 

Mr.  O'Leary.  Can  you  tell  us,  or  are  you  aware  of  any  relationship 
between  the  Eastern  Service  Corp.,  and  the  Inter-County  Title  Co.  ? 

Mr.  Wendell.  No.  I  do  not  know  what  the  relationship  was,  but  I 
know  it  was  a  close  relationship.  They  gave  them  all  their  business,  too, 
I  think,  as  far  as  I  know. 
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Mr.  O'Leary.  Mr.  Wendell,  you  have  indicated  there  were  lots  of 
people  in  the  real  estate  business,  such  as  yourself,  in  the  east  New 
York  and  Brownsville  area  at  this  time ;  is  that  correct  ? 

Mr.  Wendell.  Yes,  sir. 

Mr.  O'Leary.  What  you  are  telling  us  here  with  respect  to  the  num- 
ber of  points  to  be  paid  on  a  deal,  and  how  it  varied  and  the  condition 
of  the  building,  that  was  common  practice  in  this  area  at  the  time  ? 

Mr.  Wendell.  No  question  about  it. 

Mr.  O'Leary.  If  you  had  a  building,  and  it  really  was  not  up  to  snuff, 
it  just  meant  that  you  had  to  pay  more  points  ? 

Mr.  Wendell.  That  is  right. 

Mr.  O'Leary.  As  I  understand  it,  this  did  not  mean  that  you  would 
be  paying  a  sum  of  money  to  Mr.  Bernstein,  or  somebody  else.  It  just 
meant  that  less  funds  were  disbursed  to  you  out  of  the  deal  ? 

Mr.  Wendell.  That  is  right. 

Mr.  O'Leary.  Thank  you,  Mr.  Chairman. 

Senator  Hart.  Thank  you  very  much. 

Mr.  Wendell.  Thank  you,  gentlemen. 

Senator  Hart,  Mr.  David  Gomberg,  has  he  arrived  ? 

(No  response.) 

Senator  Hart.  Apparently  he  has  not. 

An  explanation  of  what  often  happens  here — there  are  at  least  two 
other  committees  engaged  in — in  one  case  a  hearing,  and  in  the  other  a 
bill,  lined  up  that  require  me  to  interrupt. 

I  hope  that  we  shall  not  have  to.  That  is  the  reason  we  are  attempt- 
ing to  organize  the  hearing  schedule  so  as— in  the  event  there  is  an 
interruption,  we  will  not  inconvenience  the  people. 

STATEMENTS  OF  LESTER  A.  LAZARUS  AND  B.  EDWARD  JAFFE 

Senator  Hart.  Our  next  witnesses,  then,  would  be  Mr.  Lester  Laza- 
rus and  Mr.  Edward  Jaffe.  Mr.  Lazarus  and  Mr.  Jaffe  ?  ("\Yhereupon, 
the  witnesses  were  duly  sworn  by  the  chairman.) 

Senator  Hart.  First,  Mr.  Lazarus  and  Mr.  Jaffe  are  here  today  pur- 
suant to  subpena  and  while  it  is  my  understanding  that  they  are  mem- 
bers of  the  bar,  inasmuch  as  they  appear  without  counsel  the  cormiiit- 
tee  feels  it  proper  that,  for  the  record,  a  statement  be  made  with 
respect  to  their  rights. 

As  I'm  sure  you  know,  you  have  the  right  to  refuse  to  answer  any 
question  you  feel  may  tend  to  incriminate  you.  Anything  you  say 
could  be  used  against  you  in  any  other  proceeding. 

You  have  the  right  to  talk  to  a  lawyer  before  we  can  ask  any  ques- 
tion, and  you  can  have  a  lawyer  with  you  during  questioning. 

If  you  desire  to  answer  questions  now  without  a  lawyer  present,  you 
still  have  the  right  to  stop  answermg  at  any  time  and  you  have  the 
right  to  stop  answering  at  any  time  mitil  you  do  talk  to  a  lawyer. 

Should  you  desire  to  refuse  to  answer  or  to  assert  your  constitutional 
rights,  the  subcommittee  will  draw  no  adverse  inference  from  that 
course  of  conduct,  nor  should  anyone  else. 

Gentlemen,  you  do  understand  those  rights  ? 

Mr.  Lazarus.  We  do. 

Mr.  Jaffe.  We  do. 

Senator  Hart.  Are  you  willing,  at  this  time,  to  waive  tliese  rights 
and  to  answer  questions? 
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Mr.  Lazarus.  Yes,  sir, 

Mr.  Blum.  Mr.  Lazarus,  would  you  mind  telling  us,  for  the  record, 
your  full  name  ? 

Mr.  Lazarus.  Lester  A.  Lazarus,  L-a-z-a-r-u-s. 

Mr.  Bluim.  And  your  home  address  ? 

Mr.  Lazarus.  150  East  69th  Street,  New  York  City. 

Mr,  Blum.  And  are  you  engaged  in  the  practice  of  law  in  New 
York  City? 

Mr,  Lazarus.  I  am. 

Mr.  Bluim.  And  what  is  the  address  of  your  office  ? 

Mr.  Lazarus,  60  Park  Avenue. 

Mr.  Blum.  Mr.  Jaffe,  would  you  state  your  name  for  the  record, 
please  ? 

Mr.  Jaffe.  It's  "B"  as  in  boy,  Edward  Jaffe,  J-a-f-f-e.  My  home 
address  is  2000  Linwood,  L-i-n-w-o-o-d  Avenue,  Fort  Lee,  N,J, 

Mr.  Blum,  And  you  are  engaged  in  practice  in  New^  York  in  part- 
nership with  Mr,  Lazarus  ? 

Mr,  Jaffe,  That  is  correct. 

Mr.  Blum,  At  the  same  address  ? 

Mr.  Jaffe.  That  is  correct. 

Mr.  Blum.  How  long  have  you  both  been  associated  in  the  practice 
of  law,  Mr.  Lazarus? 

Mr,  Lazarus.  I  think  it  is  approximately  9  years, 

Mr,  Blum.  How  did  you  first  meet  Morris  Wendell,  Mr.  Lazarus? 

Mr.  Lazarus.  He  was  introduced  to  us  and  he  had  a  case  pending  in 
the  Supreme  Court  in  the  State  of  New  York,  Bronx  County,  and  I 
was  retained  as  trial  attorney. 

Mr.  Blum.  And  you  were  representing  him,  I  take  it,  in  the  matter 
in  dispute  and  that  trial  had  nothing  to  do  with  real  estate,  is  that 
correct  ? 

Mr.  Lazarus.  That  is  correct. 

Mr.  Bluini.  Did  he  approach  you  to  deal  with  him  in  real  estate  mat- 
ters after  that  trial  ? 

Mr.  Lazarus.  My  recollection  is  that  that  happened  as  a  matter  of 
an  accident. 

]\Ir.  Bluim,  Can  j'ou  tell  us  the  circumstances  under  which  you  began 
to  do  real  estate  work  for  Mr,  Wendell  ? 

Mr,  Lazarus,  Yes.  The  trial  of  the  action  in  which  I  was  retained 
took  over  3  months  and  we  saw  each  other  continuously  and  became 
friendly  at  that  point. 

And  he  explained  to  me  the  business  that  he  was  in  which  was  the 
real  estate  business.  And  he,  in  the  course  of  those  discussions,  ex- 
plained the  fact  that  he  owned  a  number  of  homes  himself.  Two  family 
houses.  And  that  by  purchasing  the  homes  and  renting  them  to  the 
welfare  recipient  he  was  making  a  profit  at  it. 

Mr.  Blum.  And  he  described  the  way  that  operated,_and  then  did  he 
ask  you  to  do  legal  work  in  connection  with  some  of  his  purchases  and 
subsequent  records  of  management  operations  ? 

Mr.  Lazarus.  I  don't  remember  how  that  started  exactly.  I  remember 
how  the  first  house  was  sold  to  somebody  that  I  was  involved  with  for 
the  purpose  of  his  managing  the  house. 

Air.  Bluim.  Could  you  tell  us  about  that  ? 

Mr.  Lazarus.  Yes.  At  or  about  the  time  lie  explained  this  to  me,  a 
client  of  mine  had  asked  me  whether  I  knew  of  an  investment  he  could 
make  with  a  small  amount  of  money. 
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I  told  him  what  Mr.  Wendell  had  told  me  and  he  met  Mr.  Wendell 
at  that  time,  and  decided  to  purchase  a  house  or  two  and  have  Mr. 
Wendell  run  the  property  for  him. 

Mr.  Blum.  And  it  was  out  of  that  encounter  that  the  idea  for  subse- 
quently enlarging  the  operation  grew  ? 

Mr.  Lazarus,  That  is  true. 

Mr.  Blum.  What  sort  of  a  return  did  that  client  of  yours  expect  on 
his  investment  ? 

Mr.  Lazarus.  It  looked  like  it  would  be  between  15  and  20  percent 
per  year. 

Mr.  Blum.  But  that  would  be  tax  free,  is  that  correct  ?  In  fact,  be- 
cause of  the  depreciation  ? 

Mr.  Lazarus.  Because  of  the  depreciation. 

Mr.  Blum.  Wliat  was  the  management  fee  that  Mr.  Wendell  charged 
for  his  properties,  do  you  have  any  recollection ''( 

Mr.  Lazarus.  I  don't  remember  the  initial  fee  but  I  think  it  wound 
up,  as  more  people  bought  houses  for  this  purpose,  that  the  manage- 
ment fee  was  9  percent.  I  am  not  sure  of  the  exact  figure  but  approxi- 
mately 9  percent  of  the  gross  rent. 

Mr.  Blum.  Did  you  handle  most  of  the  closings  when  Mr.  Wendell 
bought  the  houses  from  the  individuals  he  acquired  them  from  for 
subsequent  resale  ? 

Mr.  Lazarus.  After  that  point,  yes. 

Mr.  Blum.  After  that  point  ? 

Mr.  Lazarus.  Yes. 

Mr.  Blum.  Was  it  typical  in  those  closing  situations  to  have  what 
is  called  in  the  trade  a  double  closing,  where  the  house  would  wind 
up  going  from  the  original  owner  to  the  eventual  investor  in  one  step  ? 

Mr.  Lazarus.  At  the  beginning,  yes. 

Mr.  Blum.  You  say  at  the  beginning.  "Wliat  happened  then? 

Mr.  Lazarus.  Well,  if  my  recollection  in  time  serves  me  right,  this 
started  in  the  year  1965.  I  believe  in  the  year  1966  we  had  other  people 
who  participated  with  Mr.  Wendell  in  the  entire  venture  and  I  believe 
he  raised — I'm  not  sure  of  the  figure — about  a  quarter  of  a  million 
dollars  in.  capital,  at  which  point  he  had  the  funds  where  a  double 
closing  was  not  necessary. 

Mr.  Blum.  Can  you  tell  us  how  the  double  closing  worked,  roughly  ? 
Do  you  have  a  recollection  of  what  steps  were  involved  ? 

Mr.  Lazarus.  Well,  Mr.  Jaffe  handled  the  closings.  It  would  be 
better 

Mr.  Blum.  Mr.  Jaffe,  would  you  mind  elaborating  on  that  for  us? 
When  you  are  talking  about  a  double  closing,  I  would  assume  you 
are  talking  about  a  simultaneous  closing  ? 

Mr.  Jaffe.  Yes.  Wenhaven  would  contract  to  buy  a  particular  house. 
Generally,  after  the  house  was  under  contract  for  purchase,  they 
would  then  contract  to  sell  the  house. 

In  the  case  of  the  FHA  mortgages,  this  would  result  in  a  closing  at 
Eastern  Service  Corp.,  generally,  or  their  attorney's  office,  where  you 
Avould  have  the— on  the  one  hand,  our  contract  to  purchase,  and  our 
contract  to  sell,  all  taking  place  simultaneously. 

Mr.  Blum.  And  what  did  the  disbursement  of  moneys  in  a  situation 
like  that  look  like?  Would  there  be  some  money  to  the  original  owner 
and  some  money  to  Mr.  Wendell,  the  closing  expenses,  how  would  that 
work? 
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Mr.  Jaffe.  Well,  the  ultimate  purchaser,  Weuhaven's  purchaser, 
would  be  paying  the  purchase  price  for  the  house.  As  a  result  of  the 
FHA  reo^ulations,  I  believe  it  was.  they  had  to  put  down  a  certain 
percentajje  of  the  FHA  appraised  value. 

Mr.  Blum.  Under  that  program,  I  believe  it  is  20  percent,  does  that 
sound  right  ? 

Mr.  Jafit>.  I  think  you  are  probably  right. 

Mr.  Blum.  Something  on  that  order  ? 

Mr.  Jaffe.  Yes.  The  money  would  then  be  disbursed  to  satisfy  the 
existing  mortgage  on  the  property,  to  pay  the  balance  of  the  purchase 
price  due  to  the  original  seller,  to  pay  the  points,  to  pay  the  closing 
costs,  and  to  set  up  the  reserves  for  future  payments  of  taxes  and 
insurance. 

Mr.  Blum,  You  must  liaAT,  attended  a  fair  number  of  closings  in  the 
course  of  that  period  of  operation.  Do  you  have  a  recollection  of  the 
number  of  conventional  mortgages  that  were  paid  off  in  the  course  of 
those  closings  that  were  satisfied.  Were  there  many  ? 

Mr.  Jaffe.  I  would  say  that  in  almost  every  case  there  was  some 
bal  ance  due  on  an  existing  mortgage. 

Mr.  Blum.  Who  w^ere  the  ow^ners  of  those  existing  mortgages  in 
most  part  ?  Did  you  have  any  one  bank  or  was  it  many  ? 

Mr.  Jaffe.  Oh,  no;  there  would  be  no  general  rule.  It  was  banks 
throughout  New  York  City. 

Mr.  Blum.  Were  some  of  them  upstate  banks  or  banks  which  were 
serviced  through  them  ? 

Air.  Jaffe.  I  wouldn't  think  so,  sir:  because  most  of  those  mortgages 
had  been  placed  on  the  property  years  and  years  before. 

Mr.  Blum.  They  were  basically  conventional,  non-FIIA  mortgages? 

Mr.  Jaffe.  That  is  correct. 

Mr.  Blum.  Mr.  Lazarus,  I  wonder  if  you  could  tell  us  something 
about  the  corporate  structure  of  Excambio,  Wenhaven,  and  Wenrus? 
It  is  somewhat  confusing.  Perhaps  you  can  shed  some  light  on  that. 
What  was  the  Excambio  Management  Corp.  ? 

Mr.  Lazarus.  That  was  a  corporation  that  was  organized  for  the 
purpose  of  managing  properties.  It  iieither  bought  nor  did  it  sell. 

Mr.  Blum.  Who  were  the  principal  officers  of  that  corporation  ? 

Mr.  Lazarus.  I  believe  that  I  was  and  Mr.  Jaffe. 

Mr.  Blum.  I  have  a  record  here  that  indicates  that  you  and  ISIr.  Jafie- 
were  the  ones  to  sign  the  checks  for  that  corporation. 

Mr.  Lazarlts.  That's  correct.  Absolutely  correct. 

Mr.  Blum.  Would  that  refresh  your  recollection?  And  the  Wen- 
haven  Realty  Co.,  Inc.,  that  was  Mr.  Wendell's  corporation? 

Mr.  Lazarus.  That  was  the  corporation  that  was  organized  by  Mr. 
Wendell  and  I  don't  remember  the  exact  year,  but  that  was  the  corpo- 
ration, I  believe,  that  succeeded  his  ovrn  private  company  W.  &  G. 
Realty,  which  went  into  the  business  of  the  buying  and  selling  for  the 
purpose  of  building  a  management  corporation. 

Mr.  Blum.  And  there  the  records  indicate  that  the  bank  signatories 
were  Morris  Wendell,  Cori-ine  Wendell — who  I  assume  was  his  wife — 
and  Kurt  Bloom.  Would  that  recall  your  recollection  ? 

Mr.  Lazarus.  That  sounds  about  right ;  yes. 

Mr.  Blum.  On  one  of  the  accounts  there  was  a  signatory  Sol  Gold- 
berg, do  you  recognize  that  name  ? 
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Mr.  Lazarus.  Well,  if  I  know,  you  have  to  distinguish.  Wenhaven 
Realty  was  a  company  that  was  owned  solely  by  Mr.  Wendell.  At  the 
l^oint  when  Mr.  Wendell  brought  in,  or  others  came  into  the  business 
with  him,  a  second  corporation  was  organized  called  the  Wenhaven 
Corp.,  and  then  Mr.  Goldberg  was  the  signatory.  Not  on  the  initial 
Wenhaveji  Realty  Corp. 

Mr.  Blum.  That  was  a  transfer  from  Wenhaven  Realty  to  the  Wen- 
haven Corp.  ? 

Mr.  Lazarus.  That  is  correct. 

Mr.  Blum.  And  that  occurred  in  about  what,  1966? 

ISIr.  Lazarus.  That  is  correct. 

Mr.  Blum.  At  that  time  you  had  a  number  of  accounting  statements 
prepared,  I  believe,  going  into  the  holdings  of  and  the  financial  posi- 
tion of  the  Wenhaven  Realty  Corp.  Do  you  recall  that  ? 

Mr.  Lazarus.  Yes,  sir. 

Mr.  Blum.  What  was  the  purpose  of  calling  in  the  accountant  to 
prepare  this  detailed  financial  statement  ?  Or  was  that  your  routine  ? 

Mr.  Lazarus.  I  think  that  was  prepared  by  the  firm  of  Friedman, 
Albert  &  Green,  and  I  have  a  feeling  that  was  routine. 

Mr.  Blum.  That  was  routine.  One  of  the  items  in  this  financial 
statement  is  an  mventory  of  houses  which  were  held  by  the  corpora- 
tion. I  take  it  that  these  were  houses  held  subject  to  later  sales  to 
investors  ? 

Mr.  Lazarus.  That  is  correct. 

IMr.  Blum.  The  inventory  shows  roughly  40  houses  that  were  held 
at  that  point  in  time.  Would  that  be  an  average  of  the  number  of 
houses  that  were  held  at  any  point  in  time  in  inventory  subject  to 
resale  ? 

Mr.  Lazarus.  I  couldn't  understand  that, 

I  just  don't  remember  how  many  houses  were  in  inventory  at  any 
one  point. 

Mr.  Blum.  But  the  practice  was  for  Wenhaven  Realty  Corp.  to 
have  an  inventory  of  houses  available  and  sell  them  off  as  investors 
Tvere  found  to  take  them  over  ? 

]\Ir.  Lazarus.  No.  In  tlie  initial  Wenhaven  Realty,  there  weren't 
sufficient  funds,  I  don't  believe,  to  hold  that  many  houses  in  inventory. 

^Vlien  it  became  the  Wenhaven  Corp.,  which  was  the  successor  corpo- 
ration, there  was  enough  money  to  do  that. 

Mr.  Blum.  Where  did  the  initial  count  come  from  ? 

Mr.  Lazarus.  From  businessmen  who  had  originally  bought  houses, 
who  had  met  Mr.  Wendell,  and  they  wanted  to  go  into  business  with 
him. 

Mr.  Blum.  I  take  it  Mr.  Wendell  was  most  effective  in  his  meetings 
with  them  and  in  convincing  them  that  he  had  a  good  investment 
proposition  ? 

Mr.  Lazarus.  The  answer  to  that  is  yes,  and  I  participated  in  that. 
I  felt  that  way  too,  at  that  time. 

Mr.  Blum.  What  were  the  major  selling  points?  If  you  had  an  in- 
vestor and  he  was  considering  whether  or  not  to  go  into  it,  what  were 
the  major  selling  points  in  favor  of  his  going  into  it  ? 

Mr.  Lazarus.  Well,  we  felt — and  I  think  that  started  in  July,  1966 — 
we  felt  that  the  operation  had  been  successful  and  there  were  other 
rather  sophisticated  real  estate  people  who  came  in  with  their  account- 
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ants  and  their  attorneys  who  agreed  with  us  that  Mr.  Wendell's  theory 
of  operating?  the  business  was  an  extremely  good  one  and  that  there 
would  be  a  profitable  company. 

Mr.  Blum.  Well,  let's  go  through  the  points.  The  return  would  be 
good,  I  take  it? 

Mr.  Lazarus.  Well,  presumably. 

Mr.  Blum.  They  were  talking  about  the  15-  to  20-percent  tax  shelter  ? 

Mr.  Lazarus.  That  was  the  selling  point ;  yes. 

Mr.  Blum.  I  take  it  a  second  point  would  be  that  the  investor  would 
have  nothing  to  do  with  the  property  ? 

Mr.  Lazarus.  That  is  correct. 

Mr.  Blum.  He  would  have  no  problems  whatsoever  about  handling 
tenants,  management,  rent  collection,  and  so  forth  ? 

Mr.  Lazarus.  It  was  so  anticipated. 

Mr.  Blum.  Did  you  promise  them  insulation  from  tenants  com- 
plaints ?  Was  there  a  kind  of 

Mr.  Lazarus.  There  was  no  promise.  It  was  a  known  fact  that  it  was 
agreed  that  Excambio  would  manage  the  propert}'. 

Mr.  Blum.  So  that  a  tenant  would  have  no  way  of  getting  back  to 
and  bothering  the  owner  of  the  house  in  the  event  of  it  needing  repairs 
or  whatever? 

Mr.  Lazarus.  Well,  he  could,  because  the  owner  was  a  matter  of  rec- 
ord. So,  if  it  got  to  that  stage,  the  tenant  or  whoever  was  complaining 
could  find  him. 

Mr.  Blum.  But  he  wouldn't  have  shown  obviously  to  the  tenant, 
would  he  ? 

Mr.  Lazarus.  Oh  no ;  no. 

Mr.  Blum.  "Wliat  was  the  Wenrus  Corp.  ? 

Mr.  Lazarus.  That  was  a  corporation  that  was  organized  for  the 
purpose  of  dealing  in  its  own  mortgages. 

Mr.  Blum.  A  mortgage  company,  in  effect  ? 

Mr.  Lazarus.  Yes,  that  is_  right.  What  had  happened,  if  I  may  ex- 
plain, is  that — if  my  memory  serves  me  right — the  amount  of  money 
that  Mr.  Wendell  was  forced  to  pay  to  Eastern  Service,  which  was 
going  higher  and  higher,  was  that  oppressive  that  he  felt,  and  we 
agreed,  that  if  he  had  sufficient  funds  to  give  his  own  mortgages  and 
then  to  sell  a  portfolio  of  mortgages  to  a  bank,  as  Mr.  Bernstein  did, 
he  would  not  be  subject  to  these  tremendous  charges. 

Mr.  Blum.  Now,  were  the  mortgages  that  were  made  by  the  Wenrus 
CorjD.  conventional  mortgages  or  FHA  mortgages  ? 

Mr.  Lazarus.  No  ;  conventional. 

Mr.  Blum.  All  conventional  ? 

Mr.  Lazarus.  Yes.  It  was  also  the  desire,  at  that  time,  to  try  to  go 
away  from  dealing  with  houses  that  were  FHA  financed. 

Mr.  Blum.  Well,  what  were  the  difficulties  with  houses  that  were 
FHA  financed? 

Mr.  Lazarus.  Well,  there  were  two.  First  of  all,  the  amount  of 
money  it  cost  to  close  a  house  with  the  FHA,  which  includes  the 
points  that  Eastern  Service  was  getting;  and,  in  addition,  we  were 
being  priced— if  I  remember  correctly — we  were  being  priced  out  of 
the  market  in  terms  of  buying  homes. 

Mr.  Blum.  Would  you  mind  expanding  on  that  a  little? 
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Mr.  Lazarus.  Yes.  The  figures  will  show  I  think  that  if,  when  we 
started,  we  were  paying  $15,000  or  $16,000  for  a  house,  within  a  year 
or  two  the  prices  of  those  same  houses  were  going  up  to  $18,000, 
$19,000,  and  $20,000,  if  they  were  FHA  houses. 

Now,  part  of  the  expense  of  running  a  house,  in  terms  of  the  in- 
vestor, the  owner's  yield,  it  was  very  important  what  the  monthly  pay- 
ments were  to  the  financial  institution. 

We  could  not,  for  example,  buy  a  $50,000  house.  It  would  not  work, 
because  the  payment  to  the  bank  would  be  too  high.  So  that  we  had 
to  buy  houses  within  a  given  price  range. 

Those  houses  which  were  conventionally  financed  cost  us  less,  and 
we  sold  them  for  less,  than  the  houses  that  were  FHA  financed. 

Mr.  Blum.  Where  did  you  get  the  funds  for  the  eventual  financing? 

Mr.  Lazarus.  From  the  people  Avho  agreed  to  participate  with  Mr. 
Wendell  and  the  whole  operation. 

Mr.  Blum.  So  there  were  several  categories  of  investors  and  the 
people  who  bought  the  houses,  putting  up  the  down  payment,  and 
subject  to  FHA  mortgage.  There  were  people  who  put  up  capital  for 
the  Wenrus  Corp.  who  participated  and  gave  capital  to  Excambio; 
am  I  correct  ? 

Mr.  Lazarus.  That's  right.  Originally,  Mr.  Wendell  borrowed  from 
those  people  and  then  offered  them  an  opportunity  to  come  in  with 
him. 

Mr.  Blum.  How  many  people  would  you  say  came  into  this  as  buyers 
of  houses  and  nothing  more?  How  many  different  investors  did  you 
have  ? 

Mr.  Lazarus.  I  would  only  have  to  guess.  That  would  be  70,  80,  or  90. 

Mr.  Bluivi.  How  many  people  came  in  as  capital  participants,  either 
Wenrus  or  Excambio  ? 

Mr.  Laz.arus.  I  would  assume  approximately  a  dozen. 

Mr.  Blum.  A  dozen  ?  Not  more  than  that  ? 

Mr.  Lazarus.  I  don't  know  exactly,  but  in  that  area. 

Mr.  Blum.  To  your  knowledge,  were  there  other  companies  operat- 
ing that  did  similar  kinds  of  things?  Management  with  participating 
interest  to  other  investors  ? 

Mr.  Lazarus.  I  do  not  think  so.  To  my  knowledge,  at  that  time,  this 
was  unique. 

Mr.  Blum.  Did  others  develop  later  ? 

Mr.  Lazarus.  I  really  don't  know. 

Mr.  O'Leary.  Can  we  have  a  moment,  Mr.  Chairman  ? 

Mr.  Blum.  '\^nien  did  Excambio  Management  begin  to  get  into 
trouble  in  terms  of  its  receipts  ? 

Mr.  Lazarus.  I  believe  it  was  in  the  late  fall  of  1967. 

Mr.  Blum.  "\^^iy  did  that  trouble  begin?  What  was  going  on  and 
what  were  the  problems  ? 

Mr.  Lazarus.  Everything.  First,  we  could  no  longer  buy — well,  Mr. 
Wendell  left  in  the  summer  of  1966,  no,  the  summer  of  1967 — and  we 
had  the  following  problems : 

We  could  not  buy  houses  because  the  costs  were  too  high;  we  had 
insurance  cancellations.  The  companies,  the  insurance  companies, 
would  not  insure  these  houses. 

Mr.  Blum.  This  is  fire  insurance  ? 

Mr.  Lazarus.  Fire  insurance;  yes.  Basically,  that's  fire  insurance. 

Mr,  Blum.  And  that  puts  the  mortgage  in  default  ? 
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Mr.  Lazarus.  That  is  right.  And  then  when  we  could  insure,  the  cost 
of  the  insurance  went  way  up. 

Originally,  based  upon  what  I  believe  was  Mr.  AVendell's  negotia- 
tions with  fuel  oil  companies,  it  was  estimated  that  the  two-family 
houses — and  most  of  them  were  brick — should  not  require  heating  bills 
of  more  than  $30  or  $40  a  month.  But  the  heating  bills  went  up  to  $70, 
$80,  and  $90  a  month. 

The  expenses  of  the  repairs  became  tremendous.  When  an  apartment 
was  vacant  or  when  a  house  was  vacant,  the  houses  were  vandalized  so 
that  the  cost  of  replacement  of  what  had  been  taken  was  tremendous. 

We  stoi:)ped  collecting  rent.  As  a  matter  of  fact,  my  office  had  to  hire 
an  attorney  solely  for  the  purpose  of  handling  the  evictions  for  the 
nonpayment.  So  that,  in  effect,  the  whole  thing  just  fell  apart. 

We  couldn't  get  mortgage  money.  I  mean  that  was  finished.  On  the 
conventional  houses  that  we  originally  went  into,  we  obtained  money 
through  the  investors  who  came  in.  We  went  to,  I  would  say,  half  a 
dozen  or  more  banks  with  our  financial  statements.  That's  not  the  one 
that  you  see  there,  but  that  we  later  obtained  the  firm  of  Touche,  Ross, 
Niven,  Bailey  &  Smart  and  we  went  to  many,  many  banks.  Initially, 
they  accepted  our  mortgages. 

The  Dime  Savings  Bank  of  Williamsburg,  Mr.  Sharkey,  they  took 
a  package  of  mortgages.  They  participated  with  us  in  conventionals. 

But  then  we  went  to  many  other  banks,  J^ast  New  York  Savings 
Bank,  Tremont  Savings  &  Loan  Association,  the  Chase  Manhattan 
Bank,  and  no  one  would  give  us  mortgage  money. 

So  then  what  happened  was  that  the  capital  that  Mr.  Wendell  and  I 
had  brought  into  the  company  became  frozen  and  the  conventional 
mortgages  we  could  do  nothing  with. 

Mr.  Blum.  So,  in  other  words,  you  tried  to  do  what  you  planned  to 
do  and  sell  off  the  conventional  mortgages  and  you  couldn't  find 
buyei*s  ? 

Mr.  Lazarus.  Couldn't  find  a  buyer. 

Mr.  Blum.  And  that,  in  effect,  froze  the  capital  ? 

Mr.  Lazarus.  That  is  correct. 

Mr.  Blum.  And  made  it  impossible  for  you  to  continue  in  operation  ? 

Mr.  Lazarus.  That  is  correct. 

Mr.  Blum.  I  imagine,  too,  the  impact  of  the  loss  of  supply  of  fresh 
houses  meant  that  you  lost  whatever  profits  might  have  been  gained 
from  the  purchase  and  subsequent  resale.  Therefore,  that  profit  dis- 
appeared and  then  you  were  operating  very  close  to  the  margin? 

Mr.  Lazarus.  Tliat  is  right,  and  then  we  also  found  out — at  least, 
we  felt  we  were  never  able  to  prove  anything — ^that  the  merchants 
that  we  were  dealing  with  in  East  New  York  were  taking  tremendous 
advantage  of  us  in  the  cost  of  what  they  were  selling  us. 

That  includes  the  people  we  were  buying  hardware  from ;  includes 
the  people  who  were  supplying  the  heat ;  and  it  includes  the  people 
who  were  supplying  us  with  the  boiler  equipment. 

I  had  more  than  one  conference  with  what  was  then  the  local  office 
that  the  mayor  had  set  up  in  that  area  on  the  question  of  the  condi- 
tion of  the  houses,  and  I  remember  that  complaints  were  made  that 
heating  systems  were  not  satisfactory  in  a  particular  house.  And  we 
found,  among  our  bills,  where  we  had  paid  for  the  readjustment  of 
that  heating  system.  So  that  we  Avere  being  taken  advantage  of  there. 
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We  could  not  get  employees  to  work  in  that  area.  That  became  in- 
creasingly difficult. 

Mr.  Blum.  You  mentioned  that  at  the  time  Williamsburg  took 
conventional  mortages  from  you 

Mr.  Lazarus.  They  participated  with  us. 

Mr.  Blum.  They  participated.  MHiat  do  you  mean  by  participated  ? 
Did  they  take  partial  interest  in  the  mortgages  ? 

Mr.  Lazarus.  If  the  mortgage  was,  for  example,  $14,000,  we  would 
jointly  participate.  They  would  advance  us  $10,000,  we  would  par- 
ticipate to  the  extent  of  $4,000,  so  that  we  were  joint  holders  of  the 
mortgage.  Of  course,  they  had  the  priority  in  case  of  distribution  or 
a  foreclosure. 

Mr.  Blum.  Did  they  know  the  nature  of  Excambio's  business? 

Mr.  Lazarus.  Oh,  yes ;  very  definitely. 

Mr.  Blum.  At  the  time,  who  were  you  dealing  with  ? 

Mr.  Lazarus.  Mr.  Sharkey. 

Mr.  Blum.  Mr.  Sharkey  ? 

Mr.  Lazarus.  Yes. 

Mr.  Blum.  He  later  went  to  work  for  Eastern  Service? 

Mr.  Lazarus.  I  did  not  know  that. 

Mr.  Blum.  Or  is  that  a  different  Mr.  Sharkey  ? 

Mr.  Jaffe.  That  is  a  different  Mr.  Sharkey. 

Mr.  Blum.  Different  Mr.  Sharkey.  Did  the  welfare  department 
know  about  this  operation  in  any  formal  way  or  was  it  always 
informal  ? 

Mr.  Lazarus.  No;  they  knew  about  it.  As  a  matter  of  fact,  Mr. 
Wendell's  memory  fails  him,  but  T  seem  to  remember  that  he  received 
a  letter  of  commendation  from  the  welfare  department  for  the  service 
that  he  was  performing  for  the  tenants. 

Remember,  he  was  taking  tenants,  he  was  taking  welfare  recipients 
that  the  city  had  in  hotels  and  other  areas  where  they  were  paying 
$300,  $400,  $500,  and  $600  a  month  for  accommodations,  which  were 
just  completely  inferior  to  the  accommodations  that  we  were  provid- 
ing and  we  were  being  paid  welfare  scale  of  $150  and  $135. 

So  that,  initially,  they  were  extremely  pleased  with  us.  Later,  we  had 
another  problem  with  them  in  that  we  could  not  collect  tlie  rents  and 
they  just  could  not  or  would  not  do  anything  about  it. 

Mr.  Blum.  What  was  the  nature  of  that  problem  ?  Was  it  that  the 
checks  were  made  payable  to  the  tenants  rather  than  to  the  landlord  ? 

Mr.  Lazarus.  That  was  the  problem. 

Mr.  Blum.  What  would  happen  ?  The  tenant  would  cash  the  check 
and  then  not  make  the  correct  payment  ? 

Mr.  Lazarus.  Well,  checks  were  cashed  and  rent  payments  were  not 
made.  There  were  occasions  where,  if  there  were  two  families  in  a 
house — and  I  suppose  there  always  wore — one  tenant  would  steal  the 
other  tenant's  check.  They  would  use  the  money  up  for  other  purposes. 

Now,  initially — and  my  recollection  is  hazy — I  think  we  talked  to 
the  welfare  department  initially  when  we  saAv  we  were  growing.  They 
had  indicated  to  us  that  if  we  had  any  trouble  that  they  would  make 
out  two-party  checks  naming  both  the  recipient  and  Excambio  man- 
agement. But  when  the  event  did  occur,  we  were  never  able  to  get  two- 
party  checks. 

Mr.  Blum.  Do  you  remember  who,  at  the  welfare  department,  you 
dealt  with  ? 
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Mr.  Lazarus.  No  ;  sitting  here  today  T  don't. 

Mr,  Blum.  Were  there  many  contacts  with  them  ?  Was  that  one  of 
those  places  that  you  had  to  deal  with  on  a  regular  basis  in  the  course 
of  trying  to  clear  up  the  aflairs  of  the  corporation  ? 

Mr.  Lazarus.  Well,  I  didn't,  but  we  had  a  bookkeeper  who  was  in 
charge  of  both  keeping  the  books  and  collecting  the  rents  and  dealing 
with  the  welfn  vo  department.  She  did  almost  on  a  daily  basis. 

Mr.  Blum.  Wliat  was  her  name  ? 

Mr.  Lazarus.  Carline  Graham,  G-r-a-h-a-m. 

Mr.  Blum.  Do  you  know  where  she  is  located  now  ? 

Mr.  Lazarus.  I  know  she  is  emi)]oyed  in  Brooklyn. 

Mr.  Blum.  In  retrospect,  do  you  think  that  the  idea  was  a  workable 
one? 

Mr.  Lazarus.  It  should  have  worked,  Mr.  Blum,  it  should  have 
worked.  At  the  time  that  we  started  it,  it  had  everything  going  for  it. 
It  was — as  far  as  I  was  concerned,  it  should  have  been  an  extremely 
successful  venture. 

It  was  providing  welfare  recipients  with  proper  accommodations.  It 
was  bringing  in  private  capital  into  areas  where  private  capital  would 
not  normally  be  brought,  and  it  was  providing  an  investment  return 
for  those  people  who  were  interested  as  investors. 

Mr.  Blum.  When  you  were  experiencing  difficulty  in  finding  mort- 
gage money  and  the  problems  with  Eastern,  did  you  go  to  other  mort- 
gage companies?  Did  you  have  any  deals  with  LTnited  Institutional 
Servicing ;  do  you  remember? 

Mr.  Lazarus.  I  do  not  think  we  did. 

Mr.  Blum.  I  can  perhaps  refresh  your  recollection  here.  I  have  a 
letter  showing  payments  on  5'58  Scake  Avenue  in  Brooklyn  for  United 
Institutional  and  signed  by  Carline  Graham,  Excambio  management. 

Is  it  possible  you  had  a  few  ? 

Mr.  Jaffe.  I  don't  think,  to  the  best  of  my  recollection,  that  that 
mortgage  was  originated  with  United.  It  might  have  been  we  might 
have  taken  a  property  subject  to  that  mortgage. 

Mr.  Blum.  I  see.  Did  you  buy  some  property  subject  to  existing 
FHA  mortgages? 

Mr.  Jaffe.  It  would  have  been  very  rare,  but  it  is  possible. 

Mr.  Blum.  There  are  several  other  financial  institutions  whose  names 
crop  up  in  the  records.  The  Lawrence  Cedarhurst  Federal  Savings 
&  Loan,  do  you  recall  dealing  with  them  ? 

Mr.  Jaffe.  Again,  I  am  quite  sure  that  we  must  have  taken  the  prop- 
erty subject  to  their  mortgage.  You  see,  if  their  original  mortgage  had 
been  high  enough,  then  there  would  have  been  no  compulsion  to  pay 
off  that  original  mortgage. 

The  new  Wenhaven  could  have  bought  it,  putting  up  sufficient  cash 
to  then  inventory  that  house. 

Mr.  Blum.  Without  refinancing  it,  in  fact,  and  paying  off  those 
points  to  Eastern. 

Let  me  run  several  of  the  names  past  you.  Colonial  Realty  Co.,  is  that 
one  that — they  seemed  to  be  in  the  mortgage  business  too,  as  a  servicer. 

Mr.  Jaffe.  The  name  is  familiar.  As  a  matter  of  fact,  it  is  even  pos- 
sible that  Eastern  gave  some  of  the  servicing  to  other  institutions. 

Mr.  Blum.  I  see.  We  find  the  name  of  Arrow  Savings  &  Loan  Asso- 
ciation in  Newark,  N.J.,  and  the  Barton  Savings  &  Loan  Association. 
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All  correspondence  relating  to  the  mortgage  payments  due  to  those 
institutions  from  Excambio.  You  have  no  recollection  of  how  they 
occurred  ? 

Mr.  Jaffe.  I  am  not  familiar. 

Mr.  Blum.  Can  you  tell  us  who  Robarland  Realty  is? 

Mr.  Lazarus.  They  were  a  group  of  people  that  bought  houses  from 
Mr.  Wendell. 

Mr.  Blum.  Did  they  buy  them  as  a  group  ?  Is  that  how  that  operation 
worked  ? 

Mr.  Lazarus.  I  think  so ;  yes. 

Mr.  Blum.  Were  those  people  who  you  had  hung  together  ? 

Mr.  Lazarus.  No,  sir. 

Mr.  Blum.  Had  they  been  in  business  with  a  real  estate  company 
prior  to  the  dealings  with  Mr.  Wendell? 

Mr.  Lazarus.  My  recollection  is  that  the  people  who  were  part  of  the 
Robarland  group  were  sophisticated  real  estate  investors. 

Mr.  Blum.  Do  you  have  any  idea  of  who  those  individuals  were? 
Do  you  remember  the  names  of  any  of  them  ? 

Mr.  Lazarus.  There  is  a  man  by  the  name  of — — 

Mr.  Jaffe.  Bernie  Lichtman. 

Mr.  Blum.  Is  he  a  real  estate  man  ? 

Mr.  Lazarus.  Well,  I  know  he  has  a  separate  business.  I  did  not  meet 
him  before  this,  but  I  know  that  he  was  very  much  interested  in  real 
estate. 

Mr.  Blum.  What  was  his  other  business  ? 

Mr.  Jaffe.  I  believe  in  the  kitchen  cabinet  business. 

Mr.  Blum.  I  have,  again  from  the  files  of  the  corporation,  a  memo- 
randum dated  March  22, 1968.  It  is  to  LAL — I  assume  that  is  Mr.  Laz- 
arus— from  BE  J,  Mr.  Jaffe,  and  I  will  read  the  text  of  it  to  you : 

Harry  Bernstein  advises  of  the  following  mortgages  must  be  brought  up  to 
date  by  April  15.  As  I  advised  you,  these  are  conventionals,  and  it  is  my  feeling 
he  is  pushing  to  get  them  to  go  FHA. 

We  then  have  underneath  that,  a  listing  of  a  number  of  ]:)roperties : 
"479  Van  Siclen,  403  Barbey,  175  Alabama,  416  Shepherd,  185  Ala- 
bama, 1513  St.  Marks,  17  Wyona,  and  1701  Park  Place."  And  there's 
an  indication  that  a  carbon  copy  was  sent  to  Carline  Graham. 

What  led  you  to  believe  that  Mr.  Bernstein  wanted  you  to  go  FHA 
on  those  ?  Did  he  say  that  ? 

Mr.  Jaffe.  What  was  the  date  of  that  memo  ? 

Mr.  Blum.  March  22,  1968.  Let  me  pass  this  down  to  you  so  that  you 
can  look  at  it. 

Mr.  Jaffe.  If  my  memory  serves  me  correctly,  there  were  a  group  of 
houses  that  had  been  bought  at  the  beginning  of  the  Wenhaven  opera- 
tion, where  Wenhaven  was  buying  and  getting  financing  from  Eastern 
on  a  conventional  basis. 

And  then,  I  suppose,  in  March  of  1968,  when  the  mortgage  payments 
were  behind,  I  think  Eastern  was  looking  for  us  to  give  them  the  deeds, 
in  effect,  and  let  tliem  have  the  property  sold  to  new  owners. 

Mr.  Blum.  Let  me  see  if  I  can  take  you  tlirougli  this.  When  you  fell 
behind  in  mortgage  payments,  botli  with  respect  to  FHA  mortgages 
and  with  respect  to  the  conventional  mortgages.  Eastern  wanted  you 
to  assign  the  property  to  them,  assign  the  deed  in  lieu  of  foreclosure ;  is 
that  the  procedure  they  were  looking  for  ? 
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Mr.  Lazarus.  I  do  not  know  if  they  were  looking  for  it  but,  you  see, 
the  demise  of  the  operation  came  in  February  and  Marcli  of  1968.  That 
is  when  we  just  could  not  meet  our  obligations.  I  mean  there  was  just 
no  more  funds  to  hire  people  for  the  maintenance  and  the  management 
broke  up  and  other  segments  took  over  the  management  of  those  prop- 
erties at  that  time. 

We  no  more  had  the  funds  to  even  begin  to,  you  know,  to  do  anytliing 
about  it.  So  that  in  a  few — in  some  instances,  in  any  event,  rather  than 
have  a  foreclosure,  I  think  Mr.  Jaffe  would  contact  Eastern  and  tell 
them — well,  they  knew  the  story — and  tell  them  that — or  negotiate 
with  them  to  take  back  a  deed  in  lieu  of  foreclosure. 

Mr.  Blum.  Is  that  your  recollection  ?  The  way  it  worked,  Mr.  JafFe  ? 

Mr.  Jaffe.  I  would  think  so ;  yes. 

Mr.  Blum.  Would  they  take  l3ack  the  deed  in  the  name  of  Jet  Ware- 
house Corp.,  do  you  recall  ? 

Mr.  Jaffe.  I  couldn't  recall.  With  the  FHA's,  they  might  have  even 
gone  direct  to  Fannie  Mae  or  to  the  FHA. 

Mr.  Blum.  Is  it  possible  that  Eastern  took  the  houses  that  you  as- 
signed back  to  them  in  lieu  of  foreclosure  and  then  resold  them? 
Farmed  them  out  to  brokers  and  resold  them  ? 

Mr.  Jaffe.  I  assume  that  that  is  what  they  would  do ;  yes. 

Mr.  Blum.  You  had  no  particular  knowledge  of  that?  It  is  your 
assumpfion  that  what  they  did  was  take  them  back  in  lieu  of  fore- 
closure, find  a  broker,  and  then  resell  them  again,  subject  to  an  FHA 
mortgage? 

Mr.  Jaffe.  It  was  to  the  advantage  of  the  owner  of  the  property  to 
have  the  deed  in  lieu  of  foreclosure,  rather  than  to  have  him  go  through 
a  foreclosure  action. 

Mr.  Blum.  Why  was  it  to  his  advantage  to  do  it  that  way?  Cut  his 
expenses  ? 

Mr.  Jaffe.  I  don't  think  any  homeowner  would  want  to  be  named  as 
a  defendant  in  a  foreclosure  action  if  he  could  avoid  it. 

Mr.  Blum.  Well,  he  was  not  exactly  in  that  position.  It  was  more 
like  an  investment.  Was  there  some  problem  about  that  ?  They  simply 
did  not  want  to  be  named  in  a  foreclosure  action  ?  I  am  not  quite  clear 
about  that. 

Mr.  Lazarus.  It  is  just  that  we  felt  that  for  those  people,  and  it  was 
basically  for  our  own  clients  who,  incidentally  formed — I  mean  as  a 
result  of  my  recommendations  or  my  thoughts  at  the  time,  who  formed 
the  nucleus  of  this. 

We  felt  that  if  it  was  going  to  end  and  money  was  going  to  be  lost, 
it  would  just  be  a  cleaner  way  and  a  more  definitive  way  of  ending  it  by 
giving  the  deed  in  lieu  of  the  foreclosure  procedures. 

Mr.  Blum.  Back  to  Eastern. 

Mr.  Jaffe.  As  a  matter  of  fact,  if  I  recall  correctly,  on  the  conven- 
tioiials.  Eastern  was  willing  to  give  a  hundred  or  200  dollars  for  a  deed 
in  lieu  of  foreclosure. 

Mr.  Chumbris.  It  might  be  pointed  out  that  dealing  on  credit 
bureaus,  the  minute  you  become  a  defendant  in  a  situation  such  as  that, 
you  automatically  have  your  credit  standing  affected,  if  you  went  to  a 
lawsuit  rather  than  the  procedure  you  people  used. 

Mr.  Jaffe.  I  didn't  want  to  have  to  grope  for  an  answer  but  obvi- 
ously it  is  best  not  to  be  a  defendant  in  such  a  litigation. 
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Mr.  Blum.  You  have  no  knowledge  of  what  Eastern  did  with  those 
after?  It  is  an  assumption.  Did  you  attempt  to  sell  off  any  of  the  houses 
yourselves?  Did  you  call  real  estate  people  and  say,  "Gee,  we  are  in 
trouble.  Could  you  resell  this  for  us  ?" 

Mr.  Lazakus.  We  asked  Kurt  Bloom  if  he  could  help  us  dispose  of 
some  of  the  houses. 

Mr.  Blum.  And  was  he  successful  in  doing  that  ? 

Mr.  Lazarus.  No.  as  a  matter  of  fact,  we  constantly  received  calls 
from  brokers  in  that  area  offering  to  buy  the  houses  at  what  we  be- 
lieved to  be  ridiculous  prices. 

Mr.  Blum.  And  what  did  you  tell  the  brokers  ? 

Mr.  Lazarus.  We  just  told  them  that  unless  they  came  up  with  a 
proposition  that  was  fair,  we  would  not  consider  them  on  behalf  of 
our  own  clients. 

Mr.  Blutvi.  Do  you  remember  the  names  of  any  particular  brokers 
who  contacted  you? 

Mr.  Lazarus.  No  ;  I  do  not. 

Mr.  Blum.  Do  you,  Mr.  Jaffe  ? 

Mr.  Jaffe.  No,  sir. 

Mr.  Blum.  What  other  alternatives  were  there  in  disposing  of  those 
houses  ?  Did  you  abandon  any  of  them  ? 

Mr.  Lazarus.  Yes,  sir. 

Mr.  Blum.  How  many  of  them  ?  Do  you  have  any  idea  ? 

Mr.  Lazarus.  No;  I  could  not  name  a  number,  but  a  number  were 
just  abandoned.  Now,  after  we  fell  on  our  face  because  we  could  not 
perform  as  we  promised,  there  were  other  peoj^le  who  took  over  the 
management  of  these  houses. 

Mr.  Blum.  Who  were  the  people  who  took  over  the  management  ? 

Mr.  Lazarus.  Well,  there  was  a  man  by  the  name  of  Sol  Oilman,  who 
was  in  the  maintenance  business  in  East  New  York.  He  took  over  some, 
I  believe.  I  believe  some  of  the  people  gave  him  their  houses  just  to 
get  rid  of  them. 

There  was  a  man,  or  there  is  a  man,  by  the  name  of  Harry  Sussman 
who  was  one  of  the  original  owners  and  worked  in  that  area,  and  he 
took  over  the  management,  and  is  still  managing  some  of  those  houses. 

Mr.  Blum.  Now,  did  those  people  who  took  over  the  management 
of  the  houses  bring  the  mortgage  payment  current  or  did  they  simply 
operate  them  as  long  as  they  could  pending  foreclosure  ? 

Mr.  Lazarus.  I  think  there  was  an  honest  effort  at  least  on  the  part 
of  some  of  them  to  bring  the  payments  to  date,  because  in  the  last 
month  or  45  days  or  60  days  of  our  operation  we  were  not  current. 

Mr.  Blum.  You  were  not  current? 

Mr.  Lazarus.  No,  sir. 

Mr.  Blum.  How  far  in  arrears  might  some  of  those  mortgages  you 
turned  over  to  Mr.  Oilman  have  been  ?  Three  months,  4  months  ? 

Mr.  Lazarus.  It  could  have  been  as  much  as  3  to  4  months. 

Mr.  Blum.  The  correspondence  and  the  records  we  have  received 
indicate  that  quite  a  number  of  your  investors  were  very  angry  when 
Excambio  fell  apart;  is  that  a  fair  way  of  characterizing  their  re- 
action ? 

Mr.  Lazarus.  I  think  that  is  mild. 

Mr.  Blum.  Wliat  sort  of  things  did  they  say  ?  Did  they  feel  that  they 
had  been  taken  or  what  was  their  response  to  the  situation? 
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Mr.  Lazarus.  They  were  just  disgusted.  Some  of  them  did  feel  as 
though  they  had  been  "taken,"  there  is  no  question  about  that. 

Mr.  Blum.  Did  many  of  them  lose  large  sums  of  money? 

Mr.  Lazarus.  Those  who  invested  in  the  Wenhaven  opei-ation,  as  the 
principal  operation,  lost — some  of  them  lost  substantial  sums  of  money ; 
yes,  sir. 

Mr.  Blum.  And  how  much  money  arc  we  talking  about;  $50,000, 
$100,000  ?  What  order  of  investment  was  lost  ? 

Mr.  Lazarus.  I  really  couldn't  answer  that.  At  least  in  the  case  of  one 
or  two  individuals,  as  much  as  $50,000 ;  in  other  instances  it  was  smaller 
amounts,  anywhere  from  $2,500  to  $5,000  and  $10,000,  but  that  money 
was  a  dead  loss. 

Mr.  Blum.  Mr.  Jaffe,  you  said  before  that  you  attended  the  closings 
on  these  deals.  Who,  in  these  situations,  elected  the  title  company  ?  Did 
you,  Mr.  Jaffe  ? 

Mr.  Jaffe.  No  ;  Eastern  did. 

Mr.  Blum.  Eastern  did.  Were  you  ever  paid  any  commission  for  title 
insurance  by  either  county 

Mr.  Jaffe.  On  the  owner's  fee  insurance?  Yes,  we  would  get  a 
commission. 

Mr.  Blum.  Would  you  buy  an  owner's  title  policy  as  a  matter  of 
course  for  the  investors  ? 

Mr.  Jaffe.  Yes,  sir. 

Mr.  Blum.  Would  you  get  a  commission  on  the  mortgagee  portion 
of  the  title  insurance  policy  ? 

Mr.  Jaffe.  No,  sir. 

Mr.  Blum.  ^Ylio  got  that  commission  ? 

Mr.  Jaffe.  I  would  not  know  if  a  commission  was  paid. 

Mr.  Blum.  Do  you  know  if  there  was  an^^  consideration  offered  for 
that  business  by  Inter  County  ? 

Mr.  Lazarus.  Not  to  us. 

Mr.  Jaffe.  From  Eastern  ? 

Mr.  Blum.  Do  you  know  if  there  was  any  consideration  from  Inter 
County  to  Eastern  in  exchange  for  using  Inter  County  as  the  title 
company  ? 

Mr.  Jaffe.  I  wouldn't  know. 

Mr.  Blum.  You  never  heard  discussion  of  that  ?  I  would  guess  you 
have  not  had  any  reason  to. 

Mr.  Jaffe.  No,  sir. 

Mr.  Blum.  How  was  it  tliat  you  learned  that  Inter  County  was  the 
comj^any  that  would  provide  the  title  insurance?  Would  they  simply 
tell  you  when  you  came  in,  "Inter  County  is  the  person  who  does  busi- 
ness here"? 

Mr.  Jaffe.  Well,  in  general,  there  are  some  institutions  that  allow  the 
attorney  for  the  purchaser  to  order  the  title  insurance ;  there  are  some 
institutions  that,  as  a  matter  of  course,  order  it  themselves.  Eastern 
ordered  it  themselves,  although  there  were  occasions  when  I  saw  title 
closings  from  other  companies  there. 

Mr.  Blum.  Was  it  your  practice  to  give  gratuities  to  various  people 
at  the  closings  ? 

Mr.  Jaffe.  Yes,  sir.  Not  various  people,  just  the  title  closer, 

Mr.  Blum.  Just  the  title  closer? 

Mr.  Jaffe.  (Nodding.) 
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Mr.  Blum.  We  had  earlier  testimony  that  the  closings  in  United,  it 
was  not  uncommon  for  the  investor,  the  speculator,  to  give  gratuities 
to  the  title  company  as  well  as  the  closing  attorney.  That  didn't  happen 
at  Eastern,  1  take  it  ? 

Mr.  Jaffe.  Absolutely  not. 

Mr.  Blum.  Mr.  Lazarus,  do  you  recall  a  meeting  that  convened  in 
1968  Tvith  the  various  investors,  United  and  Excambio  to  discuss  the 
matters  that  arose  ? 

Mr.  Lazarus.  Oh,  yes. 

Mr.  Blum.  Can  you  tell  us  roughly  how  many  people  attended  the 
meeting  ? 

Mr.  Lazarus.  Forty. 

Mr.  Blum.  Forty. 

Mr.  Lazarus.  I  am  guessing. 

Mr.  Blum.  And  what  was  the  substance  of  the  discussion,  do  you 
recall  ? 

Mr.  Lazarus.  Yes.  I  just  got  up  and  I  just  explained  to  them  that 
we  were  completely  over  our  head.  We  could  not  do  it  any  longer  and 
that  we  would  have  to  ask  them  to  go  to  their  own  individual  managing 
agent,  if  they  could  find  one.  That  we  had  absolutely  no  funds  left. 

Mr.  Blum.  And  did  a  number  of  them  say,  "Look,  we  will  take  the 
property  back  and  figure  out  some  way  to  handle  this  ourselves?" 

Mr.  Lazarus.  I  do  not  know  how  to  answer  the  question.  Some  did. 
Some  were  very  angry  with  me,  extremely  angry.  They  felt  I  was 
completely  responsible. 

You  see,  when  Mr.  Wendell  left  in  July  1966,  and  it  was  not  quite 
as  simple — and  I  know  Mr.  Wendell  remembers  part  of  it,  but  he  had 
been  ill  and  it  is  the  truth  that  I  told  him  in  the  hospital  that  he  was 
no  longer  required. 

There  was  a  disagreement,  at  the  time,  between  Mr.  Wendell  and  his 
coinvestors  as  to  whether  Mr.  Wendell  was  performing  the  services 
that  he  had  agreed  to  perform.  And  it  has  always  been  a  question  in  my 
own  mind,  for  the  record,  whether  Mr.  Wendell  left  of  his  own  accord, 
precipitated  the  events  that  occurred,  or  whether,  in  fact,  the  other — 
his  partners  asked  him  to  leave.  I  do  not  think  anyone  can  give  that 
answer. 

But  I  know  that  the  investors  then  felt  and,  frankly,  so  did  I,  that 
Mr.  Jaffe  and  I,  after  having  gone  through  this  with  Mr.  Wendell  for 
a  year  and  a  half,  could  continue  the  operation. 

We  then  found  out,  to  our  own  chagrin,  that  we  certainly  could  not. 

Mr.  Blum.  There  was  no  w^ay  to  keep  this  business  afloat  ? 

Mr.  Lazarus.  There  was  no  way  out.  We  could  not  handle  the  main- 
tenance ourselves.  We  hired  a  man  by  the  name  of  Sol  Eoehmer,  who 
had  been  introduced  to  us  as  somebody  who  would  be  expert  in  this, 
and  he  could  not  do  it. 

One  of  the  gentlemen,  by  the  name' of  Messenger,  who  owned  about 
a  dozen  houses,  conventional  houses,  we  signed  a  contract  with  him  for 
him  to  maintain  the  houses,  and  he  walked  away  from  it. 

We  discussed  with  Mr.  Sol  Gilman  his  taking  over  the  maintenance. 
All  we  wanted  was  for  them  to  take  over  the  maintenance  on  the  basis 
of  the  fact  that  our  investor,  our  homeowner,  could  obtain  the  return 
that  we  had  promised  or,  at  least,  a  part  of  that  return. 
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But  the  expenses  had  increased  so  tremendously,  and  the  problems  in 
that  area  so  tremendously,  that  no  one  wanted  to  undertake  that  for  us. 

Mr,  Blum.  What  percentage  of  the  mortgages  were  involved  in  this 
would  you  say  were  FHA  and  what  percentage  would  you  say  were 
conventional  ? 

Mr.  Lazarus.  I  don't  know.  The  majority  were  FHA,  but  that  was 
initially.  But  it  was  our  desire  to  go  away  from  the  FHA. 

Mr.  Blum.  I  recall  that  you  discussed  that  earlier.  You  were  aware 
of  the  limitation  of  four  houses  to  a  single  investor  ? 

Mr.  Lazarus.  I  have  been  so  informed ;  yes. 

Mr.  Blum.  And  that  limitation  you  feel  was  respected  by  Excambio  ? 

Mr.  Lazarus.  To  my  knowledge,  it  was  strictly  adhered  to. 

Mr.  Blum.  Was  it  perhaps  knocked  around  a  bit  by  having  other 
members  of  a  person's  family  take  houses?  Do  you  recall  that?  The 
husband  take  four  and  the  wife  take  four  ? 

Mr.  Jafte.  To  my  knowledge,  I  do  not  believe  so  ever. 

Mr.  Blum.  If  a  joint  tax  return  were  filed  by  a  husband  and  wife, 
the  tax  shelter  would  be  available  to  cover  husband's  income  or  wife's 
income,  wouldn't  it  ? 

Mr.  Lazarus.  I  am  not  a  tax  practitioner,  but  I  do  assume  so. 

Mr.  Blum.  Did  it  ever  occur  to  you  that  the  FHA  rule  of  no  more 
than  four  to  a  customer  may  have  been  invoked  or  may  have  been 
placed  by  FHA  because  FHA  knew  that  you  could  not  really  handle 
more  than  four  of  that  kind  of  property  reasonably  ? 

Mr.  Lazarus.  I  really  do  not  know,  because  this  is  the  first  time  Mr. 
Jaffe  and  I  ever  got  involved  in  a  real  estate  venture  of  any  kind  of 
this  size.  So  I  have  no  idea  wh}^  that  restriction  was  placed. 

Mr.  Blum.  What  were  the  nature  of  the  conversations  that  you  had 
with  Mr.  Bernstein  ?  Did  you  know  Mr.  Bernstein  ? 

Mr.  Lazarus.  I  did. 

Mr.  Blum.  What  were  the  nature  of  your  contacts  with  him  ? 

Mr.  Lazarus.  I  believe  that  I  had  only  one  contact  with  Mr.  Bern- 
stein and  that  was — ^it  must  have  been  in  July  or  August  of  1966,  when 
we  had  the  accounting  firm  of  Touche-Ross  take  over  our  books. 

They  prepared  an  opening  statement  and  in  connection  with  the 
banks  we  went  to,  we  also  went  to  Eastern  Service,  to  see  whether  we 
could  borrow  from  him.  Not  just  now  borrowing  on  a  house-to-house 
basis,  but  if  we  showed  a  statement  of  a  quarter  of  a  million  dollai"S, 
and  we  were  in  business,  and  that  it  was  a  good  record,  that  they  would 
advance,  as  a  loan,  an  amount  of  capital. 

Of  course,  they  said  before  that  we  were  unsuccessful,  but  we  also 
went  to  Mr.  Bernstein  to  see  whether  he  would  do  that,  because  we 
understood  that  he  was  the  largest  on  Long  Island,  and  he  refused. 

Mr.  Blum.  He  then,  obviously,  was  fully  aware  of  the  nature  of  the 
business.  Did  he  feel  he  had  a  lock  on  Excambio's  mortgage  business 
and  would  show  no  reason  for  him  to  invest  further  ? 

Mr.  Lazarus.  An  opinion  I  think,  sir.  As  a  matter  of  fact  and,  again, 
forgive  me,  I  am  not  that  sophisticated  nor  was  I  at  that  time  in  the 
financing  area,  but  I  had  the  feeling  that  Eastern  Service  was  almost 
the  only  service  company  you  could  go  to. 

I  just  had  that  feeling  that  he  did  that  big  a  business.  He  was  the 
largest  mortgage  broker  on  Long  Island  and  when  Mr.  JafFe  was  not 
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there  on  a  few  closings  that  I  handled  personally,  if  he  had  10  closing 
rooms,  they  were  all  full  and  all  the  people  were  waiting  for  the  next 
ones. 

Mr.  Blum.  An  enormous  volume  of  business.  Mr.  Jaffe,  did  you  have 
any  conversation  with  Mr.  Bernstein  ? 

Mr.  Jaffe.  I  was  out  at  the  Eastern  office,  you  know,  very  often  and 
other  than  exchanging  pleasantries,  I  cannot  recall  any  specific  meet- 
ing with  him ;  no,  sir. 

Mr.  Blum.  And  to  go  back  to  that  memorandum,  you  have  no  further 
recollection  of  specific  discussion  of  FHA  conversion  and  what  have 
you  ? 

Mr.  Jaffe.  No,  sir ;  I  do  not. 

Mr.  Lazarus.  I  may  have  had  one  other  conversation  with  Mr.  Wen- 
dell, and  that  was  over  the  points  he  was  charging. 
Mr.  Blum.  What  was  the  substance  of  that  ? 

Mr.  Lazarus.  Pleading  with  him  to  reduce  the  points.  They  had  be- 
come— and  I  disagree  with  what  Mr.  Wendell  said  before.  The  number 
of  points  that  were  paid,  to  my  knowledge  had  nothing  to  do  with  the 
quality  of  the  house. 

Mr.  Wendell  disagrees  with  me,  but  my  recollection  is  the  number  of 
points  depended  upon  the  money  market  at  the  time ;  and  when  money 
was  tight,  I  seem  to  remember  that  he  went  up  to  as  high  as  14  points 
on  a  mortgage. 

So  that  if  you  had  a  mortgage  at  $16,000,  you  were  paying  Mr.  Bern- 
stein in  points  alone  $2,000,  and  I  think  that  on  Mr.  Wendell's  behalf, 
I  went  with  Mr.  Wendell  to  see  Mr.  Bernstein  and  we  just  could  not 
move  him.  That  was  it. 

Mr.  Blum.  Did  it  ever  occur  to  you  to  try  to  find  some  other  mort- 
gage company  w^hich  would  not  charge  you  as  much  points  ? 

Mr.  Lazarus.  From  what  I  understand  from  Mr.  Wendell,  the 
smaller  mortgage  companies  were  charging  even  more. 

Mr.  Blum.  "VVlien  some  of  the  investors  became  very  insistent,  was 
there  any  way  of  your  satisfying  them  ?  Were  any  of  them  ever  paid 
off  to  any  degree  ? 

Mr.  Lazarus.  Well,  yes.  In  a  number  of  instances,  there  were  moneys 
due  to  the  fuel  company.  In  a  number  of  instances,  I  personally  paid 
those  fuel  bills. 

In  addition  to  that,  there  were  some  people  who  had  bought  some 
houses  at  the  end,  at  the  end  of  our  operation,  and  they  felt  that  it  was 
wrong  of  us — not  unfair — but  wrong  of  us  to  even  sell  them  a  house 
at  that  stage  of  the  operation,  and  they  were  not  wrong. 

Actually,  they  should  not  have  been  sold  a  house.  The  wish  Avas 
father  to  the  thought.  We  thought  we  could  do  it.  We  could  not. 
I  personally  reimbursed  them  for  the  ^ost  of  the  houses. 
Mr.  Blum.  What  was  the  effect  of  this  whole  affair  on  your  law 
practice  and  on  your  relationship  with  the  clients  that  you  had  steered 
into  this? 

Mr.  Lazarus.  Thank  God  I  had  some  nice  clients.  Although  they  held 
it  against  me,  and  I  can't  say  that  my  practice  was  not  affected,  it  was, 
but  not  as  badly  as  I  thought  it  could  have  been. 

If  I  may,  I  would  like  to  clear  one  other  thing  up  that  Mr.  Wendell 
said.  We  never  received  a  commission  on  the  sale  of  the  houses.  A&  a 
matter  of  fact,  if  Mr.  Wendell's  memory  would  come  back  to  him,  on 
the  very  first  house  that  he  sold  to  a  client  at  my  office,  he  offered  us  a 
commission  check  which  I  tore  up.  I  explained  to  him  that  I  was  in 
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the  practice  of  the  law,  and  I  was  not  going  to  take  any  commissions  on 
any  work  that  I  did  for  him. 

With  respect  to  our  compensation,  though  we  received  in  1967,  if 
that  be  the  figure,  $47,000,  that  is  not  a  realistic  figure. 

Mr.  Jaffe  and  I  had  occupied  two  small  rooms  in  another  attorney's 
office.  As  this  grew,  and  we  really  had  faith  in  it,  we  took  on  a  3,000- 
foot  floor,  and  we  furnished  it  ourselves  at  a  substantial  cost.  If  I  re- 
member, it  was  over  $40,000. 

We  hired  other  attorneys  because  we  were  that  active.  So  that  was  to 
compensate  us  in  part  for  what  we  were  doing  for  the  operation. 

So  I  want  it  clear  that  we  accepted  no  commissions  at  any  time. 

Mr.  Blum.  Do  you  feel  that  on  balance  you  made  or  lost  money  in 
your  association  with  Mr.  Wendell  ? 

Mr.  Lazarus.  I  am  sad  to  say  that  I  think  that  on  balance  we  lost 
money,  but  that  was  not  Mr.  Wendell's  fault.  I  do  not  want  to  leave 
the  committee  with  that  idea. 

I  think  that  his  thought  was  an  exceptionally  clever  one,  and  it  could 
have  worked  to  everybody's  advantage. 

In  addition,  Mr.  Blum,  if  you  will,  when  this  thing  started  to  grow, 
I  asked  Mr.  Wendell,  Mr.  Jaffe,  and  I,  to  charge  us  with  the  manage- 
ment to  protect  the  peojile  that  we  were  bringing  into  that. 

He  agreed  to  that.  We  asked  him  to  get  the  best  accounting  firm  he 
could  on  the  books  because  we  wanted  no  problems,  and  that  is  how 
Touche  Koss  got  hired. 

Mr.  Blum.  And  those  guarantees  were  obviously  not  adequate  to 
the  situation? 

Mr.  Lazarus.  No,  sir;  they  just  were  not.  That  was  an  economic 
circumstance. 

Mr.  Blum.  Nowhere  along  the  line  did  you  have  the  feeling  that  you 
were  doing  anything  improper?  Anything  that  evaded  FHA  regula- 
tion, or  anything  tliat  might  have  even  remotely  smacked  of  illegality  ? 

Mr.  Lazarus.  Absolutely  not.  In  the  beginning  I  had  a  qualm  about 
the  entire  operation.  It  just  seemed  too  good  to  be  true.  It  was  working 
that  smoothly. 

But  at  a  given  point,  a  number  of  people,  and  one  in  particular,  a 
gentleman  who  invested  a  substantial  amount  of  money,  came  in  with 
his  accountant  and  his  attorneys  and  his  accountant,  I  believe,  did  an 
audit  of  our  books. 

He  gave  us,  I  suppose,  a  breakdown  of  mode  of  operation.  I  believe 
you  took  that  from  us.  He  gave  us  a  projection  based  upon  our  past 
history. 

And  with  men  that  I  believed  were  sophisticated,  as  the  Robar  Land 
group,  and  invested  the  moneys  that  they  did,  we  felt  that  we  were  not 
wrong:  that  this  could  have*  been,  or  would  have  been  a  successful 
operation. 

Mr.  Blum.  But  coming  back  to  that  FHA  rule,  that  limitation  of 
four  to  a  customer,  did  it  ever  occur  to  you  that  that  limitation  was  to 
prevent  FHA  programs  from  being  uskl  as  a  device  to  set  people  up 
in  the  real  estate  business  with  a  relatively  limited  amount  of  capital? 

Mr.  Lazarus.  I  do  not  understand  your  question.  It  is  a  long  one. 

Mr.  Blum.  Well.  FHA  says  that\you  can't  have  more  than  four 
houses  in  which  you  don't  live  subject  to  Government  insurance.  The 
basic  intent  of  the  Housing  Act  is  to  guarantee  homeownership  for 
individuals,  and  perhaps  in  a  case  of  that  program,  some  additional 
ownership  where  the  individual  himself  is  managing. 
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The  entire  thrust  of  this  operation  was  to  use  this  Government  insur- 
ance or  guarantee  program  which  expanded  over  many  investors,  and, 
in  effect,  allowed  one  corporation  to  manage  many,  many  properties. 

Did  you  ever  have  the  feeling  that  this  was  an  evasion  of  the  inten- 
tion of  the  Federal  housing  program  ? 

Mr.  Lazarus.  No;  because  I  frankly  never  understood  why  there 
was  the  limitation.  I  understood  why  the  downpayment  was  higher  in 
the  case  of  a  nonoccupant  owner. 

Mr.  Blum.  You  have  testified  that  the  city  welfare  department  was 
aware  of  your  operation ;  that  the  Dime  of  Williamsburg  was  aware  of 
it,  as  were  a  number  of  other  banks  that  you  approached  in  an  effort 
to  borrow  money. 

Do  you  think  that  FHA  was  aware  of  it  because  of  the  number  of 
houses  you  were  closing  ?  Did  you  ever  have  any  contact  with  them  ? 

Mr.  Lazarus.  We  never  had  any  contact  with  the  FHA. 

Mr.  Blum.  That  was  all  Mr.  Bernstein  ? 

Mr.  Lazarus.  That  was  all  Mr.  Bernstein. 

Mr.  Jafte.  Wliat  they  did  know,  without  any  question,  was  that  all 
these  houses  were  being  bought  by  owner  nonoccupants. 

Mr.  Blum.  They  knew  that  there  was  a  large  volume  of  owner  non- 
occupants  coming  from  a  particular  neighborhood  in  Brooklyn  ? 

Mr.  Jaffe.  Right. 

Mr.  Blum.  That  would  be  the  only  clue  to  the  operation  that  they 
might  have? 

I  have  no  further  questions,  Mr.  Chairman. 

Mr.  O'Leary.  Mr.  Lazarus,  perhaps  you  have  already  given  testi- 
mony on  this  point  and  I  missed  it.  I  was  gone  for  a  brief  period. 

Approximately  how  many  properties  did  Excambio  manage  ? 

Mr.  Lazarus.  I  am  not  sure  at  this  date.  It  could  have  been  as  much 
as  150,  but  I  think  Mr.  Wendell — his  figure  is  all  off. 

That  is  within  the  ball  park.  Ten  or  To  or  20,  either  which  way.  It  is 
in  that  area. 

Mr.  O^Leary.  Excambio  was  in  existence  from  when  to  when, 
approximately  ? 

Mr.  Lazarus.  I  am  guessing — about  two  and  a  half  years. 

Mr.  O'Leary.  That  would  be  somewhere  from  1967  to  1969—1966 
to- 


Mr.  Lazarus.  No.  It  ended  in  the  very  early  part  of  1968.  I  think 
we  started  it  in  1965. 

Mr.  O'Leary.  You  indicated  some  very  specific  disagreement  with 
Mr.  Wendell's  testimony  as  to  the  reason  points  were  paid,  or  one  of 
the  reasons  that  points  were  paid. 

Wasn't  it  common  knowledge  that  mortgage  companies  competed 
in  that  area  for  getting  essentially  bad  deals  through  the  FHA 

Mr.  Lazarus.  I'm  sorry.  I  didn't  hear  you. 

Mr.  O'Leary.  Wasn't  it  common  knowledge  at  the  time  that  different 
mortgage  companies  competed  on  the  basis  of  getting  bad  deals  through 
the  FHA? 

Mr.  Lazarus.  Not  to  my  knowledge. 

Mr.  O'Leary.  Mr.  Jaffe? 

Mr.  Jaffe.  Not  to  my  knowledge,  sir. 

Mr.  O'Leary.  The  testimony  of  both  of  you  is  that  Eastern  did  not 
have  such  a  reputation;  namely,  one  tliat  it  could  get  practically  any 
deal  through  ?  You  never  heard  that  in  the  course  of  two  and  a  half 
years  ? 
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Mr.  Jaffe.  Not  I,  sir, 

Mr.  Lazarus.  If  I  may,  sir,  that  is  pure  conjecture.  We  knew  that 
they  dealt  with  them  as  close  as  they  did.  My  recollection  is  that  the 
FHA  was  in  the  same  buildino;,  so  we  assumed  a  relationship  between 
Eastern  and  the  FHA. 

Mr.  O'Leary.  One  last  question.  Do  you  know  how  many  Excambio 
managed  properties  ended  up  in  foreclosure? 

Mr.  Lazartjs.  No  ;  that  we  don't. 

Mr.  Chtjmbris.  I  am  not  so  sure  that  it  will  be  clear  in  the  record. 
You  started  off  with  the  premise  that  you  handle  conventional  loans. 
Is  that  correct  ? 

Mr.  Lazarus.  Yes. 

Mr.  Chumbris.  As  these  questions  went  back  and  forth,  the  im- 
pression in  the  record  is  going  to  be  that  you  ended  up  with  a  lot  of 
FHA  loans. 

Mr.  Lazarus.  It  started  FHA. 

Mr.  Chumbris.  You  moved  from  FHA?  I  would  like  to  get  it  clear 
for  the  record  because  I  am  sure  you  gentlemen  would  want  to  be  clear. 

Mr.  Jaffe.  There  were  always  some  deals  that  were  FHA,  and  some 
deals  that  were  conventional.  There  were  always  more  FHA  deals  than 
conventional  deals. 

There  came  a  point  in  time  when  it  was  recognized  that  we  would  be 
better  off  only  on  conventional  deals  if  that  could  happen. 

That  is  when  the  new  corporation  was  formed.  Substantial  capital 
was  put  in.  Mortgages  were  originated  by  the  Wenrus  Corp.,  and  then 
they  tried  to  sell  at  least  a  participation  interest  in  those  mortgages 
to  other  institutions. 

Throughout  the  entire  period  of  time,  they  were  doing  FHA's. 

Mr.  Chumbris.  Now,  let's  say  the  added  venture  of  going — at  first 
you  said  that  about  70  or  80  persons,  investors,  were  in  the  buying  of 
the  houses,  and  then  Mr.  Wendell  thought  that  perhaps  because  of  the 
fact  that  Eastern  was  raising  its  fees,  or  their  interest,  or  whatever 
the  case  may  be,  he  decided  to  go  into  his  venture  of  creating  his  own 
mortgages. 

Is  that  right? 

Mr.  Jaffe.  Eastern  was  only  part  of  it.  The  other  part  was  that 
the  price  of  the  house  that  was  FHA'able  was  always  increasing 
throughout  this  time. 

Mr.  Chumbris.  Then  you  created  the  second  corporation? 

Mr.  Lazarus.  That's  right.  The  Wenrus  Corp. 

Mr.  Chumbris.  You  had  about  12  people  in  that? 

Mr.  Lazarus.  The  12  people  were  in  Wenhaven.  Wenhaven  owned 
all  the  stock  in  Wenrus  and  Excambio.  So  it  was  one  unit  under  three 
corporate  entities  doing  three  different  things. 

Mr.  Chutvibris.  Wimt  I  was  trying  to  get  at  for  the  record,  did  this 
move  of  trying  to  create  a  separate  unit  for  the  mortgages  have  any 
impact  on  the  failings  as  a  result  ? 

Mr.  Lazarus.  It  had  an  impact  to  the  extent  that  we  were  able  ini- 
tially to  sell  our  mortgages,  the  mortgages  we  took,  to  the  banks  on  a 
conventional  basis. 

It  killed  us  when  the  bank  stopped  because  then  we  thought — well. 
for  example,  Mr.  Sharkey  at  tlie  bank — figures,  now — I'm  not  sure,  but 
they  initially  took  a  package  of  four  from  us. 
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That  meant  they  gave  us  $40,000.  That  was  $40,000.  At  the  second 
meeting  they  took  three  more.  So  we  now  had  $70,000  back  out  of  the 
moneys  that  we  had  laid  ont  to  buy  the  houses  all  cash. 

Now  when  they  stojiped,  we  still  had  an  inventory  of  houses  which 
were  bought  anticipating  we  could  discount  them  with  the  Williams- 
burg Bank  and/or  one  of  the  other  banks  that  we  had  approached. 

But  at  that  juncture,  that  is  when  the  banks  cut  us  off  completely, 
and  they  just  would  not  give  mortgage  money,  conventional  mortgage 
money,  in  the  East  New  York  area, 

Mr.  Chumbris.  That  is  the  point  of  my  question.  Let  us  assume  that 
you  never  once  went  into  this  facet  of  creating  your  own  loans  and 
selling  them  to  the  banks.  Would  you  have  fallen  into  the  difficulty 
that  you  finally  reached  ? 

Mr.  Lazarus.  Yes,  we  would  have. 

Mr.  Chumbris.  You  would  have  ?  So  that  did  not  enter  into  it  ? 

Mr.  Lazarus.  It  hastened  it. 

Mr.  Chumbris.  Well,  the  only  purpose  of  my  getting  into  this  area 
is  the  testimony  of  Franklin  Thomas  who  is  the  president  of  the  Bed- 
ford-Stuyvesant  Restoration  Corp. 

He  testified  in  his  statement,  and  I  would  give  you  the  page  number, 
but  he  did  not  number  the  pages.  I  will  read  it.  It  is  about  halfway 
down. 

However,  prior  to  Restoration's  involvement  in  tlie  area  of  liome  credit,  mort- 
gage loans  on  reasonable  terms  for  small  and  medium  sized  residential  properties 
were  not  available  in  Bedford-Stuyvesant  as  they  were  in  other  areas. 

The  volume  of  FHA  insured  loans  was  very  low.  The  area  was  red  lined  by 
FHA  and  most  banks.  The  mortgage  loans  that  were  available  were  obtainable 
only  at  a  very  high  effective  interest  rate. 

The  pattern  of  financing  that  emerged  usually  involved  several  concurrent  mort- 
gages on  a  single  home,  with  very  short  pay  back  periods. 

He  goes  on  to  point  out  that  following — there  is  an  illustrative  ex- 
ample. I  will  read  that  back  into  the  record. 

A  family  desired  to  purchase  an  eighteen  thousand  dollar  home  would  be  re- 
quired to  pay  two  thousand  dollars  as  a  cash  down  payment.  They  would  then 
have  to  finance  the  balance  with  two  mortgages  totalling  eighteen  thousand  in 
face  value  (But  discounted  to  net  them  only  sixteen  thousand). 

The  first  one,  the  twelve  thousand  dollar  one  payable  in  ten  years,  and  the 
second,  the  six  thousand  dollar  loan,  payable  in  five  years. 

It  goes  on. 

Assuming  the  interest  would  amount  to  about  $249  per  family,  whereas  if  you 
went  through  a  twenty-five  year, — I  assume  he  is  talking  about  an  FHA  loan — 
it  would  only  be  about  $103  a  month. 

Now,  the  type  of  conventional  loans  that  were  obtained  in  your  op- 
eration, would  that  be  similar  to  the  example  he  has  used  here  ? 

Mr.  Lazarus.  Oh,  no,  sir. 

Mr.  Chumbris.  It  would  not  ? 

Mr.  Lazarus.  Oh,  no.  Our  conventional  loans  were  straight  mort- 
gages. As  a  matter  of  fact,  in  addition  Wenrus,  was  able  to  sell  our 
mortgages  to  private  sources. 

One  of  our  stockholders,  I  believe,  bought  a  series  of  about  seven  or 
eight  mortgages  himself,  but  they  were  just  single  mortgage.  There 
was  no  double  mortgaging,  no  purchase,  no  second  mortgage,  or  any- 
thing like  that. 

Mr.  Chumbris.  But  you  did  point  out  in  your  statement  earlier  that 
you  felt,  and  I  guess  your  partner,  and  Mr.  Wendell  felt  that  the  op- 
eration as  it  started  initially  was  one  that  was  needed  for  that  partic- 
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iilar  area,  and  one  that  could  have  been  successfully  operated  had  you 
not  run  into  the  problems  ? 

[Testimony  resumes  on  p.  859.] 

Material  Relating  to  the  Testimony  of  Lester  A. 
Lazarus  and  B.  Edward  Jaffe 

EXHIBIT  1 
List  of  Authorized  Signatures 

Authorized  Signator's  on  Corporate  CHECKb 

Excambio  Management :  Chase  Manhattan  Bank,  60  East  42nd  Street :  Lester 
A.  Lazarus,  B.  Edward  Jaffe. 

Security  Savings  Account,  Federation  Banlc  &  Trust  Company  :  Lester  A.  Laza- 
rus, B.  Edward  Jaffe. 

Wenhaven  Realty  Corp.,  Cliase  Manhattan  Banlv :  Morris  Wendell,  Corinne 
Wendell,  Kurt  Bloom. 

The  Wenhaven  Corp.,  Federation  Bank  &  Trust :  Morris  Wendell,  Kurt  Bloom. 
Corinne  Wendell,  Sol  Goldberg. 

The  Wenhaven  Corp.,  Payroll  Account  Federation  Bank :  Morris  Wendell, 
Marie  Hey  man. 

The  Wenrus  Corp.,  Chase  Manhattan  Bank :  Morris  Wendell,  Kurt  Bloom, 
Corinne  Wendell. 

(The  memorandum  referred  to  follows :) 

(Material  relating  to  testimony  of  Lester  Lazarus  and  B.  Edward  Jaffe:) 

Exhibit    2. — Memorandum    to    Lester    Lazarus    From    Edward    Jaffe    Dated 

March  22,  1968 

Mach  22,    J.968 

TO:  LAL 

FROM:  BE J 


Harry  Bernstein  advises   that  the  following  mortgages  must  be  brought 
up  to  date  by  April   15th. 

As   I  advised  you,    these  are  conventtonals  and  it  is  my  feeling  that 
he  is  pushing  to  get  them  to  go  FHA.  aULj 

rUj^^'479  Van  Siclen?^,  W  Vi  f  --       /       r^ 
0      403  Barbey 
175  Alabama 
416  Shepherd 
185  Alabama 
1513  St.  Marks  vZ/t/^^ 

^^^^2^;^^_^-1701  Park  Place 


bej/ea 

CC:    CARLINE  GRAHAM 

83-703  O — 73— pt.  2b- 
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Projection  of  Wenhaven  Operations 
EXHIBIT  3 

100  HOUSES  PER  YEAR-PROJECTION 
THE  WENHAVEN  CORP.  AND  SUBSIDIARIES  PROJECTION  1967 


Total 


Wenhaven 
Wenrus 


Excambio 


$30,  000 
15, 600 
10,  400 
9,100 
6,500 


71,600 


500, 000 


500,  000 


71,600 
2,020 

48,  000 
6,000 

14,  400 


3,745 


600 
21,912 


2,400 
2,400 


10,  400 
7,  020 
6,500 
4,680 
6,500 
2,600 


37,  700 


44,  388 
16,  200 


60,  588 


Payroll: 

Morris  Wendell,  president  ($2,500  per  month) $30,000 

Kurt  Bloom,  supervisor  ($300  per  week) 15,600 

Norman  Greenspun,  controller  ($200  per  \Neek) 10,400 

Herman  Horowitz,  bookkeeper  ($175  per  week) 9, 100 

Carline  Graham,  clerk  ($125  per  week) 6,  500 

Frank  Cooperman,  supervisor  ($200  per  week) 10,  400 

Harold  Wagner,  clerk  ($135  per  week)._ 7,  020 

Sylvester  Williams,  maintenance-rent  ($125  per  week) 6,  500 

William  Lewis,  maintenance-rent  ($90  per  week) 4,680 

Roscoe  Black,  maintenance  ($125  per  week) 6,  500 

Robert  Black,  maintenance  ($50  per  week) 2,600 

Total  payroll  ($1,525  per  week) 109,300 

Income: 

Excambio,  9  percent,  137  units  ($27  per  month) 44,388 

Excambio  9  percent,  100  units  ($13.50  per  month) 16,  200 

Wenhaven  sales  100  unitsat  5,000. _._.  500,000 

Total  income. _ _ 560,588 

Expenses: 

Payroll,  Above 109,300 

Payroll  taxes,  NYUC  0.034  FUC  .004  SS  .044 4, 170 

Lester  Lazarus,  legal  ($4,000  per  month) .._ 48,000 

Audit  ($500  per  month) 6,000 

Rent  ($1,200  per  month),. 14,400 

Telephone  ($100  per  month) 1,  200 

Auto  rental  ($312.04  per  month) 3,745 

Auto  and  truck  expenses  (incl.  ins )  ($200  per  month) 2, 400 

Office  supply  and  expenses  ($100  per  month) 1,  200 

Interest  expense  ($1,826  per  month). 21,912 

Frank  Cooperman  expenses  ($100  per  week) 5,200 

Repairs  and  maintenance  materials  ($1,000  per  month) 12,000 

Contractors  and/or  maintenance  men  $1,800  per  month).. 21, 600 

Travel  and  entertainment  ($200  per  month) 2,400 

Directors'  fees,  4  meetings  (6  directors  at  $100) 2,400 

Miscellaneous  (insurance,  contribution,  extra  legal,  etc.) 

Total  expenses 

Net  profit  or  (loss) 

Transfer  Excambio  Loss  (2,244  House  month  at  $10.37) 

Net  profit  before  taxes 

Faxes  Federal  22-26-28  City  5i^  State  5H -- 

Available  for  dividends  $28.86  per  share  equal  28.86  percent 


37,  700 
2,150 


1,200 


2,400 
600 


5,200 
12,  000 
21,  600 


7,  500 

6,500 

1,000 

263,  427 

179, 577 

83,  850 

297, 161 

320,  423 
(23,  262) 

(23,  262) 
23,  262 

297, 161 
152,861  ... 

297,161  ... 

144, 300  . 

1  No  provision  for  profit  on  mortgage  points. 

2  No  provision  for  reduction  of  interest  expenses  after  bank  takes  mortgages. 

3  Assumed  sale  of  100  units  at  even  rate  during  year. 

*  Each  additional  house  sold  will  yield  $5,000  profit  plus  $27  per  month  before  taxes. 
»  No  provision  made  for  rehabilitation  units  project. 
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Rental      Straight  line  50  percent 

cash       depreciation  bracket  cash 

flow  15yrs    Taxable  profit      flow  after  tax 


Annual  amortization  $14,000  15  years: 

$588 

$630_ 

$672 

$714 

$756 

$798 

$854 

$910 

$952 

$1,022 

$1,078... 

$1,148 

$1,218 

$1,288 


720 

1,133 

175 

632 

720 

1,133 

217 

611 

720 

1,134 

258 

591 

720 

1,133 

300 

570 

720 

1,133 

342 

549 

720 

1,134 

385 

527 

720 

1,133 

441 

499 

720 

1,133 

497 

471 

720 

1,134 

540 

450 

720 

1,133 

610 

415 

720 

1,133 

666 

387 

720 

1,134 

735 

352 

720 

1,133 

805 

317 

720 

1,133 

895 

282 

Note:  Last  year  net  cash  return  after  taxes  equal  6.26Ji  percent  based  on  $4,500  investment.  Col.  1  plus  col.  2  minus 
col.  3  equal  col.  4. 

EXHIBIT  4 

Letter  from  Leonard  L.  Bellet  to  the  Senate  Antitrust  and  Monopoly 
Subcommittee  dated  May  23,  1972 

Flair  fob  Fashion, 
Richmond,  Va.,  May  23, 1972. 
Mr.  Jack  A.  Blum, 

Assistant  Counsel,  Antitrust  and  Monopoly  Subcommittee, 
Washington,  D.C. 

Dear  Mr.  Blum  :  Per  your  request  and  in  a  spirit  of  full  cooperation,  I  am 
enclosing  the  entire  file  with  regard  to  the  Wenhaven  and  Excambio  matters. 

A  great  deal  of  time  has  elapsed  since  I  was  completely  familiar  with  those 
problems.  I  apologize  for  not  being  able  to  give  you  more  information  than  that 
which  is  enclosed. 

Since  I  am  mo.st  anxious  to  see  justice  done  and  also  to  recover,  if  possible,  my 
great  losses  please  feel  free  to  call  on  me  when  necessary. 

After  you  have  u.sed  this  information  plea.se  return  it  to  me  so  that  the  memory 
of  a  bad  deal  will  be  a  warning  for  the  futux-e. 
I  remain  most  cooperatively. 
Sincerely  yours, 

liEONARU  L.  Bellet. 


Letter  to  Lester  Lazarus  From  Leonard  Bellet  Dated  Dec.  13,  1966 

EXHIBIT  5 

Flair  for  Fashiox, 
Richmond,  Va.,  December  13, 1966. 
Wenhaven  Realty  Corp., 
New  York,  N.Y. 
(Attention  of  Mr.  Lester  A.  Lazarus) . 

Dear  Lester  :  It  was  nice  meeting  with  you  last  week.  I  was  particularly  im- 
pressed with  your  operation,  and  I  want  to  thank  you  for  the  courtesies  extended 
to  me  and  for  your  patience  and  understanding  I  am  most  grateful. 

After  great  consideration  I  have  decided  to  purchase  two  units,  the  check.s  for 
which  are  enclosed  herewith  in  the  amount  of  $9000.  Please  see  what  you  can  do 
and  ask  also  Mr.  Wendell  to  select  two  nice  units. 

I  assume  that  the  papers  and  agreements  will  be  sent  to  me  within  a  reasonable 
time. 

Please  arrange  to  put  the  property  in  the  name  of  Leonard  L.  Bellet  and 
Selma  G.  Bellet,  4706  Monument  Avenue,  Richmond,  Virginia. 
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If  there  are  any  further  questions  or  details  on  either  of  our  parts  I  think  it 
would  probably  be  wise  to  use  the  telephones. 

I  have  also  decided  that  I  would  like  to  purchase  in  that  holding  company  an 
amount  of  stock  in  the  value  of  $5000.  I  am  so  advising  Norman  Greenspun  today. 
If  this  is  available  he  will  advise  me  as  to  whom  to  issue  the  check  and  that  will 
for  the  moment  get  us  started. 

It  is  my  hope  that  this  is  the  start  of  a  very  pleasant  profitable  and  important 
relationship  between  all  of  us  and  I  shall  look  forward  to  meeting  you  soon  again 
and  also  to  the  prospect  of  acquiring  additional  units. 
Most  sincerely, 

Leonard  L.  Bellet. 

Enclosures. 


EXHIBIT  6 

Wenhaven  Corp.,  financial  statement  to  Dec.  31, 1966 

The  Wenhaven  Corp.  and  Subsidiary  Companies — Report  on  Examination  of 
Financial  Statements  and  Additional  Information  for  Period  From  July  1, 
1966  (Inception)   to  December  31,  1966 

ToucHE,  Ross,  Bailey  &  Smart, 

Newark,  N.J.,  February  28, 1967. 
Board  of  Directors, 
TJie  Wenhaven  Corp., 
New  York,  N.Y. 

We  have  examined  the  accompanying  consolidated  balance  sheet  of  The  Wen- 
haven Corp.  and  subsidiary  companies  as  of  December  31,  1966,  and  the  related 
consolidated  statement  of  income  and  retained  earnings  for  the  period  July  1,  1966 
(date  of  inception)  to  December  31,  1966.  We  have  assisted  the  Corporations  by 
summarizing  transactions  recorded  by  Company  employees  on  its  records  and  by 
making  appropriate  adjustments. 

Except  that  we  have  assisted  in  summarizing  transactions  and  making  ai> 
propriate  adjustments  our  examination  was  made  in  accordance  with  generally 
accepted  auditing  standards,  and  accordingly  included  such  tests  of  the  account- 
ing records  and  such  other  auditing  procedures  as  we  considered  necessary  in  the 
circumstances. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly  the 
consolidated  financial  position  of  The  Wenhaven  Corp.  and  subsidiary  com- 
panies at  December  31,  1966  and  the  results  of  their  consolidated  operations  for 
the  six  months  then  ended,  in  conformity  with  generally  accepted  accounting 
principles. 

Touche,  Ross,  Bailey  &  Smart, 

Certified  Public  Accountants. 

Consolidated  balance  sheet,  Dec.  31,  1966 

ASSETS 

Current  assets : 

Cash  $100, 530 

Receivables : 

Rent  arrearages 12,  597 

Mortgages  receivable,  current  installments 15,924 

Other 9,  310 

Property  held  for  sale,  at  cost  (collateralize  mortgages  payable)—  74,  344 

Deposits  on  real  properties  (note  2) — .: 18,752 

Total  current  assets 231,457 

Mortgages  receivable,   of  which  $113,867  collateralize  notes  payable, 

less  current  installments 348,472 

Deferred  renovation  costs  (note  1) 14,707 

Rental  property,  at  cost  (collateralize  mortgages  payable) 35,301 

Utility   deposits  1-420 

Organization  expenses,  less  amortization  of  $425 3,  825 

Total  635, 182 
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LIABILITIES   AND    STOCKHOLDER'S   EQUITY 

Current  liabilities : 

Notes  payable,  collateralized  bj'  mortgages  receivable 82,  764 

Mortgages  payable — collateralized  by  property  held  for  sale 64,  000 

Due  to  property  owners 19*  602 

Customers'  deposits    (note  2) 75,500 

Accounts  payable,  withheld  taxes  and  accrued  expenses 23^  408 

Escrow  payable — real  estate  taxes 4J  O4o 

Dividend  payable 9^  qqq 

Due  to  Wenhaven  Realty  Corp 8^  251 

Federal  income  taxes  payable 3]  086 

Total  current  liabilities 290,251 

Mortgages  payable — collateralized  by  rental  property 32^  741 

Tenants'  security  deposits 27,018 

Deferred  income   (mortgage  discounts) 3^940 

Stockholders'  equity : 
Capital  stock : 

Authorized  5,000  shares,  no  par  value 

Issued  4,800  sliares  (of  which  2,300  shares  have  a  preference 

in  liquidation  of  $100  per  share),  stated  value 280,  000 

Retained  earnings ^ 1,232 

Total  281, 232 


635, 182 


Consolidated  statement  of  income  and  retained  earnings  for  period  from  July  1, 
1966   (inception)    to  Dec.  SI,  1966 

Sales  of  properties  (includes  $165,561  to  stockholders) $438,  726 

Cost  of  sales  of  property 360,  552 

Total   78, 174 

Management   fees    (of   130  properties   managed,   33   were   owned   by 

stockholders)     17, 031 

Interest — mortgages   8,  575 

Total   103, 780 

Operating  expenses  (including  interest  of  $6,398) 101, 127 

Income  before  extraordinary  items 2,  653 

Extraordinary  items    (including  $7,082  net  proceeds  of  fire  loss  and 
$4,165  commission  income) 12,883 

Income  before  taxes  on  income 15,  536 

Federal,  state  and  city  taxes  on  income 4,  704 

Net  income 10,  832 

Dividend  declared  on  capital  stock — ^$2.00  per  share 9,  600 

Retained  earnings  at  end  of  year 1,232 

NOTES    TO    FINANCIAL    STATEMENTS 

(1)  The  Company  is  engaged  in  the  saie  ana  management  of  real  properties. 
The  management  of  properties  is  performed  under  contracts,  the  terms  of  which 
include  an  obligation  to  renovate  and  obtain  tenants  for  such  properties.  Costs 
of  appliances  and  renovation  are  amortized  over  twenty-four  months,  the  life  of 
the  average  lease. 

(2)  The  Company  accepts  deposits  from  customer-inve.stors  to  be  u.sed  for  the 
purchase  of  real  propertie.'^  for  them.  At  December  31,  1966,  a  substantial  number 
of  real  properties  on  which  the  Company  has  placed  deposits  were  for  properties 
against  which  sale  commitments  and  deposits  from  investors  were  on  hand. 
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accountants'  report  on  additional  information 

In  connection  with  our  examination  of  the  financial  statements  of  The  Wen- 
haven  Corp.  ard  subsidiary  companies  for  the  period  July  1,  1966  (date  of  in- 
ception) to  December  31,  1966,  we  have  reviewed  the  additional  information 
presented  in  the  following  pages  which  has  been  taken  primarily  from  the  ac- 
counting and  otlaer  records  of  the  companies,  but  which  is  not,  in  our  opinion, 
necessary  for  a  fair  presentation  of  its  financial  position  or  results  of  operations. 
Our  examination  was  intended  primarily  for  the  purpose  of  formulating  an 
opinion  on  the  basic  financial  statements  taken  as  a  whole  and  was  not  such  as 
to  enable  us  to  express  an  opinion  as  to  the  fairness  of  all  the  details  of  the  addi- 
tional information.  However,  nothing  came  to  our  attention  which,  in  our  judg- 
ment, would  indicate  that  such  additional  information  is  not  fairly  presented. 

ToucHE,  Ross,  Bailey  &  Smart, 

Certified  Public  Accountants. 
If 

MORTGAGES  RECEIVABLE,  DEC.  Sl,.1966 


Mortgages 

Receivable 

Assigned  as 

collateral 

to  secure 

notes  payable 

in  amounts 

of- 

Property 

Total 

Due  within 
1  year 

Due  after 
1  year 

5-percent  interest  rate  mortgages  held  by  "Wenrus": 
1907    Sterline  _    

$13, 658 
11,621 
13,  757 
13,757 
13,757 
13,757 
12,771 
13,457 
12,682 

$615 
740 
609 
609 
609 
609 
361 
627 
571 

$13,043  1 
10,881 
13,148 
13,148 
13, 148 
13, 148 
12,410 
12,830 
12,111 

130 
556 

Fountain. 

Hendrix.                                    

y           $46,917 

87A 

Somers        

674 
527 
611 
1094 
555 

Linwood 

Van  Siclen 

Belmont 

Sutter.. 

Schenck 

9,313 
8,707 
9,120 
8,707 

132 

Subtotal 

Fountain. 

Blake.... 

St.  Marks 

Scheck 

Van  Siclen 

Linwood 

Cleveland 

Monfauk 

Newport 

Bradford 

Jerome 

New  Jersey 

Warwick 

119,217 
13,757 
13,855 
13, 855 
13,855 
13,854 
13,952 
13,952 
13,952 
13,952 
13,951 
14,000 
14,  000 
14,000 
14,000 
14,  000 
14,  000 

5,350 
609 
603 
603 
603 
603 
596 
596 
597 
597 
597 
594 
594 
594 
594 
594 
594 

113,867 
13, 148  . 
13,252  . 
13,252  . 
13,  252  . 
13,251  . 
13,156  . 
13,356  . 
13  355  . 
13,355  . 
13,354  . 
13,406  . 
13,  406  . 
13,406  . 
13,406  . 
13,406  . 
13,406  . 

82, 764 

1093 

1473 

584 

424 

602 
763 

280 

427 

289 

607 

540 

500 

942 

614 

592 

Ashford -. 

Total 

342, 152 

14,918 

327, 234 

82,764 

"Wenrus" 
Savings 
731 

participation   in   mortgages  held   by  Dime 
Bank  of  Williamsburgh: 
Sackman 

2,230 
2,322 
3,292 
3,341 
3,095 
4,745 
3,119 

104 
105 
147 
146 
144 
217 
143 

2,226  . 
2,217  . 
3, 145  . 
3, 195  . 
2,951  . 
4,  528  . 
2,976  . 

717 

Sackman 

585 
1505 
433 

Logans 

St.  Marks 

Warwick 

Berriman 

224 

429 

Warwick 

Total 

22,  244 

1,006 

21,238  . 

Grand  total 

364, 396 

15,924 

348, 472 

82, 764 
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PROPERTIES  HELD  FOR  SALE,  AT  COST,  AND  MORTGAGES  THEREON— DEC.  31,  1966 


Cost 


Mortgage 


686— Hendrix.. 
586— Hinsdale. 
520— Essex.... 
414— Jerome.. 
614— Williams. 

Total... 


$16,340 

$14,000 

12,828 

11,500 

16,  099 

14,000 

15,319 

14,000 

13,  758 

10,  500 

74, 344 


64, 000 


DEPOSITS  ON  PURCHASES/SALES  OF  PROPERTIES-DEC.  31,  1966 


720— Cleveland 

863— New  Jersey 

680— Schenck 

636— Essex... 

669— Hendrix... 

683— Cleveland 

453-Miller 

554— Ashford... : 

490— Ashford.... 

660— Schenck 

352— Wyona 

381— Bradford 

550-Ashford.. _ 

477— Jerome 

673— Hendrix... _ 

218— Montauk .' 

265— Milford 

570— Wyona 

218— Montauk 

534— New  Jersey 

615— Ashford... 

601— Snediker 

661— Williams 

586— Hinsdale _ 

614— Williams 

329— Jerome 

677— Shepherd 

520— Essex... 

414 — Jerome 

686— Hendrix 

Total... _ 18,752 


Purchases 

Sales 

$925 

$1,000 

750 

4,500 

2, 750 

4,500 

750 

4,500 

750 

1,000 

750 

1,000 

750 

500 

500 

1,000 

250 

4,500 

750 

1,000 

500 

4,500 

850 

4,500 

1,000 

1,000 

1, 000 

4,500 

750 

4,500 

1,000 

4,500 

750 

1,000 

1,000.... 

1,000.... 

1,000.... 

500  .... 

239  .... 

238  .... 

4,500 

4,500 

4,000 

1,000 

4,500 

4,500 

4,500 

75,  500 


Accounts  payable,  withheld  taxes,  and  accrued  expenses,  December  31,  1966 

Accounts  payable : 

M.  Levy,  hardware,  supplies,  etc $3,380 

M.  Goldstein,  roof  repairs 315 

Powell  Lumber,  lumber,  glass,  etc 342 

St.  Albans  Appliances,  stoves  and  refrigerators 1,  738 

J.  CoUucci,  painting,  plastering,  repairs 566 

Palladium  Restaurant,  entertainment 220 

N.  Greenspun,  travel 281 

L.  A.  La'-carus,  legal  (disbursements) 427 

Touclie,  Ross,  Bailey  &  Smart,  accounting  fee 3,  500 

Wechter  Fuel,  fuel  oil  and  repairs 5,  738 

'•-     .-T,:.,      .•■,.■'■;■_._ 1,140 

Total  17, 647 

Payroll  taxes  withheld  and  accrued 2,402 

Accrued  interest 1,  Tlo 

Garnishee  payable 25 

New  York  State  and  New  York  City  taxes  on  income 1,  619 

Total  23. 408 
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THE  WENHAVEN  CORP.  AND  SUBSIDIARY  COMPANIES 

CONSOLIDATED  STATEMENT  OF  INCOME  AND  RETAINED  EARNINGS  (DETAILED)  FOR  PERIOD  FROM  JULY  1,  1966 

(INCEPTION)  TO  DEC.  31,  1966 


Total 


Property 
sales  and 
mortgages       Management 


Sales  of  properties 

Cost  of  sales: 

Purchases— land  and  buildings 

Mortgage  placement  costs— "Points' 

Other  closing  costs 

Legal  f ees. _ 

Commissions 


$438, 726 


$438, 726 


310,627 

14,  654 

12,946 

13,750 

8,575 


310,627 
14,654 
12,946 
13,750 
8,575 


Total,  cost  of  sales. 


Total 

Management  fees. 
Interest 


Total. 


360, 552 

360, 552 

78, 174 

78, 174 

17,031 

$17,031 

8,  575 

8,575  ... 

103, 780 

86,  749 

17,  031 

Salaries: 

Officer 

Office 

Management  of  properties. 

Other  operating  expenses 


Total 

Operating  profit/(loss). 


15,000 
21,  565 
9,489 
55,  073 


101,127 


2,653 


Extraordinary  income: 

Net  proceeds  of  fire  loss. 

Commission  on  sale  of  3  properties  by  Wenhaven  Realty  Corp. 

Net  rental  income 

Sundry  other  income 


7,082 

4,165 

988 

648 


Total 

Earnings  before  taxes  on  income 

Federal,  State,  and  city  taxes  on  income 

Net  earnings 

Dividend  declared  on  capital  stock— $2  per  share. 

Retained  earnings  at  end  of  year 


12,833 


15,536 
4,704 

10,832 
9,600 


1,232 


15,000 
21,565 


33, 846 
70,411 


16,  338 


4,165 
988 
648 

5,801 


22, 139 
4,704 

17,435 
9,600 


7,835 


9,489 
21,  227 


30,716 


(13,685) 


7,082 


7,082 


(6,  603) 
'(6,'663) 


(6,603) 


SCHEDULE  OF  SALES  AND  COST  OF  SALES  (BY  PROPERTY)  FOR  PERIOD    FROM   JULY   1,  1966  (INCEPTION)  TO 

DEC.  31, 1966 


Cost  of  property 

Sales  price 

Property 

Purchase 
price 

Points 

Other  closing 
costs 

Total  costs 

Gross  spread 

554  Schenck 

$16,234 
14,420 
11,235 
15,406 
15,278... 

$1,424 
1,256 
1,196 
1,440 

$1,188 
1,076 
1,089 
1,149 

$18, 846 
16,752 
13,520 
17,995 
15,278 
11,098 
10,205 
11,873 
12,071 
17,218 
15,234 
17,745 
11,337 
15,577 
15,791 
11,400 
16,817 
17,507 

9,959 
10,269 

8,159 
11,695 
10,324 
10,730 
10,827 

$22, 000 
19,900 
19,450 
22,  200 

13,  226 
14,750 
14,750 
14,750 
14,750 
19,450 
18,150 
20, 500 
18,000 
18,850 
19,100 
18,000 
16,100 
20,  300 
18,  500 
18,000 
19,000 
14,750 

14,  750 
14,750 
14,750 

$3, 154 

359  Atkins 

3,148 

603  Williams 

2034  Strauss 

481  Hegaman. 

5,930 
4,205 
(2,052) 

731  Sackman 

11,098 

3,652 

584  Schenck 

10,205 

4,545 

1473  St.  Marks 

424  VanSiclen 

11,873  ... 
12,071     . 

2,877 
2,679 

621  Hendrix 

475Snediker 

15,006 

12,895 

15,305 

11,337  ... 

13,405 

12,980 

1,346 
1,256 
1,395 

1,292' 
1,369 

i,"459' 

1,221 

866 
1,083 
1,045 

880" 
1,442 

■" 1,072' 

1,100 
415 
541 

2,232 
2,916 

384  Atkins 

2,755 

540  New  Jersey 

682 Schenck..  .   

6,663 
3,273 

597  Logan 

3,309 

500  Warwick 

11,400  ... 

6,600 

329  Jerome 

904  Stone 

14,286 
15,186 

(717) 
2,793 

942  Dumont 

614  Junius         

9,544  ... 
9,728  ... 

8,541 
7,731 

592  Ashford 

8,159  ... 

10,841 

608  Jerome 

11,695  ... 
10,324 

3,055 

280  Montauk       

4,426 

602  Linwood 

10,730  ... 

4,020 

763  Cleveland 

10,827 

3,923 

Total 

310,627 

14,  654 

12,946 

338,  227 

438, 726 

100,499 
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For  period  from  July  1,  1966   (inception)   to  Dec.  31,  1966 

Expenses  applicable  to  management  of  properties : 

Maintenance  supplies $7,  793 

Fuel 5,  878 

Rental  guarantees 1,  685 

Amortization  of  renovation  costs 1,  765 

Auto  expenses 270 

Payroll   taxes 903 

Evictions,  dispossess,  etc 1,089 

Advertising    302 

Miscellaneous  1,  542 

Total 21,227 

Expenses  applicable  to  property  sales  and  mortgages  : 

Rent 3,  300 

Telephone 1,  896 

Office  supplies  and  expenses 622 

Auto  expenses,  travel,  and  entertainment 3,  475 

Insurance 706 

Payroll  taxes 1,  018 

Legal ^ 1,  916 

Accounting 8,  500 

Interest 6,  398 

Contributions 250 

Directors'  expenses 600 

Amortization  of  organization  expenses 425 

Sundry  other  expenses l 4,  740 

Total 33,846 


EXHIBIT  7 

Letter  to  Lester  Lazarus  from  Leonard  Bellet  dated  Jan.  24, 1967 

Flaie  Inc., 
January  2If,  1967. 
Mr.  Lester  A.  Lazarus, 
Care  of  Wenhaven  Realty  Corp., 
New  York,  N.Y. 

Dear  Lester  :  Enclosed  is  my  check  for  $5,000  in  full  payment  for  the  stock  in 
the  management  company. 

It  was  nice  visiting  with  you,  although  too  short,  last  week.  I  am  very  anxious 
to  see  good  results  now  on  both  of  these  investments.  And  I  hope  you  are  keeping 
both  your  eyes  focused  in  this  direction. 
I  send  you  my  best  wishes. 
Very  cordially, 

Leonard  L.  Bellet. 


EXHIBIT  8 

Letter  to  Lester  Lazarus  from  Leonard  Bellet  dated  Mar.  3, 1967 

March  3,  1967. 
Mr.  Lester  Lazarus, 
Care  of  Wenhaven  Realty  Corp. 
Neiv  York,  N.Y. 

Dear  Lester:  I  under.stand  that  the  meeting  was  iwstiioned  becau.se  of  Mr. 
Wendell's  illness.  I  hope  Mr.  Wendell  is  getting  along  fine  by  now,  and  I  would 
appreciate  you  giving  him  my  personal  regards  for  a  speedy  recovery. 

Is  there  now  a  new  meeting  being  planned?  If  so,  when?  I  plan  to  be  in  New 
York  during  the  week  of  April  2.  But  I  might  be  available  before  that  time  for 
only  a  day  or  so. 
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We  just  returned  from  our  cruise  in  the  Caribbean.  It  is  just  as  though  I  was 
never  away,  except  by  my  cash-on-hand  picture.  And  tliat  leads  me  to  my  next 
question, — when  can  I  start  realizing  some  of  these  heavy  profits  ? 
I  send  you  no  .v  my  best  regards. 
Very  cordially  yours, 

Leonard  L.  Bellet. 


EXHIBIT  9 

Notice  of  meeting  of  Wenhaven  Corp.  dated  Mar.  9, 1972 

The  Wenhaven  Cobp., 
^^ew  York,  A'.Y.,  March  9,  1967. 

To  the  Stockholders  and  Directors  of  the  Wenhaven  Corp.: 

Please  be  advised  that  there  will  be  a  joint  meeting  of  Stockholders  and  Direc- 
tors at  the  offices  of  the  corporation,  475  Fifth  Avenue,  New  York,  New  York  on 
Wednesday,  March  22,  1967  at  11 :00  A.M.  for  the  purpose  of  electing  directors, 
and  such  other  business  as  may  come  before  the  meeting. 

We  contemplate  a  Breakfast  Meeting  and  would  therefore  appreciate  your 
advising  by   return  mail  whether  you  will  attend,  so  that  we  can  make  the 
appropriate  arrangements. 
Very  truly  yours, 

MoEBia  Wendell,  President. 


EXHIBIT  10 

Letter  to  Lester  Lazarus  from  Leonard  Bellet  dated  Mar.  15, 1967 

March  15,  1967. 
Mr.  Lester  Lazarus, 
Care  of  Wenhaven  Realty  Co., 
New  York,  N.Y. 

Dear  Lester:  Please  don't  cast  this  request  aside.  It  is  now  more  than  three 
months  since  I  made  my  investments.  My  letters  requesting  information  seems  to 
be  unanswered. 

If  there  is  something  wrong,  I  think  I  should  he  told  ahout  it.  And  if  every- 
thing is  going  as  anticipated  then  I  should  get  some  information  or  some  interest 
on  my  money. 

If  this  observation  seems  to  be  somewhat  harsh.  I  think  you  should  realize  that 
the  distance  and  the  normal  anxiety  regarding  the  status  of  my  investment  are 
both  the  cause  of  this  normal  request. 

I  have  bene  advised  that  a  stockholders'  meeting  is  being  held  on  March  22. 
If  I  am  not  present,  kindly  accept  this  as  the  authority  for  Joe  Ostrov  to  vote 
in  my  behalf. 

I  w^ould  like  to  know  what  results  are  made  at  that  meeting.  For  your  atten- 
tion and  interest  I  am  most  grateful. 
Very  cordially  yours, 

Leonard  L.  Bellet. 


EXHIBIT  11 

Letter  to  Norman  Greenspun  from  Leonard  Bellet  dated  Mar.  25, 1967 

March  25,  1967. 
Mr.  Norman  Greenspun, 
Melrose  Park,  Pa. 

iDear  Norman  :  I  have  a  copy  of  the  financial  reports  of  the  Wenhaven  Corpo- 
ration, which  was  mailed  to  me  by  Lester  Lazarus. 

Since  I  presume  you  were  present  at  the  meeting  of  March  22,  I  am  anxious 
to  hear  your  comments  concerning  both  the  statements  and  the  meeting  itself. 

It  would  be  of  particular  interest  if  you  would  simply  give  me  some  idea  as 
to  your  opinions,  your  current  opinions,  on  the  overall  Wenhaven  operation.  And 
I  am  rather  curious  as  to  whether  your  opinion  today  is  the  same  as  it  was  when 
we  first  met  and  discussed  it  back  in  December. 

I  send  you  now  my  kind  regards. 

Very  cordially  yours, 

Leonard  L.  Bellet. 
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EXHIBIT  12 

Letter  to  Leonard  Bellet  from  Norman  Greenspun  dated  Mar.  27, 1967 

Greenspun  and  Segal, 
Melrose  Park,  Pa.,  March  21,  1967. 
Mr.  'Leonard  'L.  Bellet, 
President,  Flair  For  Fashion, 
Richmond,  Va. 

Dear  Len  :  As  you  can  see  from  your  copy  of  The  Wenhaven  Corp.  statement 
for  the  period  ended  December  31,  1966,  operations  were  profitable  and  the  finan- 
cial condition  looks  good. 

Since  January  1st  the  complexion  of  the  Assets  has  changed  somewhat.  As  of 
the  meeting  date  the  cash  position  was  at  the  point  where  positive  steps  were 
indicated  in  order  to  meet  the  existing  obligations  of  unpaid  bills  and  impending 
settlements  on  conventional  houses  under  contract. 

This  condition  was  brought  about  because  of  the  prevalent  tight  money  market 
situation  which  made  it  necessary  for  us  to  handle  a  substantial  number  of  con- 
ventional mortgages  on  our  own.  Suffice  it  to  say  that  arrangements  are  in  process 
for  placing  mortgages  with  various  lending  institutions  on  a  particiiiating  basis 
wherein  we  will  get  approximately  $10,000  on  each  $14,000  mortgage  and  be 
credited  with  our  share  of  the  payments  on  principal  and  interest  as  collected. 
We  now  have  a  new  Board  of  Directors  with  the  officers  as  indicated : 
Sidney  Evans,  President 
Edward  Fernbach 
Sol  Goldberg,  Secretary-Treasurer 
Dick  Kaufman 

Lester  Lazarus,  Executive  Vice-President   , 
Alvin  Lerner 
iHyman  Ostrov 

Morris  Wendell,  Chairman  of  the  Board 
Overall  operations  are  consistently  being  tightened  and  strengthened  via  con- 
trols, procedures  and  personnel. 

In  the  interest  of  economy,  and  merely  as  a  temporary  expedient  until  such 
time  as  our  cash  position  improves,  Frank  Cooperman  (Repairs  Supervisor) 
and  I  are  being  furloughed  effective  April  1st.  The  decision  to  do  this  was  initiated 
by  Lester  Lazarus  with  approval  of  Sidney  Evans,  Sol  Goldberg  and  Hyman 
Ostrov.  I  shall,  subject  to  the  limits  of  my  own  business,  make  it  into  Xew  York 
from  time  to  time  to  see  first  hand  how  things  are  going  and  to  help  out  all  I  can. 
Meanwhile,  I  am  still  of  the  opinion  that  this  operation  has  a  profitable  poten- 
tial for  its  stockholders  and  an  equally  profitable  potential  for  investors  in  its 
real  estate. 

Please  feel  completely  at  ease  to  call  on  me  for  whatever  information  I  can 
furnish  you. 

Best  personal  regards. 
Cordially  yours, 

Norman  H.  Greenspun. 


EXHIBIT  13 
Contract  between  Leonard  Bellet  and  Excambio  Management  dated  Jan.  19, 1967 

Management  Agreement 

Agreement  made  this  19th  day  of  January,  1967,  by  and  between  LEONARD  L. 
BELLET  and  SELMA  G.  BELLET  (hereinafter  called  the  "Purchaser")  and 
EXCAMBIO  MANAGEMENT  CORPORATION  (hereinafter  referred  to  as 
"Excambio"), 

Whereas,  the  Purchaser  is  simultaneously  herewith  signing  a  contract  to  ac- 
quire title  to  the  premises  known  as  673  Hendrix  St.  and  477  Jerome  St.,  Brook- 
lyn, N.Y.,  and 

Whereas,  it  is  the  desire  of  Excambio  to  manage  and  maintain  said  premises, 
and 

Whereas,  it  is  the  desire  of  the  Purchaser  to  hire  Excambio  to  manage  and 
maintain  said  premises. 
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It  Is  Hereby  Agreed  as  Follows: 

1.  The  Purchaser  hereby  appoints  Excambio  and  Excambio  hereby  accepts 
appointment  on  the  terms  and  conditions  hereinafter  provided,  as  the  exclusive 
renting  and  managing  agent  of  said  premises. 

2.  Excambio  hereby  agrees  that  upon  tlie  conveyance  of  title  of  said  premises 
to  the  Purchaser,  it  will  provide  for  occupancy  of  the  apartments  therein  by 
tenants  who  are  welfare  recipients  of  the  City  of  New  York,  under  a  two-year 
minimum  lease  for  each  apartment  therein,  for  a  total  monthly  rental  of  not 
less  than  $285.00  per  house.  In  the  event  of  a  subsequent  vacancy,  Excambio  shall 
utilize  its  best  efforts  to  procure  a  new  tenant,  as  afore.said. 

3.  Excambio  warrants  and  represents  to  the  Purchaser  that  all  rentals  and 
security,  if  any,  with  respect  to  said  premises  shall  have  been  paid  up  to  date  at 
the  time  of  acquisition  of  title  by  the  Purchaser  and  the  rental  units  and  the 
rentals  will  be,  or  will  have  been,  as  the  case  may  be,  approved  by  the  New  York 
City  Department  of  Welfare  as  proper  rental  and  proper  accommodations  for  its 
welfare  recipients. 

4.  In  consideration  for  the  services  rendered  and  be  rendered,  as  is  herein  set 
forth,  by  Excambio  to  the  Purchaser,  the  Purchaser  agrees  to  pay  to  Excambio, 
and  Excambio  agrees  to  accept  a  sum  equal  to  nine  (9%)  per  cent  of  the  gross 
rents  collected. 

5.  At  no  cost  to  the  Purchaser,  except  as  is  provided  in  Paragraph  4  above, 
Excambio  agrees  that  upon  acquisition  of  title  by  the  Purchaser,  and  at  all  times 
thereafter  during  the  life  of  this  agreement : 

a)  Each  apartment  in  said  premises  will  be  provided  with  a  refrigerator,  a  gas 
range  and  a  sink,  and  all  necessary  toilet  and  heating  facilities  in  good  condition 
and  in  good  working  order.  Title  to  said  items  shall  be  in  Purchaser  free  and 
clear  of  all  liens  and  encumbrances. 

b)  The  heating  installation  at  said  premises  shall  be  or  shall  have  been,  as  the 
case  may  be,  converted  to  either  oil  or  gas  heat  at  the  time  of  the  acquisition  of 
title  by  Purchaser. 

c)  To  paint  said  premises  and  apartments  therein  as  necessary,  and  to  make 
all  required  repairs  of  any  and  every  kind,  both  minor  and  major,  structural  as 
well  as  non-structural,  in  and  about  said  premises  and  in  and  about  the  apart- 
ments, appurtenances  and  equipment  including,  but  not  limited  to  the  sidewalks 
adjacent  thereto,  and  to  further  supply  all  equipment  and  parts  necessary  for 
such  repairs. 

d)  To  collect  rents. 

e)  To  perform  all  janitorial  services  required  to  be  performed  ;  and 

f)  To  remove  all  violations  which  may  be  placed  against  the  premises  based 
upon  the  present  state  of  the  law. 

6.  Excambio  agrees  to  procure  a  contract  for  the  Purchaser  providing  for  heat, 
fuel  and  furnace  maintenance  for  said  premises,  at  the  prevailing  rate  for  heat, 
fuel  and  furnace  maintenance  in  and  about  the  City  of  New  York  for  the  tyi>e  of 
premises  the  Purchaser  is  herewith  acquiring. 

7.  The  Purchaser  hereby  authorizes  Excambio,  on  behalf  of  the  Purchaser,  to 
collect  all  rents  and  all  other  monies  accruing  to  or  to  be  paid  to  the  Purchaser  in 
connection  with  the  Purchaser's  ownership  of  .said  premises,  such  monies  to  be 
held  in  trust  by  Excambio  for  the  benefit  of  the  Purchaser,  in  accordance  with 
the  terms  and  conditions  hereof,  and  further  hereby  authorizes  Excambio  to  dis- 
burse all  monies  in  connection  with  said  premises  in  accordance  with  the  terms 
of  this  Agreement. 

8.  Upon  collection  of  the  rents  by  Excambio  there  shall  be  paid,  and  the  Pur- 
cha.ser  hereby  authorizes  Excambio  to  pay  all  charges  in  connection  with  the 
ownership  and  management  of  the  premises,  including  the  following : 

a)  Mortgage  payment,  i.e.,  amortization,  interest,  taxes,  fire  insurances,  sewer 
charges  and  water  charges  ; 

b)  Premiums  on  liability  insurance  ;  and 

c)  Fuel  charges. 

9.  The  Purchaser  authorizes  Excambio,  out  of  the  balance  of  the  rents  col- 
lected, to  deduct  therefrom  the  monthly  maintenance  charge  of  Excambio,  as 
provided  herein,  and  to  remit  the  net  balance  to  the  Purchaser  in  not  less  than 
quarter-annual  installments. 

110.  (a)  In  the  event  of  fire  or  other  damage  or  loss  covered  by  insurance, 
Excambio  agrees  that  during  the  period  of  time  in  which  said  house  is  being 
repaired  it  will  pay  all  of  the  expenses  incurred  in  the  management  and  repair 
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of  the  house  or  houses  involved,  including  those  charges  set  forth  Paragraph  8 
of  the  management  agreement,  and  recovered  hy  Excamhio,  pursuant  to  said 
bonds,  shall  be  held  by  Excambio  in  trust  for  the  benefit  of  the  Purchaser. 

In  witness  whereof,  the  parties  hereto  have  hereunto  set  their  hands  the  day 
first  above  written. 

ExcAMBo  Management  Corp. 
By  Lester  \A.  Lazarus. 

Leonard  L.  Bellet,  Purchaser. 


EXHIBIT  14 

Letter  to  Edward  Jalfe  From  Leonard  Bellet  Dated  Oct.  19,  1967 

Flair,   Inc.,   October  19,   1967. 
Mr.  B.  iEdward  Jaffe, 
New  York,  N.Y. 

lyKAn  Ed  :  I  am  probably  under  some  misapprehension,  but  I  was  originally 
told  that  I  would  receive  1%  per  month  on  my  investment  if  nothing  was  con- 
cluded within  90  days  after  my  investment  was  made. 

My  records  show  that  I  paid  my  deposit  on  December  13, 1966.  Since  then  I  have 
received  two  payments,  one  of  $360  and  one  of  $90.  When  I  received  your  check 
of  $45  today,  I  tried  to  determine  just  what  the  correct  amount  should  be. 

According  to  my  calculations,  I  should  have  received  a  total  of  seven  iMiyments 
through  October  13th.  If  my  first  rental  check  is  due  on  November  1st,  I  would 
presume  that  as  a  half  a  month  payment  is  due  then  I  would  be  entitled  to  pay- 
ments of  1%  per  month  for  seven  and  a  half  months. 

In  other  words,  as  I  see  it,  I  should  have  received  $675  and  I  have  received  $495. 

If  I  am  correct,  will  you  please  forward  the  difference  and  if  I  am  wrong, 
please  explain  why. 

While  I  am  asking  for  information  I  would  be  curious,  at  this  point,  to  know 
if  there  are  going  to  be  any  dividend  payments  from  the  management  company 
prior  to  the  end  of  the  year. 

I  send  you  my  sincere  regards  and  I  remain. 
Very  cordially  yours, 

Leonard  L.  Bellet,  President- 


EXHIBIT  15 

Notice  to  Homeowners  From  Excambio  Management  Dated  Oct.  31,  1967 

Excambio  Management  Corp., 
New  York,  N.Y.,  October  31,  1967. 

Gentlemen  :  We  find  it  necessary  to  write  you  with  respect  to  a  delay  in  your 
distribution. 

On  the  evening  of  October  17,  1967,  our  Brooklyn  Oflice  was  held  up  and  all  of 
the  rents  collected  for  the  second  rent  period,  including  the  records  thereof,  were 
stolen. 

It  is  contemplated  that  we  will  suffer  only  a  slight  loss. 

For  your  information,  we  are  filing  the  necessary  papers  with  our  Insurance 
company  for  reimbursement.  At  this  point,  we  cannot  tell  you  how  long  that  will 
take. 

While  a  large  amount  of  the  collections  were  in  cash,  a  substantial  amount  of 
the  collections  were  also  by  check  issued  by  the  Welfare  Department.  In  these 
instances,  we  have  had  to  reconstruct  the  collections  to  advise  Welfare,  tenant 
by  tenant,  of  the  stolen  checks.  Ultimately,  we  believe  that  the  Welfare  Depart- 
ment will  be  able  to  stop  the  checks  issued  and  issue  new  checks  to  us. 

Needless  to  say,  the  Police  Department  has  also  been  advised  and  is  working 
on  the  theft. 

All  of  this  takes  time,  however,  and  will  result  in  a  delay  in  our  distribution. 

We  trust  you  will  bear  with  us. 
Very  truly  yours, 

Lester  A.  Lazarus. 
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EXHIBIT  16 

Letter  to  Leonard  Bellet  From  Edward  Jafife  Dated  Dec.  8, 1967 

Lazarus  &  Jaffe, 
counseillobs  at  law, 
New  York,  N.Y.,  December  8, 1967. 
Mr.  Leonabd  L.  Bellet, 
Fla4.r  for  Fashion, 
Richmond,  Va. 

Dear  Leonard  :  In  reference  to  your  inquiry  as  to  interest  due  you  from  The 
Wenhaven  Corp.,  please  note  that  their  records  indicate  the  following: 

On  the  $9,000.00  deposited  by  you  in  March  1967  toward  the  purchase  of  the 
above-captioned  properties,  you  were  to  receive  interest  at  the  rate  of  1%  per 
month  until  the  time  of  closing. 

In  July,  you  did  receive  $360.00  which  represented  interest  for  the  months  of 
April  through  July  inclusive.  In  August,  you  received  $90.00  representing  that 
month's  interest  payment.  On  October  2nd  you  received  $45.00  representing  in- 
terest for  the  period  September  1  to  September  14  which  was  the  date  of  closing. 
If  you  have  any  further  questions,  please  call  me. 
Kindest  personal  regards. 
Cordially, 

B.  Edward  Jaffe. 


EXHIBIT  17 
Letter  to  Edward  Jafife  From  Leonard  Bellet  Dated  Dec.  12, 1967 

Flair,  Inc., 
December  12,  1967. 
Mr.  B.  Edward  Jaffe, 
New  York,  N.Y. 

Dear  Ed  :  At  this  busy  time  of  the  year  I  hasten  to  reply  to  yours  of  December 
8th. 

When  my  $9,000.00  deposit  was  made  December  13,  1966,  it  was  my  impression 
that  I  was  to  receive  1%  per  month  until  the  rentals  started.  On  this  premise, 
on  the  basis  of  1%,  I  should  have  received  for  the  period  of  March  13th  through 
October  13th  a  total  of  $630.00.  As  you  explained,  I  received  only  $495.00.  This 
leaves,  as  I  see  it,  a  balance  of  $135.00  still  due  me. 

It  should  be  of  interest  to  you  to  know  that  I  have  not  received  my  December 
rentals  and  I  am  most  anxious  to  keep  this  situation  on  a  current  basis  so  that 
all  of  this  correspondence  will  not  be  necessary. 
My  sincere  regards. 

Very  cordially  yours, 

Leonard  L.  Bellet. 


EXHIBIT  18 
Letter  From  Excambio  Management  Corp.  to  Homeowners  Dated  Jan.  15,  1968 

The  Wenhaven  Corp., 
New  York,  N.Y.,  January  15, 196S. 
Dear  Sro:  Our  wholly  owned  subsidiary,  Excambio  Management  Corporation, 
has  found  it  necessary  to  further  delay  its  distributions  to  its  home  owners.  The 
delay  is  regretted  but  there  is  no  alternative.  ■ 

Needless  to  tell  you,  every  attempt  has  been  made  to  maintain  the  regular  dis- 
tribution but  the  cost  of  maintenance  of  the  houses  has  been  such  that  it  has  been 
found  necessary  to  expend  the  funds  available  in  their  upkeep  and  care.  Because 
the  preservation  of  the  houses  is  the  most  important  factor  in  the  maintenance 
operation,  the  funds  available  have  been  first  expended  in  that  direction. 

Every  effort  is  being  made  by  both  the  parent  corporation  and  the  management 
corporation  to  reduce  the  maintenance  cost  to  the  degree  necessary  to  again 
effectuate,  within  a  reasonable  time,  your  regular  distribution. 
Very  truly  yours, 

Sol  Goldberg,  President. 
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EXHIBIT  19 

Letter  to  Leonard  Bellet  From  Lester  Lazarus  Dated  Feb.  8, 1968 

Lazabus  &  Jaffe, 
counsiellors  at  law, 
New  York,  N.Y.,  February  8,  1968. 
Mr.  Leonard  Bellet, 
Flair  for  Fashion, 
Richmond,  Va. 

Dear  Leonard  :  Since  speaking  to  you  last,  Hy  Ostrov  lias  resigned  as  a  direc- 
tor of  the  company. 

In  addition,  he  has  advised  that  he  wishes  to  manage  his  own  houses. 
When  I  last  spoke  to  you,  you  told  me  that  you  wanted  to  do  whatever  Hy  did 
and  that  is  the  reason  I  am  writing  this  letter. 

I  assume  you  will  speak  to  Hy  and  thereafter  speak  to  me. 
Cordially, 

Lester  A.  Lazarus. 

EXHIBIT  20 

Letter  From  Leonard  L.  Bellet  to  Sol  Oilman  Dated  Feb.  24, 1968 

Flair,  Inc., 
February  21,,  1968. 
Mr.  Sol  Oilman, 
Brooklyn,  N.Y. 

Dear  Mr.  Oilman  :  The  Ostrovs  were  kind  enough  to  discuss  with  you  the  situ- 
ations regarding  their  problems  and  to  include  my  properties  in  their  discussions. 

I  own  the  premises  673  Hendrix  St.,  Brooklyn  and  477  Jerome  St.  also  in 
Brooklyn. 

I  am  enclosing  a  supplemental  letter  that  I  wrote  to  Lester  Lazarus  which 
sets  forth  my  feelings. 

If  there  are  any  forms  or  details  you  feel  I  should  sign  regarding  your  taking 
over  the  management,  maintenance  and  rent  collection  for  these  properties  on 
March  1st,  will  you  kindly  submit  them  to  me.  I  understand  that  you  will  pro- 
vide the  heat  and  oil  and  a  fee  for  maintaining  the  properties. 

I  am  a  little  vague  as  to  how  we  handle  the  mortgage  payment,  insurance,  etc. 

In  any  case,  the  Ostrovs  seem  to  be  favorably  impressed  with  you  and  I  look 
forward  to  a  very  pleasant  and  mutually  successful  arrangement  on  the  part  of 
both  of  us.  I  look  forward  to  someday  soon  meeting  you  in  person. 
Very  truly  yours, 

Leonard  L.  Bellet. 


The  Wenhaven  Corp., 
New  York,  N.Y.,  March  19, 1968. 
To  the  Stockholders  and  Directors  of  the  Wenhaven  Corp.  and  the  Wenrus  Corp.: 
Enclosed  are  the  proposed  minutes  in  connection  with  the  meetings  held  on 
March  7th  and  March  l'5th. 
Please  advise  if  there  are  any  additions  or  corrections. 
Cordially, 

Lesteir  lA.  /Lazarus. 
(Enclosures.) 


EXHIBIT  21 

Minutes  of  meeting  of  the  Wenhaven  and  Wenrus  Corporations  on  Mar.  7  and 

Mar.  15,  1968 

Joint  Minutes  of  a  Special  Meeting  of  the  Stockholders  and  Directors  of 
the   Wenhaven   Corp.   and  the  Wenrus   Corp. 

Joint  minutes  of  a  Special  Meeting  of  the  Stockholders  and  Directors  of  The 
Wenhaven  Corp.  and  The  Wenrus  Corp.  held  at  the  ofBce  of  the  corporations, 
475  Fifth  Avenue,  Xew  York  on  March  7,  1968. 

Present  were :  Sol  Goldberg,  Eugene  Schwartz,  Charles  Fenster,  Alvin  Lerner, 
Hy  Ostrov,  Charles  Lipnick,  and  Lester  A.  Lazarus. 
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Mr.  Sol  Goldberg  acted  as  Chairman  of  the  meeting.  Mr.  Lazarus  acted  as 
Secretary  of  the  meeting. 

■Mr.  Goldberg  then  turned  the  floor  over  to  Mr.  Lazarus  who  explained  the  agree- 
ments with  Mr.  Messinger  and  Mr.  Fuller. 

There  was  a  complete  discussion  lasting  several  hours,  after  which  Mr.  Fuller 
and  Mr.  Messinger  entered  the  meeting  and  gave  further  explanation  of  their 
intentions  and  program. 

Upon  motion  duly  made  by  Mr.  Lipnick  and  seconded  by  Mr.  Fenster,  it  was 
unanimously 

iR'ESOLV.DD  that  the  agreements  with  Mr.  Messinger  be  entered  into  and  that 
the  officers  of  the  corporation  take  all  steps  necessary  to  effectuate  the  agreement. 

A  further  discussion  was  had  as  to  contribution  by  the  directors  and  stock- 
holders to  bring  the  houses  into  a  better  condition.  For  that  purpose,  Mr.  Lazarus 
was  directed  to  call  another  meeting  of  stockholders  and  directors  for  Friday, 
March  15,  1968. 

The  meeting  was  thereupon  adjourned. 

Lesteb  'A.  Lazabus. 


Joint  Minutes  of  a  Special  Meeting  of  the  Stockholders  and  Directors  of 
THE  Wenhaven  Corp.  and  the  Wenrus  Corp. 

Joint  minutes  of  a  Special  Meeting  of  the  Stockholders  and  Directors  of  The 
Wenhaven  Corp.  and  The  Wenrus  Corp.  held  at  the  office  of  the  corporations, 
475  Fifth  Avenue,  New  York,  N.Y.  on  March  15, 1968. 

Present  were :  Sol  Goldberg,  Charles  Fenster,  Dick  Kaufman,  Sidney  H.  Evans, 
Charles  Lipnick,  Lester  A.  Lazarus. 

Mr.  Goldberg  acted  as  Chairman  of  the  meeting  and  Mr.  Lazarus  acted  as  Sec- 
retary of  the  meeting. 

Mr.  Bert  Messinger  was  invited  into  the  meeting  immediately  to  advise  as  to 
the  progress  he  was  making. 

There  was  a  complete  discussion  as  to  the  methods  he  was  using  and  the  re- 
sults he  was  accomplishing,  all  of  which  satisfied  the  directors  and  stockholders. 

There  was,  however,  definitely  a  need  for  some  additional  money.  It  was  there- 
fore suggested  that  the  stockholders  or  directors  lend  money  to  the  corporation 
with  collateral  given  of  a  second  lien  on  the  mortgages  the  corporations  were  now 
holding,  the  money  to  be  repaid  on  the  basis  of  5%  commencing  with  the  60th 
day  after  the  loan  is  made  and  for  6  consecutive  months,  and  thereafter  10% 
per  month,  until  the  loan  had  been  paid. 

On  motion  duly  made  by  Mr.  Lipnick  and  seconded  by  Mr.  Fenster,  it  was 
unanimously 

RESOLVED,  That  the  corporations  be  permitted  to  borrow  money  on  the  basis 
set  forth  above. 

There  being  no  further  business,  the  meeting  was,  at  12 :30  P.M.,  duly 
adjourned. 

Lester  A.  Lazarus. 


EXHIBIT  22 

Letter  to  Leonard  Bellet  From  Lester  Lazarus  Dated  Mar.  27,  1968 

Lazarus  and  Jaffe, 
Counsellors  at  Law, 
New  Yorh,  N.Y.,  March  27, 1968. 
Mr.  Leonard  Bellet, 
Flair  for  Fashion, 
Richmond,  Va. 

Dear  Leonard  :  First,  I  understand  you  talked  to  Ed  Jaffe  in  connection  with 
the  actual  purchase  price  of  the  houses  and  I  understood  from  Eddie  that  all  of 
this  information  was  previously  given  to  you  and  that  you  do  have  it. 

With  respect  to  the  payments  you  asked  me  for,  I  am  enclosing  herewith  the 
photostatic  copies  of  two  bills  from  Brooklyn  Union  Gas  which  show  the  date 
of  payment  and  our  check  number.  This  is  on  the  gas  heated  house,  477  Jerome. 

With  respect  to  the  Hendrix  Street  house,  I  can  assure  you  that  the  monies 
charged  against  you  were  actually  paid  to  Madison  Heat  Corp.  for  January  and 
BVbruary.  We  pay  them  by  one  lump  sum  check.  I  am  sure  if  you  check  with 
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Madison  they  will  acknowledge  receiving  checks  from  us  for  your  house  in  both 
January  and  February. 

With  respect  to  the  insurance,  I  am  enclosing  a  photostatic  copy  of  the  bill 
from  the  broker  on  477  Jerome.  Mrs.  Graham  informs  me  that  this  was  paid  on 
July  19,  1967.  Again,  if  you  check  with  the  broker,  he  can  verify  it. 

With  respect  to  the  insurance  on  the  other  house,  the  insurance  was  taken  out 
before  you  took  title  and  again,  I  am  informed  that  it  was  paid.  Mrs.  Graham  is 
checking  the  records  again  to  get  the  exact  date.  However,  I  am  enclosing  a  copy 
of  the  endorsement  over  to  you. 

Mrs.  Graham  is  working  on  bringing  your  statements  up  to  date  and  I  am 
supposed  to  have  them  in  my  hands  no  later  than  March  28th.  As  soon  as  I  get 
them,  they  will  be  forwarded  to  you. 

With  respect  to  bringing  the  payments  to  you  up  to  date,  I  will  speak  to  you 
as  soon  as  I  get  your  final  statement. 
Cordially, 

Lester  A.  Lazaetjs. 

(Enclosures.) 

EXHIBIT  23 

Deposition  of  Leonard  Ballet  Dated  March  1968 

State  of  Virginia, 
City  of  Richmond, 
County  of  Henrico,  ss. 
Leonard  L.  Bellet,  being  duly  sworn,  deposes  and  says  : 

1.  That  he  is  a  citizen  of  the  United  States,  over  the  age  of  twenty-one  years 
and  resides  at  4706  Monument  Avenue,  Richmond,  Virginia,  and  that  he  is  the 
owner  of  premises  commonly  known  as  477  Jerome  Street,  Brooklyn,  Kings 
County,  New  York,  which  premises  are  subject  to  a  certain  mortgage  made  by 
him  to  Eastern  Service  Corporation,  in  the  amount  of  $17,300.00,  dated  Sep- 
tember 20,  1967,  recorded  September  20,  1967  in  Book  530  of  Records,  page  477, 
which  mortgage  was  duly  assigned  to  Buffalo  Savings  Bank  by  assignment 
dated  September  ,  1967,  recorded  October  ,  1967  in  Book  of  Records  at  page  , 
the  payments  upon  which  bond  and  mortgage  are  now  in  default. 

2.  That  the  said  premises  have  been  owned  and  held  by  him  since  September  14, 
1967  and  that  such  ownership  and  possession  has  been  uninterrupted  and  con- 
tinuous, open,  notorious,  hostile  and  adverse  to  all  others  and  exclusive  of  the  right 
or  claim  of  any  other  person  or  persons. 

3.  That  title  to  said  premises  has  never  been  disputed  or  questioned  to  depo- 
nents' knowledge  and  that  no  person  has  any  contract  for  the  purchase  of,  or  claim 
to,  or  against  said  premises  for  any  reason  whatsoever ;  that  there  is  no  suit  or 
proceeding  pending  anywhere  affecting  said  premises  nor  are  there  any  pending 
claims  for  accidents,  personal  injuries  or  otherwise  with  respect  to  said  premises ; 
that  no  warrant  of  attachment  has  been  issued  against  said  premises ;  that  all 
bills  and  charges  for  work,  labor  and  services  rendered  and  materials  furnished 
in  any  improvement  of  said  premises  or  any  part  thereof  have  been  paid  and  that 
no  person  or  corporation  has  filed  or  has  a  right  to  file  a  mechanic's  lien  therefor ; 
except  mechanics  lien  now  of  record  which  will  simultaneously  be  satisfied  that 
no  conditional  bills  of  sale  have  been  filed  against  said  premises  or  against  any 
fixtures  or  chattels  attached  to  or  used  in  connection  with  said  premises ;  that 
deponent  is  and/or  is  the  owner  of  all  personal  property,  chattels  and  fixtures 
attached  to,  appurtenant  to  or  used  in  the  operation  of  said  premises  and  that 
none  of  said  personal  property,  chattels  and  fixtures  aforesaid  have  been  bought 
under  an  agreement,  conditional  bill  of  sale  or  chattel  mortgage  whereby  title  to 
any  of  them  is  not  to  vest  until  they  are  fully  paid  for ;  that  said  premises  are  now 
free  and  clear  of  all  taxes,  assessments,  water  charges,  liens,  mortgages,  leases, 
restrictive  covenants,  easement  agreements,  reservations,  encumbrances  or 
charges  of  every  description,  except  as  set  forth  hereinabove. 

4.  That  said  premises  are  a  two-family  dewelling  house  and  are  presently 
vacant. 

5.  That  deponent  has  not  executed  as  to  any  other  property,  any  bonds,  obli- 
gations, mortgages,  or  extension  agreements  and  has  not  executed  or  endorsed 
any  promissory  notes  and  is  not  liable  on  any  notes  or  endorsements,  guarantees, 
or  oither  contingent  indebtedness  except  a  mortgage  I  gave  on  premises  673 
Hendrix  Street,  Brooklyn,  N.Y.  now  satisfied. 
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6.  That  the  premises  are  to  he  conveyed  to  G-EOBGE  ROMNEY,  Secretary  of 
Housing  and  Urban  Development,  his  successors  and  assigns,  Washington,  D.C, 
the  'guarantor  of  the  holder  of  the  first  mortgage  and  that  the  said  conveyance 
will  not  render  deponent  insolvent ;  that  said  deed  is  not  given  as  a  perference 
against  any  other  creditors  of  deponent  and  there  are  no  other  persons,  firms  or 
corporations  other  than  the  grantee  herein  named  interested  either  directly  or 
indirectly  in  said  premises ;  that  deponent  is  solvent  and  has  no  other  creditors 
whose  rights  will  he  prejudiced  by  said  conveyance. 

7.  That  your  deponent  has  agreed  to  convey  the  title  to  the  grantee  aibove 
mentioned  to  avoid  the  continuance  of  the  foreclosure  of  the  mortgage  guaranteed 
by  said  grantee  and  that  the  deponent  in  offering  to  execute  the  said  deed  and 
delivering  the  same  is  not  acting  under  any  duress,  undue  influence,  misappre- 
hension, or  misrepresentation  by  the  said  grantee,  or  any  of  his  employees,  agents, 
representatives  or  attorneys  and  that  it  is  the  intention  of  your  deponents  to 
convey  all  right,  title  and  interest  absolutely  in  and  to  said  premises  and  to  all  the 
fixtures,  i)ersonal  property,  equipment,  appliances  attached  to  or  used  in  the 
operation  thereof. 

8.  That  the  reason  for  such  conveyance  is  that  in  the  opinion  of  deponent,  the 
encumbrances  on  said  premises  exceed  the  value  of  the  property  and  that  the 
income  therefrom  and  your  deponent's  income  is  insuflBcient  to  meet  the  expense 
of  carrying  the  same  and  that  the  said  encumbrances  exceed  the  value  of  the 
property ;  that  the  said  conveyance  by  deponent  is  an  absolute  conveyance  and  is 
not  given  as  collateral  security  and  there  is  no  agreement,  expressed  or  implied, 
written  or  oral,  between  deponent  and  the  said  OEOROE  ROMNEY  wherein  it 
might  be  understood  or  agreed  that  the  said  premises  are  to  be  within  any  speci- 
fied time  or  before  any  specified  date  at  any  time  reconveyed  to  the  deponent 
or  to  any  other  person  for  the  deponent's  benefit.  That  deponent  has  tried  to 
effect  a  sale  of  said  premises  and  has  not  been  able  to  sell  the  same  at  any  price. 

9.  That  there  are  no  tenants  in  occupancy  of  the  premises. 

10.  That  there  are  no  judgments  docketed  against  the  deponent  and  any  judg- 
ments which  may  appear  of  record  against  the  name  of  LEONARD  L.  BELLET 
or  any  variation  or  derivative  of  the  said  name  are  not  against  your  deponent 
but  are  against  some  person  or  other  persons  having  the  same  or  any  similar 
name.  That  deponent  does  not  know  of  any  said  judgment  creditors  and  has  never 
been  sued  by  any  of  them  nor  are  there  any  judgments  unsatisfied  of  record  in 
the  Courts  of  this  State  or  of  the  United  States  and  that  no  proceedings  in  bank- 
ruptcy has  ever  been  instituted  by  or  against  your  deponent. 

11.  That  deponent  has  not  since  he  acquired  the  title  aforesaid,  changed  his 
name  or  been  known  by  any  name  other  than  that  stated  herein. 

12.  That  the  deponent  has  read  the  foregoing  aflSdavit  and  knows  of  his  own 
knowledge  that  the  facts  herein  stated  are  true,  that  there  are  no  facts  known  to 
deponent  relating  to  the  title  to  said  premises  which  are  not  stated  or  disclosed 
in  this  affidavit  and  this  affidavit  is  made  to  induce  GEORGE  ROMNEY  to 
accept  a  deed  to  said  premises  knowing  full  well  that  he  relies  upon  the  truth  of 
the  statements  herein  contained. 


The  Wenhaven  Corp., 
Neio  York,  ¥.Y.,  April  15,  1968. 

To  the  Stockholders  and  Directors  of  the  Wenhaven  Corp.  and  the  Wenrus  Corp.: 
Enclosed  are  the  proposed  minutes  in  connection  with  the  meeting  held  on 
April  5,  1968. 

If  there  are  any  additions  or  corrections,  would  you  please  advise. 
Cordially, 

Lester  A.  Lazarus. 
(Enclosure.) 


EXHIBIT  24 

Minutes  of  April  5,  1968,  Meeting  of  Wenhaven  Corp.  and  Wenrus  Corp. 

Joint  Minutes  of  a  Special  Meeting  of  the  Stockholders  and  Directors  of 
THE  Wenhaven  Corp.  and  the  Wenrus  Corp. 

Joint  mimites  of  a  Special  Meeting  of  the  Stockholders  and  Directors  of  The 
Wenhaven  Cor^p.  and  The  Wenrus  Corp.  held  at  the  office  of  the  corporations, 
475  Fifth  Avenue,  New  York,  N.Y.  on  April  5, 1968. 
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Present  were:  Sol  Goldberg,  Charles  Fenster,  Alvin  Lerner,  Hyman  Ostrov, 
Joseph  Ostrov,  Charles  Lipnick,  Lester  A.  Lazarus. 

sNIr.  Goldberg  acted  as  Chairman  of  the  meeting  and  Mr.  Lazarus  acted  as 
Secretary  of  the  meeting. 

The  floor  was  turned  over  to  Mr.  Lazarus  who  brought  the  directors  and  stock- 
holders up  to  date  on  the  efforts  of  the  company. 

In  the  first  place,  Mr.  Lazarus  advised  that  letters  had  been  written  to  the 
I)eople  from  whom  money  had  been  borrowed  for  the  mortgages  asking  that  they 
contact  him  so  that  some  kind  of  a  moratorium  could  he  arranged  on  these  pay- 
ments. Mr.  Lazarus  advised  that  to  the  date  of  the  meeting,  no  responses  had 
been  forthcoming  and  no  action  had  heen  taken  with  respect  to  the  company's 
failure  to  meet  its  payment  schedule. 

Mr.  Lazarus  then  advised  that  Mr.  Messinger  had  withdrawn  from  his  agree- 
ment with  respect  to  the  maintenance  and  supervision  of  the  houses  in  Brooklyn ; 
that  this  withdrawal  had  created  a  number  of  problems  for  The  Wenhaven  Corp. 
and  its  subsidairy,  Excambio  Management  Cortp.,  the  most  important  of  which 
was  the  fact  that  owners  of  76  houses  had  withdrawn  their  houses  from  Ex- 
camhio  Management ;  that  there  was  substantial  work  to  he  done  on  the  houses 
and  bills  to  be  paid,  for  Avhich  there  were  no  funds. 

There  was  then  a  complete  discussion  with  respect  to  the  efforts  of  the  com- 
pany, particularly  reimbursement  to  the  owners  for  the  expenses  that  they  were 
incurring  as  a  result  of  Excambio's  inahility  to  maintain  the  houses. 

After  complete  discussion,  on  the  motion  of  Mr.  Lerner  and  seconded  by  Mr. 
Goldberg,  it  was  unanimously 

Resolved  that  all  of  the  assets  of  Wenhaven  and  Wenrus  be  pledged  for  use 
of  the  home  owners  to  compensate  them  for  the  costs  they  were  undergoing,  as 
a  result  of  Excambio's  inability  to  meet  its  expenses. 

It  was  further  directed  that  Mr.  Lazarus  write  a  letter  to  the  home  owners  so 
advising  them  and  call  a  meeting  of  all  the  home  owners  as  quickly  as  possible 
to  explain  circumstances  to  them. 

There  heing  no  further  business,  the  meeting  was  duly  adjourned. 

Respectfully  submitted. 

'Lester  A.  Lazarus. 


EXHIBIT  25 

Letter  From  Excambio  Management  Corp.  Dated  Apr.  5,  1968 

Excambio  Management  Corp., 

2Ve?o  York,  N.Y.,  April  5, 1968. 

Gentlemen  :  On  Friday,  April  5th,  the  directors  and  stockholders  of  The 
Wenhaven  Corp.  and  The  Wenrus  Corp.  met. 

At  that  meeting,  there  was  a  complete  discussion  of  the  pligiht  of  the  home- 
owners whose  property  was  managed  by  Excambio  Management  Corp.,  a  sub- 
sidiary of  Wenhaven. 

The  Board  of  Directors  and  Stockholders  unanimously  agreed  to  pledge  all 
of  the  assets  of  both  companies  for  the  use  of  the  homeowners  to  compensate 
for  the  problems  presently  presenting  themselves. 

While  the  assets  of  the  parent  companies  are  not  presently  liquid,  a  concerted 
effort  will  be  made  to  turn  these  assets  into  liquid  cash,  to  be  used  as  reimburse- 
ment to  the  homeowners  for.  the  expenses  they  are  presently  incurring  in  con- 
nection with  the  repairs  of  their  houses  and  the  mortgage  payments  they  are 
making. 

We  are  writing  this  letter  to  you  Immediately  as  evidence  of  the  fact  that 
none  of  the  companies  involved  are  walking  away  from  the  problems,  but  on  the 
contrary,  are  willing  to  pledge  their  assets  for  the  benefit  of  the  owners. 

Within  the  immediate  future,  we  are  going  to  arrange  a  meeting  at  which  we 
would  like  to  have  present  all  of  the  homeowners,  as  well  as  the  stockholders  of 
the  parent  company  for  the  benefit  of  all. 
Very  truly  yours, 

Lester  A.  Lazarus. 
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EXHIBIT  26 

Letter  to  Sol  Gilman  From  Leonard  Bellet  Dated  Apiv  29,  1968 

Flaib,  Inc., 
April  29, 1968. 
Mr.  Sol  Oilman, 
Brooklyn,  N.Y. 

Deab  Tiny  Tim  :  I  can't  describe  how  grateful  I  am  to  both  you  and  Gloria 
for  your  hospitality  this  past  Friday.  You  are  most  generous  and  kind.  Gloria  is  a 
charming  and  delightful  person  and  I  look  forward  to  seeing  both  of  you  again 
real  soon. 

Needless  to  say,  I  am  somewhat  disturbed  and  confused  about  the  status  of 
my  homes,  the  payments  that  are  due  on  them  and  just  what  disposition  you 
are  making  specifically  on  each  of  these  2  "estates".  I  know  you  are  watching 
over  them.  But,  frankly,  I  don't  know  w^hat  my  income  is  nor  do  I  know  what 
my  expenses  are  and  it  would  be  interesting  to  note  carefully  just  what  direction 
this  thing  is  now  taking. 

I  have  asked  my  accountant,  who  is  also  my  friend,  Joe  Levin,  to  contact  you 
from  Washington  to  see  if  he  can  determine  the  status  of  things,  I  shall  appre- 
ciate whatever  courtesty  you  can  extend  him. 

In  no  small  way  am  I  treating  this  thing  lightly.  You  know  how  much  is  at 
stake  and  I  shall  be  grateful  for  your  constant  attention  and  cooperation. 

I  send  you  sincere  regards. 
Very  cordially, 

Leonard  L.  Bellet. 


EXHIBIT  27 

Letter  to  Leonard  Bellet  From  Eastern  Service  Corp.  Dated  May  8,  1968 

Eastern  Service  Corp., 
Hempstead,  N.Y.,  May  8,  1968. 
Re  mortgage  No.  826514,  477  Jerome  Street,  Brooklyn,  N.Y. ;  arrears :  February^ 
March,  April,  May  $727.00 ;  late  charges,  February,  March,  April  $10.74 ;  total 
$737.74. 
Mr.  Leonard  L.  Bellet, 
Richmond,  Va. 

Dear  Sir  :  The  above  property  recorded  in  your  name  is  in  arrears  for  four 
months. 

This  letter  is  being  forwarded  to  alert  you  as  to  the  situation  pending  on  this 
mortgage. 

This  account  must  become  current  or  we  will  be  forced  to  institute  a  fore- 
closure action. 

Please  remit  in  full.  Thank  you. 
Very  truly  yours, 

Thomas  Reynolds, 
Mortgage  Administrator. 


EXHIBIT  28 

Letter  to  Leonard  Bellet  From  Eastern  Service  Corp.  Dated  May  10,  1968 

Eastern  Service  Corp., 
Hempstead,  N.Y.,  May  10, 1968. 
Re  mortgage  No.  826514 — 477  Jerome  Street :  arrears :  February,  March,  April, 

May  $737.74. 
Mr.  Leonard  L.  Bellet, 
Richmond,  Va. 

Dear  Sir:  It  seems  quite  obvious  to  us  that  since  we  have  not  heard  from  you 
regarding  your  arrears  situation  that  you  are  now  no  longer  able  to  carry  your 
home.  Therefore,  if  there  are  no  judgments  filed  against  you,  it  may  be  possible 
for  us  to  consider  accepting  your  deed. 
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Of  course,  you  must  realize  that  before  this  could  be  done  a  search  would  have 
to  be  run  and  approval  of  our  Mortgage  Committee  and  the  appropriate  govern- 
ment agency,  if  applicable,  would  have  to  be  forthcoming. 

We  would  suggest  that  if  you  wisli  to  proceed  along  these  lines  that  you  con- 
tact us  at  once.  It  is  imperative  that  you  do  not  ignore  this  communication  as 
time  is  running  out  which  could  mean  additional  exi>enses  for  attorneys  and 
eventual  loss  of  your  home. 
Very  truly  yours, 

BELiiE  Vaden, 
Mortgage  Servicing. 


EXHIBIT  29 
Letter  to  Joseph  Ostrov  from  Leonard  Bellet  dated  May  24,  1%8 

May  24, 1968. 
Mr.  Joseph  Osteov, 
Haddenfield,  N.J. 

Dear  Joe  :  I  am  enclosing  what  appear  to  be  the  deeds  on  the  properties  at  477 
Jerome  St.  and  673  Hendrix  St. 

Since  these  deeds  indicate  no  place  for  me  to  sign,  let  me  now  give  you  my 
authorization  or  power  of  attorney  on  these  2  properties  to  sign  the  necessary 
transfer  of  ownership  of  these  in  my  behalf.  If  this  then  becomes  too  cumbersome, 
I  shall  be  glad  to  come  in  and  sign  on  most  any  day  convenient  to  you.  Tuesday  or 
Wednesday  would  be  cumbersome,  but  the  holiday  on  Thursday  would  open  up  the 
door  for  such  a  trip  if  necessary.  It  is  not  generally  celebrated  as  a  holiday  in 
this  area. 

I  am  enclosing,  also,  2  copies  of  both  FHA  form  2210  and  FHA  form  2210-1. 

As  per  our  conversations,  it  appears  as  though  you  have  made  a  reasonable 
deal  wuth  Sol  Gillman.  However,  since  we  are  apparently  agreed  that  we  are 
unloading  a  cumbersome  piece  of  property,  and  we  are  aware  that  pouring  more 
money  into  this  project  would  be  futile,  actually  Sol  is  taking  something  trouble- 
some off  our  hands.  However,  the  words  of  caution  from  my  accountant  should 
not  be  taken  lightly.  He  warns  us  that  we  should  make  arrangements  to  dispose 
of  these  properties  completely  without  recourse.  Remember  that  our  names  are 
still  on  the  FHA  loans.  The  enclosed  forms,  if  properly  executed  and  approved 
by  FHA,  will  get  us  off  the  hook  completely. 

Now  that  I  have  said  my  piece,  both  by  phone  and  herewith,  I  think  it  is  fair  to 
admonish  ourselves  against  making  a  hasty  deal  that  could  cause  us  untold  agony 
at  some  later  date.  Therefore,  if  your  attorneys  approve  the  necessary  papers  I 
would  assume  that  they  have  taken  the  precautions  necessary  to  protect  you.  I 
would  then,  naturally,  be  willing  to  go  along  with  you.  Remember  that  it  is  a 
business  decision  that  we  are  making  to  sell  these  properties  and  once  they  are 
sold  I  am  sure  that  neither  you  nor  I  want  to  hear  anymore  about  them  and  it  is 
this  protection  that  I  feel  that  our  attorneys  have  to  provide  for  us. 

We  discussed  the  alternatives.  They  are  leave  things  as  they  are,  find  another 
manager  or  find  another  buyer.  After  analizing  these  alternatives,  I  feel  that  we 
are  making  the  right  decision.  But,  it  would  be  distressing  to  me  and  I  am  sure 
it  would  be  discomforting  to  yourself  if  we  would  not  attempt  to  dispose  of  this 
completely  and  not  to  remain  secondarily  liable. 

Joe,  I  want  to  thank  you  for  your  interest.  I  appreciate  the  various  phone  calls 
regarding  this  and  naturally  I  expect  that  you  will  allow  me  to  pay  my  fair  share 
of  whatever  attorney  fees  are  necessary. 

I  send  you  my  thanks  and  regards  and  with  tongue  in  cheek  and  fingers  crossed 
a  wish  that  this  thing  concludes  itself  without  undue  delay.  Good  luck. 
Cordially, 

Leonaed  L.  Bft.t.et. 
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EXHIBIT  30 
Memoranda  to  Leonard  Bellet  from  S  &  G  Contracting  dated  May  31, 1968 

S  &  G  Ck)NTRACTING, 

Brooklyn,  N.Y.,  May  31,  1968. 
Re  477  Jerome  Avenue. 
Mr.  Leonabd  Bellet  : 

Downstairs  apt : 

Replaced  ceiling  in  kitchen $100 

Fixed  windows 50 

Emergency  leaks,  as  requested  by  emergency  repair 70 

Cleaned  out  rubbish  from  yard  and  basement,  $55.00  per  load,  2  loads 110 

Fixed  locks 55 

Total  $385 

S  &  G  Contracting, 
Brooklyn,  N.Y.,  May  31, 1968. 
Re  673  Hendrix  Street. 
Leonard  Bellet, 

Patched  roof 40.  00 

Securing  basement  and  interior  doors ;  fixed  mail  boxes,  replaced  locks 120.  00 

Removed  rubbish  $55.00  per  load,  li/^  loads 82.  50 

Cleaning  and  locking  of  boiler 110.  00 

Plumbing  Work :  Replaced  toilet,  misc.  plumbing,  misc.  carpentry 125.  00 

Total  477.  50 

Herman  S.  Gillman, 
Brooklyn,  N.Y.,  May  31, 1968. 
Mr.  Leonard  Bellet: 

Management  fee :  $95  per  month  per  house  per  month  : 
2  houses  3  months  : 

477  Jerome  Ave.  ($95  per  month) $285 

673  Hendrix  St.  ($95  per  month) $285 

Total  $570 

Herman  S.  Gillman, 
Brooklyn,  N.Y.,  May  31,  1968. 
Mr.  Leonard  Bellet, 
Care  of  Flair  Inc., 
Richmond,  Va. 
Rents  collected : 

March,  April,  May,  1968 : 
673  Hendrix  St. 
477  Jerome  Ave. 


March 


April 


May 


673  Hendrix  St: 

Jones 70 

Johnson 

Total _.  70 


140 
120 


26C 


140 
120 


260 


477  Jerome  Ave: 

Georgia  Evans:  140.00. 
Rebecca  Evans:  175.00. 
Total,  $315.00 
Total  Rents  Received:  $905.00. 
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S  &  G  CONTRACTING 


W^mc'-y  I 


FLAIR   INC. 
Grace  b  Fifth  Sts 
Richmond  Virginia 


MR.  LEONARD  BELLET 


EXHIBIT  31 

Letter  to  Leonard  L.  Bellet  from  Walter  N.  Read  dated  June  4, 1968 

Archer,  Greiner,  Hunter  &  Read, 

Camden,  N.J.,  June  4,  1968. 
Re  Bellet  to  Selglo  Realty,  Brooklyn,  N.Y. 

Mr.  Leonard  L.  Bellet, 
Care  of  Flair  for  Fashion 
Richmond,  Va. 

Dear  Mr.  Bellet:  You  undoubtedly  know  from  Hy  and  Joe  Ostrov  about 
the  proposed  conveyance  to  Selglo  Realty  Corp.,  for  which  we  have  prepared  the 
enclosed  deed.  This  must  be  signed  by  you  and  your  wife  in  the  presence  of  a 
notary  public  in  Richmond  who  will  then  complete  the  acknowledgment  form 
on  the  last  page;  will  also  witness  your  signatures  on  the  line  to  the  left  of  your 
names;  and  who  will  have  to  have  attached  to  the  deed  also  a  County  Clerk's 
certificate  showing  the  authority  of  the  notary  to  act. 

When  all  of  this  has  been  completed,  will  you  return  the  deed  directly  to  me 
and  we  will  see  that  delivery  is  made  to  Selglo,  together  with  the  similar  deeds 
we  have  prepared  for  the  Ostrovs. 

If  you  have  any  questions  about  any  of  this,  please  feel  free  to  telephone  me 
directly  at  the  above  address. 
Very  truly  yours, 

Walter  N.  Reed. 


EXHIBIT  32 

Letter  From  Nathan  M.  Roth,  Esq.,  to  Leonard  Bellet  Dated  June  10, 1968 

Nathan  M.  Roth, 
New  York,  N.Y.,  June  10, 1968. 
Re  477  Jerome  St.,  Brooklyn  and  673  Hendrix  St.,  Brooklyn. 
Leonard  Bellet, 
Care  of  Flair, 
Richmond,  Va. 

Dear  Me.  Bellet  :  I  had  someone  go  over  to  the  above  buildings  to  take  a  look 
at  them. 

I  am  sorry  to  have  to  advise  you  that  I  am  informed  that  buildings  like  the 
above  are  a  drudge  on  the  market  and  can  presently  be  purchased,  free  and 
clear  of  all  mortgages,  from  anywhere  from  $2,000  to  $5,000  in  cash. 

I  would,  therefore,  suggest  to  you  that  if  there  is  any  way  that  you  can  di.si>ose 
of  these  properties  and  get  yourself  relieved  of  the  liability  on  the  mortgages 
that  you  do  so. 
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You  had  indicated  to  me  that  on  the  sale  of  the  house  the  F.H.A.  would  relieve 
you  from  your  personal  liability  on  the  mortgages.  I  told  you  that  I  had  never 
heard  of  such  a  provision.  However,  if  this  is  so,  then  I  would  suggest  if  you 
cannot  find  a  legitimate  buyer  for  the  house  that  you  form  corporations  solely 
for  the  purpose  of  transferring  the  title  to  the  corporations  to  relieve  yourself  of 
the  personal  liability  on  the  mortgages.  Again  I  repeat,  I  do  not  believe  that  a 
sale  of  the  property  would  relieve  you  of  the  personal  liability.  However,  you  have 
indicated  that  you  knew  that  this  would  be  the  result  of  a  sale. 

If  I  can  be  of  any  further  help  to  you,  please  feel  free  to  call. 
Very  truly  yours, 

Nathan  iM.  Roth. 


EXHIBIT  33 

Letter  to  Joseph  Ostrov  From  Leonard  Bellet  Dated  June  12, 1968 

June  12,  1968. 
Mr.  Joseph  Ostbov, 
Cherry  Hill,  N.J. 

Dear  Joe  :  How  could  we  possibly  have  gotten  in  deeper  by  entrusting  our- 
selves to  Gillman?  I  am  enclosing  photostats  of  statements  he  sent  me  for  my 
two  properties. 

Note  that  according  to  his  statement  he  has  only  collected  for  one  month  on 
one  property  and  on  the  other  for  two  and  a  half  months. 

Note  that  he  charges  a  management  fee  of  $95  whether  he  collects  or  not. 

Note  his  bills  for  expenses  on  these  properties. 

Note  fixed  windows  $50,  cleaned  out  rubbi-sh  $55  per  load,  fixed  locks  $55i, 
cleaning  and  locking  boiler  $110. 

I  know  that  it  is  unnecessary  to  mention  these  things  to  you.  You  can  keep 
these  copies  as  a  sample  of  what  he  has  done  to  me.  However,  do  you  think  it 
makes  any  sense  to  turn  over  the  deeds  to  these  properties  to  someone  such  as 
this?  What  assurance  do  you  have  that  he  will  make  the  mortgage  payments? 
And  why  should  he  care  about  paying  the  insurance  premiums?  And  according 
to  my  information,  insurance  is  unobtainable  in  that  area'  anyway. 

Perhaps  my  accountant's  attorney  will  be  able  to  resolve  this  or  at  least  help 
us  in  some  way  when  he  reviews  the  matter  this  coming  Monday. 

At  this  point,  however,  this  entire  situation  is  assuming  the  proportions  of  a 
big  joke.  I  settled  on  my  properties  in  September  and  I  received  a  payment  on 
November  1st.  I  have  received  nothing  since.  I  have  personally  made  one  mortgage 
payment  and  I  have  spent  untold  amounts  of  time  and  expenses  to  attempt  to 
resolve  this. 

Frankly,  I  think  the  best  advice  that  has  been  given  us  was  to  go  to  the  United 
States  Attorney  and  to  inform  them  about  what  is  happening  to  FHA  insured 
loans.  In  that  manner,  it  seems  to  me,  we  could  have  immediately  been  off  the 
hook.  What  price  greed? 

I  send  you  kind  regards.  Also  best  wishes  in  the  new  house.  I  am  beginning  to 
lose  entirely  too  much  sleep  in  this  matter.  I  just  feel  like  my  bones  have  been 
picked  dry  and  I  almost  feel  as  though  I  can't  get  out  of  it. 

Regards  to  Hy. 
Cordially, 

Leonard  L.  Bellet. 
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EXHIBIT  34 
Letter  from  Harry  Sussman  to  Leonard  Bellet  dated  June  24, 1968 


Jione   2l\.,    1966 


Leonar  d  Bellet: 


1.  If  you  wish  me  to  maintain  your  tv;o  houses,  I  will  charge  you  $30.00 
Per  house,  per  month.   Prom  your  rents  you  will  be  billed  f  or  repairs 
that  ar  e  necessary,  feul  and  exterminating  services.   It  is  my  belief 
that  these  houses  can  within  a  short  time  ^  ve  you  a  monthly  return  and 
the  tax  loss  that  owning  the  property  allows  you. 

2.  If  you  weren't  Lester  Lazerous's  friend  I  would  encourage  you  to 
turn  the  property  over  to  me.   I  would  accept  the  property  on  a  mort- 
gage responsibility  without  liability  basis.   This  means  that  thou 

I  would  be  the  owner  of  the  deed,  you  are  still  liable  to  F.H.A.  if  I 
decided  to  dump  the  houses.   This  can  be  done  by  running  them  do'^m 
by  only  collecting  rents  and  not  properly  mainfeining  the  houses. 

3.  At  this  tine,  I'd  suggest  you  hold  the  houses  and  let  me  see  how 
soon  I  can  start  making  these  houses  pay  for  you.   If  you  v;ant  me  to 
maintain  jour  houses,  send  me  a  lett  er  and  copy  to  Lester.   The 
letter  can  just  specify  jour  authorizinrr  me  to  maintain  your  houses 

at  a  ip30  per  house  monthly  fee.   I  will  have  Lester  draw  a  more  formal 
agreement. 

i|.   I  will  call  you  Friday  morning. 


Regards, 


sr^(^/^^ 


Mr.  Leonard  Bellet 
Flair  Fashions 
5th  &  Grace 
Richmond,  Va. 


SPEOi/il  GELIVERY 


;'         ft-,  • 
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EXHIBIT  35 

Letter  to  Leonard  Bellet  from  Cardinal  Realty  Co.,  Inc.,  dated  Aug.  7, 1968 

Cardinal  Realty  Company,  Inc., 

Brooklyn,  N.Y.,  August  7,  1968. 
Leonard  Bellet, 
Richmond,  Va. 

Dear  Mb.  Bellet  :  At  the  suggestion  of  your  Attorney  I  am  forwarding  to  you 
Management  Agreement  on  477  Jerome  Avenue  and  673  Hendrix  Street,  Brook- 
lyn, New  York. 

I  am  sending  copy  of  tliis  letter  and  Management  Agreement  to  Mr.  Irving 
Slater. 

If  you  will  return  signed  copy  of  Agreement  and  see  to  it  that  we  receive  rental 
information  on  both  buildings,  we  will  start  collecting  rent  as  of  September  1st, 
1968. 

Very  truly  yours, 

A.  A.  Cabdinale,  President. 

Management  Agreement 

The  undersigned  owner  of  premises  477  Jerome  Avenue  and  673  Hendrix  Street, 
Brooklyn,  New  York  authorise  PREFERRED  MANAGEMENT  CORPORATION, 
%  CARDINAL  REALTY  COMPANY,  IXC,  531  Nostrand  Avenue,  Brooklyn,  New 
York  to  act  as  Managing  Agent  and  agreed  that  they  may  collect  all  rents  and 
pay  all  expenses  to  maintain  the  property,  and  keep  premises  in  proper  repair. 
The  undersigned  owner  agrees  to  pay  PREFERRED  MANAGEMENT  CORP., 
$50.00  (Fifty  dollars)  per  month  for  each  building. 

This  Agreement  may  be  cancelled  by  either  party  on  30  days  notice. 

Leonard  Bellet. 


EXHIBIT  36 
Memoranda  to  Leonard  Bellet  from  Sol  Gillman  dated  Aug.  8, 1968 

Herman  S.  Gillman, 
Brooklyn,  N.Y.,  August  8, 1968. 
Mr.  Leonard  Bellet, 
Richmond,  Va. 

As  of  August  31,  1968,  we  will  no  longer  manage,  service  or  maintain  your 
buildings. 

Kindly  make  arrangements  to  have  someone  service  &  manage  your  properties. 
Very  truly  yours, 

Herman  S.  Gillman. 

Herman  S.  Gillman, 
Brooklyn,  N.Y.,  August  8, 1968. 
Mr.  Leonard  Bellet, 
Richmond,  Va. 
Total  Rents  Received $1,  835.  00 

Management  &  Maintenance 775.  00 

673  Hendrix  St 486.  00 

477  Jerome  Ave 402.00 

Subtotal   1,  663.  00 

Total  172.  00 

Paid  Mr.  L.  Bellet  7/1/68  Check  #1339 $1,  305.  00 

Less 172.  00 

Due  Mr.  H.  S.  Gillman 1, 133.  00 
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Herman  S.  Gillman, 
Brooklyn,  N.Y.,  August  8,  1968. 
Mr.  Leonard  Bellet, 
Care  of  Flair  Inc., 
Richmond,  Va. 

Management  &  Maintenance  2  buildings  at  $95.00  per  month  :  2  @  95.00  =  190.00 

per  montli. 
Marcli,  April,  May,  June,  July  :  $950.00. 
Less  $35.00  per  montli,   (we  are  not  going  into  the  winter  months.)  :  $35.00  X 

5  months  =  $175.00. 
Total:  $775.00. 

HERMAN  S.  Gillman. 
Brooklyn,  N.Y.,  August  8, 1968. 
RE :  477  Jerome  Ave. 

Leonard  Bellet, 
Richmond,  Va. 
Downstairs  Apt. : 

Replaced  ceiling  in  kitchen $100 

Fixed  Windows 50 

Emergency  Leaks,  as  requested  by  Emergency  Repairs 70 

Cleaned  out  rubbish  from  yard  &  basement  2  loads  (55.00  per  load) 110 

Fixed  locks . 55 

Total   385 

Sent  Disposses  both  tenants 17 

Total 402 

S  &  G  Contracting, 
Brooklyn,  N.Y.,  August  8, 1968. 
Re:  673  Hendrix  St. 

Mr.  Leonard  Bellet, 
Care  of  Flair  Inc., 
Richmond,  Va. 

Patched  Roof $40.  00 

Securing  Basement  &  Interior  Doors,  fixed  Mail  Boxes,  replaced  locks 120.  00 

Removed  Rubbish  li/o  loads,  $55.00  per  load 82.  50 

Cleaning  &  Locking  of  boiler 110.  00 

Plumbing  Work:  replaced  toilet,  misc.  plumbing;  misc.  carpentry 125.  00 

Total   477. 50 

LEONARD  BELLET-RENTS  RECEIVED  MARCH  1968  THROUGH  AUG.  8, 1968 

March  April  May  June  July  Aug.  8 

673  Hendrix  St.: 

Jones  _. __. $70  $140 

Johnson.... 120 

477  Jerome  Ave.: 

Georgia  Eva ns .  _ 

Rihicca  Eva ns •. 


$140 
120 

$140 
120 

$140 
120 

$70 
60 

140 
175  ... 

140 

140  .... 

Total 70  260  575  400  400  130 


EXHIBIT  37 

Letter  to  Leonard  Bellet  from  Irving  Slater,  Esq.,  dated  Aug.  12, 1968,  and 

enclosure 

Irving  Slater, 
Counselor  at  Law, 
Neto  York,  N.Y.,  August  12, 1968. 
Mr.  Leonard  Bellet, 
Richmond,  Va. 

Dear  Mr.  Bellet  :  I  am  enclosing  copy  of  my  letter  to  Mr.  Gillman  and  his 
reply  in  the  form  of  statements  showing  that  you  owe  him  $1,133.00.  I  retained 
Xerox  copies  and  I  am  mailing  a  set  to  Joe  Levin. 
I  only  now  see  how  deeply  you  fell  in. 
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I  am  not  submitting  to-day  the  offer  to  Eastern  since  it  was  my  intention  to 
propose  payment  of  liens  and  Gillman  will  probably  record  a  lien  for  his  $1,133.00. 
Now  I  don't  understand  what  was  the  talk  about  a  gas  bill  for  $800.00 — it  seems 
to  me  that  he  it.  charging  you  for  heat,  hence  it  should  cover  the  gas  bill.  Do  you 
know"  anything  about  this. 

I  am  asking  Gillman  for  copies  of  the  bills  for  the  repairs  and  I  don't  expect 
to  get  them. 

It  seems  the  only  way  to  adjust  all  the  mess  is  to  see  Gillman  and  Mr.  Reynolds. 
Please  call  me. 

Very  truly  yours, 

Irving  Slater. 

August  7,  1968. 
Re :  477  Jerome  Avenue,  Brooklyn  ;  673  Hendrix  Street,  Brooklyn. 
Mr.  Sol  Gilman, 
Brooklyn,  N.Y. 

Dear  Sir  :  As  per  your  conversation  of  yesterday  with  Mr.  Leonard  Bellet  and 
Mr.  Joseph  Levin,  demand  is  hereby  made  upon  you,  as  the  managing  agent  of  the 
above  properties,  for  an  accounting  of  all  receipts  and  disbursements  to  date, 
pertaining  to  said  properties. 

Since  you  advised  Mr.  Levin  that,  as  of  the  end  of  this  month,  you  desire  to 
terminate  your  agency,  may  I,  on  behalf  of  Mr.  Bellet,  ask  you  for  the  return  of 
any  and  all  documents  pertaining  to  .said  properties.  Particularly  Mr.  Bellet  de- 
sires the  following : 

1.  A  statement  of  Income  and  Disbursements  to  this  date  showing  the  balance 
due  Mr.  Bellet. 

2.  Names  of  tenants  and  the  dates  up  to  which  rents  have  been  paid,  including 
tenants  in  arrears. 

3.  What  steps  you  have  taken  to  collect  the  rents. 

4.  All  bills  pertaining  to  said  properties  paid  and  unpaid  as  of  this  date. 

5.  Any  and  all  notices  of  the  holder  of  the  mortgage  on  said  properties. 

6.  Insurance  policies  covering  said  premises. 

7.  Any  tax  bills  you  may  have  and  all  documents  you  may  have  affecting  the 
said  properties. 

Thanking  you  in  advance,  I  remain 
Very  truly  yours, 

Irving  Slater. 


EXHIBIT  38 

Letter  to  Eastern  Service  Corp.  from  Irving  Slater,  Esq.,  dated  Aug.  13, 1968 

August  13,  1968. 
Re  Leonard  Bellet,  477  Jerome  Avenue  and  673  Hendrix  Street. 
Eastern  Service  Corp, 
Hempstead,  Long  Island,  N.Y. 
(Attention  Mr.  T.  Reynolds). 

Dear  Mr.  Reynolds  :  I  was  present  last  week,  when  Mr.  Joseph  Levin  of 
Washington,  D.C.  on  behalf  of  Mr.  Bellet,  indicated  to  you  that  a  check  in  pay- 
ment of  all  arrears,  will  be  made.  After  returning  to  Richmond,  Va.,  Mr.  Bellet 
called  me  to  review  the  nnancial  situation,  and  w^e  came  to  the  conclusion  that 
payment  of  arrears,  bills  and  any  liens  that  may  be  placed  against  the  property 
would  entail  a  considerable  outlay  of  cash  and  the  losses  in  the  future  would 
continue. 

On  behalf  of  my  client,  I  am  herewith  offering  a  deed  to  your  institution  in 
lieu  of  foreclosure  and  in  consideration  of  releasing  Mr.  Bellet,  he  will  clear  up 
and  liens  that  will  be  in  existence  at  the  time  of  the  delivery  of  the  deed. 

I  trust  that  your  institution  will  give  this  matter  attention,  and  tliat  I  may 
hear  from  you  by  return  mail. 
Very  truly  yours, 

lEviNG  Slater. 
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EXHIBIT  39 
Letter  to  Leonard  Bellet  from  Irving  Slater,  Esq.,  dated  Aug.  13, 1968 

iRvixa  Slater, 

COUNSELOB   AT    LAW, 

New  York,  N.Y.,  August  13,  1968. 
Mr.  Leonard  Bellet, 
Richmond,  Va. 

Dear  Mr.  Bellet  :  Shortly  after  I  spoke  with  you,  I  received  the  deed  and 
the  Gillman  statements.  The  $1,305  he  mailed  to  you,  is  apparently  the  rent  he 
collected  without  deducting  his  expenses.  I  never  heard  of  an  agent  not  deduct- 
ing his  expenses  first.  There  was  some  set  up  prepared  for  you. 

But  here  I  am  concerned  with  the  deed.  Who  is  the  Jet  Warehouse  Corp.  at 
175  Fulton  Street,  Hempstead,  the  same  building  where  Eastern  and  FHA 
offices  are?  Some  combination!  You  apparently  paid  for  Jerome  Avenue  $22,000 
and  for  Hendriv  Street  $20,000.  The  documentary  stamps  indicate  that,  but 
where  are  copies  of  the  mortgage.s  and  mortgage  bonds  you  gave?  Please  mail 
all  to  me  in  order  that  I  get  a  complete  picture.  Where  does  Lazarus  come  in? 
I  have  just  called  him  and  want  to  ask  him.  He  is  to  call  me  back. 

Draft  of  letter  to  Eastern  is  enclosed. 

Mr.  Lazarus  just  called  me  back,  and  he  explained  who  the  Jet  Warehouse 
Corporation  is.  It  seems  that  this  last  corporation  is  a  corporation  formed  by 
Eastern,  who  were  advancing  money  to  the  sellers  of  the  property  and  taking 
the  deeds  as  collateral  in  the  name  of  Jet.  I  am  now  satisfied  that  all  the  parties 
you  have  dealt  with  belong  in  the  same  pot.  When  I  told  Mr.  Lazarus  that  you 
cannot  see  yourself,  nor  do  I  approve  of  you  laying  out  now  approximately 
$4,000,  and  then  face  continuous  losses,  his  reply  was  very  meek — "I  cannot  say 
any  more — ^I  said  all  I  wanted  to".  I  then  asked  him  on  what  basis  he  thought 
that  Eastern  may  accept  a  deed,  and  he  replied  that  he  had  one  case  where 
they  rejected  it,  and  then  they  asked  to  file  an  application.  He  also  said  that 
"I  cannot  be  in  a  worse  condition  by  making  the  offer".  I  am,  therefore,  without 
waiting  for  any  additional  papers,  mailing  a  copy  of  the  enclosed  letter  to  Mr. 
Reynolds  of  Eastern.  I  am  sure  you  cannot  be  in  a  worse  position  than  you  are 
now. 

iSincerely  yours, 

Ievinq  Slater. 


EXHIBIT  40 
Letter  to  Eastern  Service  Corp.  from  Irving  Slater  dated  Aug.  13, 1968 

August  13,  1968. 
Re  Leonard  Bellet,  477  Jerome  Avenue,  613  Hendrix  Street. 
Eastern  Service  Corp., 
Hempstead,  Long  Island,  N.Y. 
(Attention  Mr.  T.  Reynolds). 

Dear  Mr.  Reynolds  :  I  was  present  last  week,  when  Mr.  Joseph  Levin  of 
Washington,  D.C.  on  behalf  of  Mr.  Bellet,  indicated  to  you  that  a  check  in  pay- 
ment of  all  arrears,  will  be  made.  After  returning  to  Richmond,  Va.,  Mr.  Bellet 
called  me  to  review  the  financial  situation,  and  we  came  to  the  conclusion  that 
payment  of  arrears,  bills  and  any  liens  that  may  be  placed  against  the  property 
would  entail  a  considerable  outlay  of  cash  and  the  losses  in  the  future  would 
continue. 

On  behalf  of  my  client,  I  am  herewith  offering  a  deed  to  your  institution  in  lieu 
of  foreclosure  and  in  consideration  of  releasing  Mr.  Bellet,  he  will  clear  up  any 
liens  that  will  be  in  existence  at  the  time  of  the  delivery  of  the  deed. 

I  trust  that  your  institution  will  give  this  matter  attention,  and  that  I  may 
hear  from  you  by  return  mail. 
Very  truly  yours, 

Irving  Slater. 


854 

EXHIBIT  41 
Letter  to  Irving  Slater,  Esq.,  from  Leonard  Bellet  dated  Aug.  20, 1968 

August  20,  1968. 
Mr.  Ieving  Slater, 
New  York,  N.Y. 

Dear  Irving  :  Since  I  have  spoken  with  you  a  few  times,  I  can't  help  notice  how 
conscientious  you  are  about  my  problems.  Naturally,  I  am  grateful  that  my  prob- 
lems are  in  your  hands.  Unfortunately,  we  are  not  resolving  these  things  at  this 
point.  Let  me  give  you  the  following  facts.  My  original  check  for  $9,000.00  for  the 
2  homes  was  made  payable  to  Lester  Lazarus  on  December  13,  1966.  Sometime 
in  April,  and  I  have  the  correspondence  to  back  this  up,  I  tried  to  get  my  deposit 
back  and  Lester  kept  trying  to  convince  me  not  to  be  apprehensive  but  to  go 
through  with  the  fiasco.  I  procrastinated  for  several  months,  and  you  know  that 
we  closed  the  properties  September  14. 

Mr.  Jaflfe,  who  is  associated  with  Mr.  Lazarus,  joined  me  at  the  closing  and 
gave  me  no  indication  at  that  time  that  the  Excambio  situation  was  in  bad 
shape.  Instead,  he  was  rather  anxious  to  get  this  matter  resolved  since  it  had 
been  dragging  since  the  prior  December.  Frankly,  I  believe  that  Lazarus  and 
Jaffe  were  aware  that  this  thing  was  falling  apart  at  that  time  and  certainly 
if  they  were  acting  in  good  faith  they  wouldn't  try  to  bring  another  victim  into 
this  situation.  I  believe  I  have  already  explained  to  you  that  I  got  one  rental 
payment  on  November  1st  from  Lester  Lazarus's  office.  That  was  $150.00  for  the 
2  properties  and  I  have  received  nothing  since. 

The  purpose  of  this  note  is  to  indicate  to  you  that  somewhere  along  the  line  I 
feel  that  I  have  been  made  a  victim  of  a  fraudulent  situation.  That  to  a  great 
extent,  in  order  not  to  lose  my  deposit,  I  went  ahead  with  the  whole  stupid  mess 
under  duress  although  I  was  quite  apprehensive. 

If  there  is  anything  you  can  make  of  these  facts,  or  if  you  are  able  to  remove 
my  name  from  the  bond  or  the  ownership  on  the  mortgage  as  a  result  of  these 
pertinent  facts,  please  feel  free  to  do  so. 

Lester  Lazarus  was  making  recovery  from  the  City  of  New  York  on  some 
stolen  checks.  I  called  him  today  to  see  if  he  had  received  his  money  from  the 
City  and  he  has  not  done  so.  He  promised  that  I  would  receive  my  shares  of  that 
money  when  he  gets  it.  He  also  told  me  that  Gillman  is  out  of  business  and  that 
the  new  manager  is  this  Sussman  fellow  whom  Lester  recommends. 

Irving,  I  am  in  your  hands  and  would  like  to  be  rid  of  this  mess  completely 
forever.  Your  efforts  in  my  behalf  are  vital. 
Very  cordially, 

Leonard  L.  Bellet. 


EXHIBIT  42 
Letter  to  Irving  Slater,  Esq.,  From  Leonard  Bellet  Dated  Aug.  21,  1968 

August  21,  1968. 
Mr.  Irving  Slater, 
New  York,  N.Y. 

Dear  Irving  :  I  intended  to  call  you  tonight  anyway  and  I  am  sorry  I  didn't 
get  into  my  office  until  after  you  had  left  yours. 

I  spoke  with  my  brother-in-law  today  and  he  tells  me  that  regardless  of  what 
we  think,  he  is  off  the  hook  and  he  gave  his  properties  to  Gillman  and  that 
Gillman  is  now  responsible  for  what  were  my  brother-in-law's  properties.  He 
claims  that  it  is  unfortunate  that  1  didn't  take  advantage  of  the  same  offer. 

He  suggests,  however,  that  since  Lester  Lazarus  represented  some  300  homes 
and  probably  about  60  or  70  people,  the  people  that  raised  hell  the  most  and  who 
screamed  at  him  the  loudest  were  the  people  whom  Lester  pacified  by  either  pay- 
ing them  off  in  one  way  or  another  or  by  taking  their  homes  off  their  hands. 

It  seems  to  me  that  with  information  you  have  that  enough  hell  can  be  raised 
with  Lester  so  that  he  can  pull  us  out  of  this  situation.  It  has  just  gotten  to  be 
too  time  consuming  and  mentally  depressing.  Irving,  please  help. 
Very  cordially, 

Leonard  L.  Bellet. 
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EXHIBIT  43 

Letter  from  Irving  Slater,  Esq.,  to  FHA— Hempstead  dated  Sept.  26, 1968 

September  26,  1968. 
Re   Leonard   L.    Bellet — Properties — 477  .Terome  Avenue,   Brooklyn,   X.Y. ;   673 
Hendrix  Street,  Brooklyn,  X.Y. 

Dear  Mr.  Condon  :  Suppleuienting  my  conversation  with  you,  I  wish,  on  behalf 
of  Mr.  Bellet  to  state  the  followins.  Mr.  Leonard  L.  Bellet,  a  permanent  resident 
of  Richmond,  Virginia,  was  introduced  to  Mr.  Lester  Lazarus,  an  attorney,  of 
475  Fifth  Avenue,  New  York  City,  by  his  brother-in-law,  Mr.  Hyman  Ostrov,  a 
resident  of  Cherry  Hill,  New  Jersey. 

Mr.  Ostrov  was  negotiating  with  Mr.  Lazarus  for  the  purchase  of  several  prop- 
erties, and  he  wanted  Mr.  Bellet  to  join  him  in  the  venture.  As  a  result  of  these 
negotiations,  Mr.  Bellet,  without  seeing  the  properties,  gave  a  check  in  the  sum 
of  $9,000.00  to  Mr.  Lazarus  on  December  13,  1966,  to  his  order,  as  a  deposit  on  the 
above  mentioned  properties. 

Sometime  in  April  1967,  Mr.  Bellet  tried  to  get  his  deposit  back.  However, 
Mr.  Lazarus  finally  convinced  him  to  go  through  with  the  deal,  and  the  closing 
took  place  on  September  14,  1967. 

Mr.  Bellet  was  informed  by  the  sellers,  who.se  names  are  not  known  to  him  to 
this  date,  although  the  property  was  deeded  to  him  by  Jet  Warehouse  Corp.  of 
175  Fulton  Avenue,  Hempstead,  L.I.,  that  the  properties  will  be  managed  and  the 
mortgages  serviced  by  the  Exeambio  Corporation. 

Mr.  Bellet  is  completely  innocent  in  matters  relating  to  real  estate,  and  was  not 
even  represented  by  an  attorney,  and  only  through  mis-information  and  a  promise 
of  a  20%  return  on  this  investment,  he  was  induced  to  buy  the  properties,  on 
which  the  FHA  guaranteed  the  mortgages  in  the  amount  of  $17,300.00  on  Jerome 
Avenue,  and  $15,300.00  on  Hendrix  Street.  Mr.  Bellet  received  only  $150.00  on 
November  1st,  1967  from  Mr.  Lazarus'  office,  and  sometime  in'February  1968  was 
informed  that  the  Exeambio  Corporation  became  in.solvent.  Not  knowing  what 
to  do,  Mr.  Bellet  turned  the  property  over  for  management  to  Mr.  Herman  S. 
Gilman  of  602  New  Lots  Avenue,  Brooklyn,  X.Y.  Mr.  Bellet  did  not  receive  any 
statement  from  Mr.  Gillman  until  July  1st,  1968  when  Mr.  Gillman  remitted  to 
him  the  sum  of  $1,305.00.  Sub.sequently  on  August  8,  1968,  Mr.  Gillman  submitted 
a  statement  of  rents  collected  since  March  to  August  15th,  in  the  sum  of  $1,835.00, 
and  a  list  of  expenses  in  the  sum  of  $1,663.00  claiming  an  amount  due  him  from 
Mr.  Bellet  of  $1,133.00. 

In  the  early  part  of  August  I  contacted  the  Eastern  Service  Corporation  and 
stated  that  Mr.  Bellet  was  willing  to  give  a  deed  to  the  properties  to  the  mort- 
gagee in  consideration  of  releasing  Mr.  Bellet.  I  followed  this  with  a  letter  dated 
August  13,  1968,  to  which  I  received  no  reply.  Not  until  I  spoke  with  you,  did  I 
or  Mr.  Bellet,  know  that  foreclosure  had  been  started. 

Since  Mr.  Bellet  is  a  reputable  merchant,  who  through  mis-information  and 
over-selling,  got  into  an  unfortunate  venture,  and  does  not  desire  to  be  involved 
in  a  foreclosure  proceeding,  the  offer  is  here  again  made  to  execute  a  deed  to  the 
property  to  the  Federal  Housing  Administration,  in  consideration  of  releasing 
him  from  the  obligations  under  the  bond  and  mortgage. 

My  client  will  convey  title  to  the  property,  free  of  liens,  and  as  an  additional 
consideration  for  releasing  him  is  willing  to  pay  a  moderate  sum,  as  evidence  of 
his  good  faith. 

Very  truly  yours, 

Irving  Slater. 


EXHIBIT  44 
Stock  Sale  Plan  for  the  Wenhaven  Corp. 

Plan  to  Offer  Shares  of  Common  Stock  for  Sale  of  the  Wenhaven  Corp. 

Whereas  the  Board  of  Directors  deem  it  advisable  and  in  the  best  interests 
of  the  corporation  to  offer  for  sale  and  issue  shares  of  common  stock  in  the 
amount  of  not  more  than  three  hundred  thousand  dollars  ($300,000)  in  a  manner 
such  that  in  the  hands  of  qualified  stockholders  such  shares  of  stock  will  receive 
the  benefits  of  Section  1244  of  the  Internal  Revenue  Code  of  1954,  as  amended,  and 

Whereas  the  corporation  is  a  "small  business  corporation"  as  defined  in  Section 
1244(c) 2,  in  that:    , 
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(A)  the  sum  of  the  aggregate  amount  which  may  be  offered  under  this  plan, 
plus  the  aggregate  amount  of  money  and  other  property  received  by  the  corpo- 
ration after  June  30,  1958,  for  shares  of  common  stock  as  a  contribution  to  capital 
and  as  paid-in  surplus,  does  not  exceed  $500,000,  and 

(B)  the  sum  of  the  aggregate  amount  which  may  be  offered  under  the  plan, 
pliLS  the  equity  capital  of  the  corporation,  does  not  exceed  $1,000,000 ;  and 

Whereas  there  is  not  now  outstanding  any  prior  offering  of  the  corporation 
to  sell  or  issue  any  of  its  stock, 

Now,  therefore,  it  is  hereiby  resolved  that  the  proper  oflicers  of  the  corporation 
are  hereby  authorized  and  directed  to  offer,  sell  and  issue  as  many  shares  of 
common  stock  and  at  such  prices;  payable  in  cash  or  other  property  (other  than 
stock  and  securities)  as  from  time  to  time  they  deem  to  be  in  the  best  interests 
of  the  corporation,  subject  to  the  following : 

(1)  In  no  event  shall  the  total  amount  of  cash  and  the  value  of  property, 
received  for  shares  of  common  stock,  exceed  three  hundred  thousand  dollars 
($300,000). 

The  Chairman  presented  to  the  meeting  a  form  of  plan  to  offer  shares  of 
common  stock  for  sale  so  that  any  loss  sustained  by  a  stockholder  on  the  sale  or 
exchange  of  stock  of  the  corporation  may  qualify  for  ordinary  loss  deduction 
treatment  on  the  stockholder's  personal  income  tax  return. 

Upon  motion  duly  made,  seconded  and  carried,  it  was 

Resolved, 

Whereas,  it  is  deemed  advisable  and  in  the  best  interests  of  the  corporation 
and  its  stockholders  that  the  Board  of  Directors  of  the  corporation  approve  and 
adopt  a  plan  to  offer  shares  of  common  stock  for  sale  so  that  in  the  hands  of 
qualified  stockholders  such  shares  of  stock  will  receive  the  benefits  of  Section 
1244  of  the  Internal  Revenue  Code  of  1954,  as  amended,  and 

'Whereas,  the  corporation  is  a  "small  business  corporation",  as  defined  in  Sec- 
tion 1244(c) 2,  and  there  is  not  now  outstanding  any  prior  offering  of  the  corpo- 
ration to  sell  and  issue  any  of  its  stock, 

Now,  therefore,  it  is  hereby  resolved  that  the  Board  of  Directors  hereby 
approve  and  adopt  the  plan  to  offer  shares  of  common  stock  for  sale  in  the  form 
of  the  plan  presented  to  this  meeting  and  the  Board  of  Directors  direct  the 
Secretary  of  this  meeting  to  annex  the  copy  of  said  plan  to  these  minutes  and 
make  them  a  part  hereof,  and 

It  is  further  resolved  that  the  proper  officers  of  the  corporation  hereby  are 
authorized  and  directed  to  sell  and  issue  shares  of  common  stock  in  the  amount 
of  three  hundred  thousand  dollars  ($300,000)  in  such  manner  that  they  qualify 
under  the  plan  herein  above  adopted. 

It  is  further  resolved  that  such  plan  and  such  stock  offer  end  not  later  than 
two  years  after  the  date  hereof. 

EXHIBIT  45 

Letter  to  Irving  Slater,  Esq.,  From  Leonard  L.  Bellet  Dated  Oct.  21, 1968 

October  21, 1968. 
Mr.  Irving  Slater, 
'New  York,  N.Y. 

Dear  Irving  :  I  hasten  to  answer  yours  of  the  16th. 

First  of  all,  I  got  a  call  from  Lester  Lazarus  last  week  telling  me  that  he  was 
informed  by  the  FHA  that  they  were  going  to  release  all  of  the  people  who  were 
on  the  FHA  mortgages.  He  claimed  that  he  had  been  working  for  sometime  on  it 
and  that  I  was  the  only  one  that  he  was  calling.  He  felt  that  since  I  seem  so 
worried,  he  would  relieve  that  anguished  attitude. 

In  so  far  as  any  work  done  by  any  boiler,  repair  company,  this  letter  that  you 
advised  me  of  the  fact  is  the  first  and  only  time  that  I  had  ever  heard  about  it. 
As  you  know,  Excambio  stopped  representing  me  on  or  about  the  end  of  February. 
I  knew  of  nothing  pertaining  to  this  at  that  time.  Later,  when  Gillman  represented 
me  I  had  no  inkling  of  any  repair  during  that  period.  I  know  nothing  about  this 
and  certainly  did  not  authorize  Lester  to  represent  me. 

It  seems  to  me  that  anybody  can  come  along  and  put  a  lien  on  a  property  for 
any  reason  and  tliey  can  delay  the  works,  and  if  we  show  we  are  willing  to  apply 
a  lesser  amount  than  the  amount  of  the  lien  tliey  will  accept  it.  Frankly,  I  had 
idea  that  there  was  anything  wrong  with  the  boiler  and  I  would  deeply  question 
any  amount  of  $900.00. 

I  send  you  kind  regards. 

Cordially,  Leonard  L.  Bellet. 
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EXHIBIT  46 

Letter  to  Leonard  Bellet  from  Irving  Slater  dated  Oct.  16, 1968 

Ieving  Slater, 
counseloe  at  law, 
New  York,  N.Y.,  October  16, 1968. 
Mr.  Leonard  L.  Belleit, 
Care  of  Flair  for  Fashions, 
Richmond,  Va. 

Dear  Mr.  Bellet  :  Since  I  received  the  summons  and  complaints  served  on  you 
I  have  been  in  contact  with  attorneys  representing  Buffalo  Savings  Bank.  Only 
today  I  was  advised  that  temporarily  the  actions  has  been  halted  by  FHA  pending 
investigation.  By  next  week  I  should  hear  whether  anything  can  be  done  to  get 
you  released. 

Secondly  I  was  informed  that  there  is  a  lien  placed  against  the  Jerome  Avenue 
property.  The  lien  is  for  $913.50  which  was  placed  against  the  property  on  May  13, 
1968.  The  plaintiff  in  the  action  was  New  York  Boiler  Repair  Company  and  the 
defendants  Excambio  Corporation  and  Leonard  Bellet.  Lazariis  and  Jaffe  ap- 
peared for  you  as  attorneys.  What  do  you  know  about  this  bit  of  information.  The 
attorneys  for  the  boiler  company  were  Schwartz,  Lorge  &  Schwartz.  They  in- 
formed me  that  they  have  done  $11,000.00  work  for  Excambio.  Did  you  authorize 
Lazarus  to  represent  you. 

In  order  to  get  you  released  if  my  offer  is  accepted  the  lien  would  have  to  be 
removed.  I  made  an  offer  subject  to  getting  the  release  to  satisfy  the  lien  for 
$500.00.  The  attorneys  are  willing  to  recommend  the  acceptance. 

Please  answer  my  questions  and  let  me  know  what  every  bit  information  you 
have. 

Sincerely, 

Irving  Slater. 


EXHIBIT  47 

Letter  to  Leonard  Bellet  from  Irving  Slater,  Esq.,  dated  Nov.  23,  1968 

Irving  Slater, 
Counselor  at  Law, 
New  York,  N.Y.,  November  23, 1968. 
Mr.  Leonard  L.  Bellet, 
Flair  for  Fashions, 
Richmond,  Va. 

Dear  Mr.  Bellet:  After  speaking  to  you  on  Wednesday  evening  I  continued 
negotiations  on  Thursday  and  finally  came  to  the  conclusion  that  I  can  separate 
the  two  buildings  and  get  released  from  obligation  under  the  mortgage  on  673 
Hendrix  Street.  To  speed  up  matters  I  obligated  myself  to  the  attorney  for  the 
Buffalo  Bank  for  $50.00  and  as  you  see  from  enclosures  things  are  moving. 

I  am  enclosing  Deed  to  Secretary  of  Housing  which  you  are  to  sign  where  your 
name  is  typed.  The  notary  is  to  sign  as  witness  on  same  page  and  on  second  page 
he  is  to  sign  and  place  his  notarial  seal. 

There  is  also  enclosed  a  long  document  called  affidavit  of  title  which  you  are 
to  sign  on  last  page  and  notary  to  sign  and  place  his  notarial  seal. 

The  notary's  signature  is  to  be  authoricated  which  means  a  signature  usually 
by  County  Clerk  that  he  is  properly  authorized  to  take  an  oath.  The  notary  will 
tell  you  how  to  obtain  it.  It  is  usually  a  slip  of  paiier  clipped  to  the  document 
under  County  Seal. 

Copy  of  letter  from  Mr.  Greenhall  the  attorney  who  brought  the  foreclosure 
proceedings. 

I  will  probably  be  back  in  N.Y.  the  3rd  or  4th  of  December  and  hope  to  find 
the  signed  documents  waiting  for  me. 
Very  truly  yours, 

Irving  Slater. 
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EXHIBIT  48 
Letter  to  Joseph  Ostrov  from  Leonard  Bellet  dated  Mar.  27,  1968 

Mabch  29,  1968. 
Mr.  Joseph  Osteov, 
Haddenfield,  N.J. 

Dear  Joe  :  Naturally,  I  am  very  much  disturbed  about  what  has  turned  out  to 
be  my  own  stupidity. 

I  want  to  reiterate  what  I  discussed  with  you  on  the  phone  and  bring  you  some- 
what up  to  the  minute.  After  speaking  with  you  and  Hy,  I  sent  a  collect  telegram 
to  Lester  warning  him  that  I  wasn't  going  to  tolerate  the  kind  of  behavior  that  he 
was  giving  me.  When  he  received  that  wire,  it  apparently  shook  him  loose  and 
he  called  me  to  explain  in  his  words  what  had  happened  to  the  whole  mess.  I 
treated  him  very  brusquely,  and  I  concluded  to  him  that  I  was  not  interested 
in  excuses  or  stories  but  before  I  turned  this  matter  over  to  the  District  Attorney, 
both  in  Richmond  and  New  York,  I  was  giving  him  a  fair  chance  to  see  that  I 
would  not  lose  anything  by  this  whole  mess. 

Now,  I  am  sure  I  am  just  dreaming  that  I  scared  him  but  I  am  staying  with 
him  regularly  at  what  I  think  is  his  exijense  and  I  don't  think  it  would  be  wise 
to  let  any  more  time  elapse  beyond  your  discussions  with  Oilman  on  Thursday, 
insofar  as  pursuing  Lester  by  every  legal  means. 

As  I  see  it  now,  your  discussion  with  Oilman  will  not  necessarily  resolve 
anything.  I  would  prefer  to  take  the  loss  now,  without  delay,  and  go  on  to  some- 
thing more  exciting.  So,  if  we  can  sensibly  deal  with  Oilman  on  this  basis,  that 
might  save  us  a  lot  of  aggravation  and  wind  this  thing  up  forthwith. 

Let's  do  what  we  can,  at  least  in  my  case,  about  getting  out  completely.  Best 
regards  to  all.  Please  remember  to  keep  May  4th  open. 
Cordially, 

Leonard  L.  Bellet. 


EXHIBIT  49 

Letter  to  Eastern  Service  Corp.  from  Abraham  Pruzan  dated  Feb.  7, 1962 

Abraham  Pruzan, 
Counselor  at  Law, 
Brooklyn,  N.Y.,  February  7,  1969. 
Re :  477  Jerome  St.,  Bklyn,  N.Y. 
Mr.  Thomas  Reynolds, 
Care  of  Eastern  Service  Corp., 
Hempstead,  Long  Island,  N.Y. 

Dear  Mr.  Reynolds  :  I  have  been  retained  by  Irving  Slater,  Esq.,  attorney  for 
Mr.  Leonard  L.  Bellet,  landlord  of  premi.ses  477  Jerome  Street,  Brooklyn,  N.Y., 
to  institute  summary  proceedings  for  possession  of  the  above  numbered  premises 
against  Oeorgia  Evans,  occupying  the  first  floor,  and  Rebecca  Evans,  occupying 
the  second  floor,  the  above  numbered  premises  being  a  2  family  house. 

I  contacted  Mr.  Melvin  Oreenhall  of  50  Court  Street,  Brooklyn,  N.Y.,  the 
attorney  for  the  first  mortgagee,  who  informed  me  that  when  and  if  I  secure 
possession  of  the  demised  premises,  I  was  to  inform  you,  so  that  you  can  proceed 
and  service  the  building. 

I  appeared  at  the  said  property  for  the  purpose  of  serving  the  dispossess  pro- 
ceedings and  I  discovered  that  Oeorgia  Evans,  the  tenant  occupying  the  first  fioor 
apartment  had  already  vacated. 

I  want  to  report  to  you  that  vandals  have  already  been  in  this  building  and 
they  are  .stripping  it  of  everything  that  is  capable  of  being  removed  from  the 
property,  especially  on  the  first  floor.  The  tenant,  Rebecca  Evans,  occupying  the 
2nd  fioor,  is  a  Welfare  tenant,  and  is  waiting  for  Welfare  to  re-locate  her.  In 
the  event  AVelfare  does  not  re-locate  the  tenant  on  or  before  February  17,  1969, 
the  Marshal  will  be  instructed  to  evict  the  tenant  and  give  us  legal  posses.sion. 

Your  attention  is  directed  to  this,  so  that  you  may  proceed  immediately  to 
prevent  further  destruction  of  the  said  premises. 
Very  truly  yours, 

Abraham  Pruzan. 
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EXHIBIT  50 

Letter  to  Irving  Slater,  Esq.,  from  Leonard  Bellet  dated  May  13, 1968,  and 

enclosure 

May  13,  1969. 
Mr.  Irving  Slater, 
liew  York,  N.Y. 

Dear  Irving:  I  am  enclosing  a  copy  of  the  letter  which  I  sent  certified  to 
Mr.  Lester  Lazarus. 

Will  you  liancUe  the  necessary  details  to  follow  this  up  .so  that  he  doesn't  get 
away  witli  murder? 

Obviously,  anything  that  we  can  salvage  from  him  will  be  worth  it,  unless  you 
feel  that  we  are  beating  a  dead  hor.se.  Please  let  me  hear  from  you. 

The  balance  of  your  fee  should  be  mailed  to  you  within  the  next  few  days. 

I  send  you  kind  regards. 
Cordially, 

Leonard  L.  Bellet. 

Mat  8, 1969. 

Mr.  Lester  Lazarus, 
Neiv  York,  N.Y. 

Dear  Mr.  Lazarus  :  This  is  to  advise  you  that  I  have  disposed  of  the  properties 
you  have  induced  to  purchase  by  delivering  Deeds  to  tlie  Secretary  of  Housing 
and  Urban  Administration  the  guarantors  on  the  mortgages  on  the  subject  prop- 
erties. FHA  has  satisfied  the  mortgages  by  payment  to  the  Buffalo  Bank  and  the 
satisfactions  were  filed.  As  you  know,  I  have  lost  my  entire  investment  and  in 
addition  had  expenses  of  over  $1,500.00 

Since  you  induced  me  to  enter  into  the  venture  with  promises  of  a  sure  return 
of  20%  and  even  after  demanding  the  return  of  my  deposit,  which  you  held  from 
December  1966  to  September  1967,  you  still  insisted  that  it  is  a  safe  investment 
and  practically  and  even  outright  guaranteed  my  investment.  You  represented  me 
as  my  attorney  in  this  matter  and  I  did  not  learn  until  recently  that  you  were  the 
seller  though  ostensibly  Eastern  Service  Corp.  appears  as  the  record  owner  of 
the  properties.  This  they  now  deny,  stating  that  they  held  title  to  the  houses  to 
protect  their  advances  on  the  properties.  At  any  rate,  I  now  feel  that  you  as  an 
interested  party  could  not  represent  me.  Furthermore,  the  Excambio  Corp.  was, 
I  am  advised,  of  your  creation  and  I  am  looking  to  you  to  make  good  to  me  any 
losses  by  reason  of  their  management. 

I  am  waiting  to  hear  from  you  before  I  will  and  am  urged  to  take  further  steps. 
My  total  investment  in  your  behalf  was  $14,000.00  plus  the  above. 

I  shall  expect  restitution  immediately,  or  we  shall  necessarily  go  to  additional 
expense  to  accomplish  the  end. 
Very  truly  yours, 

Leonard  L.  Bellet. 

Mr.  Lazarus.  There  is  absolutely  no  question  about  that. 

Mr.  Chumbris.  Thank  you.  No  further  questions. 

Mr.  O'Leart.  I  don't  believe  we  got  this  for  the  record.  Just  to  make 
it  complete,  I  think,  Mr.  Lazarus,  you  indicated  that  prior  to  your 
meeting  Mr.  Wendell,  you  had  not  been  involved  in  the  real  estate 
business.  Is  that  correct  ? 

Mr.  Lazarus.  At  all. 

Mr.  O'Leary.  I  take  it  the  same  for  you,  Mr.  Jaffe  ? 

Mr.  Jaffe.  I  had  only  been  practicing  law  for  about  a  year  or  maybe 
less  when  I  met  Mr.  Wendell. 

Mr.  O'Leary.  You  indicated  that  you  have  been  in  j^ractice  together 
for  a  period  of  time.  Could  you  give  us  an  idea  of  what  the  general 
nature  of  your  practice  is  ? 

Mr.  Lazarus.  Commercial  practice  within  the  soft  goods  industry. 

Mr.  O'Leary.  Soft  goods  industry  ?  OK.  Thank  you,  sir. 

Mr.  Lazarus.  Thank  you. 

Senator  Hart.  Gentlemen,  thank  you  very  much. 
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STATEMENT  OE  DAVID  GOMBERG,  BROOKLYN,  N.Y. 

Senator  Kart.  Mr.  David  Gomberg  ? 

(Mr.  Gomberg  was  duly  sworn  in  by  the  chairman.) 

Senator  Hart.  The  record  should  reflect  that  Mr.  Gomberg  is  appear- 
ing here  today  pursuant  to  a  subpena. 

I  understand,  Mr.  Gomberg,  that  you  are  represented  by  counsel, 
and  that  he  is  present  with  you.  For  the  record,  would  you  state  his 
name? 

Mr.  Gomberg.  Herbert  J.  Miller. 

Mr.  Miller.  I  am  Herbert  J.  Miller,  and  I  practice  law  at  12'5-26 
Queens  Boulevard  in  Kew  Gardens,  New  York. 

Senator  Hart.  I  am  sure  that  your  counsel  has  advised  you  of  your 
rights,  Mr.  Gomberg,  but  it  is  the  practice  of  this  subcommittee  to  state 
for  the  record  our  understanding  of  the  rights  of  the  witnesses. 

'You  have  a  right  to  refuse  to  answer  any  questions  you  feel  may  tend 
to  incriminate  you.  Anything  you  say  here  may  be  used  against  you 
in  any  other  proceeding. 

You  have  the  right  to  consult  with  your  lawyer  at  any  time  before 
answering  any  questions,  and  should  you  decide  to  answer  questions 
now,  you  have  the  right  at  any  time  to  stop  answering. 

The  record  should  reflect  that  should  you  desire  to  refuse  to  answer, 
or  assert  your  rights,  this  subcommittee  will  draw  no  adverse  inference 
from  that  course  of  conduct,  nor  should  anyone  else. 

Do  you  understand  your  rights  ? 

Mr.  Gomberg.  I  do. 

Senator  Hart.  Are  you  willing  to  waive  your  rights  and  to  answer 
questions  at  this  time  ? 

Mr.  Gomberg.  No. 

Senator  Hart.  Mr.  Gomberg,  a  subpena  duces  tecum  was  issued  re- 
questing the  delivery  to  the  subcommittee  of  certain  documents.  Are 
you  willing  to  respond  to  that  ? 

Mr.  Gomberg.  I  stand  on  my  constitutional  rights  under  the  fifth 
amendment  to  remain  silent. 

Senator  Hart.  Mr.  Gomberg,  let  me  direct  one  question  to  you. 

Have  you  collected,  or  attempted  to  collect,  rents  from  tenants  in 
buildings  which  are  in  the  process  of  being  foreclosed,  and  which  are 
subject  to  federally  insured  mortgages? 

Mr.  Gomberg.  I  stand  on  my  constitutional  rights  under  the  fifth 
amendment  to  remain  silent. 

Senator  Hart.  For  the  record,  is  your  intention  to  invoke  your  fifth 
amendment  privilege  to  any  and  all  questions  relating  to  your  involve- 
ment in  the  business  of  real  estate,  and  specifically  collecting  ? 

Mr.  Gomberg.  Yes. 

Senator  Hart.  We  excuse  you.  Thank  you. 

STATEMENT  OF  HYMAN  OSTROV,  CHERRY  HILL,  N.J. 

Senator  Hart.  Mr.  Hyman  Ostrov. 
(Mr.  Ostrov  was  duly  sworn  in  by  the  chairman.) 
Senator  Hart.  The  record  should  reflect  that  Mr.  Ostrov  is  here  pur- 
suant to  a  subpena,  and  evidently  without  a  lawyer. 
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Mr.  Ostrov,  you  have  the  right  at  any  time  to  refuse  to  answer  any 
questions  you  feel  may  tend  to  incriminate  you.  Anything  you  do  say 
can  be  used  against  you  in  any  other  proceeding. 

You  have  the  right  to  talk  to  a  lawyer  for  advice  before  we  can  ask 
you  any  questions,  and  have  your  lawyer  with  you  during  questions. 

If  you  desire  to  answer  questions  now,  without  a  lawyer  present,  you 
will  still  have  the  right  to  stop  answering  at  any  time. 

You  also  have  the  right  to  stop  answering  at  any  time  until  you  talk 
to  a  lawyer. 

Should  you  desire  to  refuse  to  answer  and  assert  your  constitutional 
rights,  this  subcommittee  will  draw  no  adverse  inference  from  that 
conduct,  nor  should  anyone  else. 

Do  you  understand  those  rights,  Mr.  Ostrov  ? 

Mr.  Ostrov.  Yes;  I  do. 

Senator  Hart.  Are  you  willing  to  waive  your  rights  and  answer 
questions  ? 

Mr.  Ostrov.  Yes. 

Mr.  Blum.  Mr.  Ostrov,  would  you  state  your  name  in  full  for  the 
record  ? 

Mr.  Ostrov.  Hyman  Ostrov — 0-s-t-r-o-v. 

Mr.  Blum.  TYhat  is  your  home  address  ? 

Mr.  Ostrov.  1610  Landmark  2 

Senator  Hart.  Mr.  Ostrov,  would  you  speak  a  little  louder,  sir? 

Mr.  Ostrov.  1610  Landmark  2,  Cherry  Hill,  N.J. 

Mr.  Blum.  "\Yliat  is  your  principal  business? 

Mr.  Ostrov.  I  am  a  retailer. 

Mr.  Blum.  Retailer  ?  What  is  it  that  you  sell  ? 

Mr.  Ostrov.  Liquor. 

Mr.  Blum.  Mr.  Ostrov,  you  were  an  investor  in  the  Excambio  Man- 
agement operation,  is  that  correct  ? 

Mr.  Ostrov.  Yes,  it  is. 

Mr.  Blum.  Would  you  mind  telling  us  the  history  of  your  associa- 
tion with  Mr.  Lazarus  and  Mr.  Wendell,  and  your  investment 
operation  ? 

Mr.  Ostrov.  This  came  to  my  attention  through  my  accountant,  who 
is  also  the  accountant  for  another  investor  in  this  group. 

He  had  gone  over  it,  the  facts  and  situation,  for  his  other  client, 
and  it  appeared  to  be  a  good  investment — purely  investment — and  as 
such,  I  was  very  interested. 

We  went  to  New  York  and  spoke  to  Mr.  Wendell  and  Mr.  Lazarus. 

From  the  figures  that  we  saw,  and  the  result  of  our  conversation, 
we  invested  in  the  Wenlmven,  buying  a  number  of  houses. 

We  also,  as  a  result  of  various  facts  which  were  accumulated  to 
show  that  it  would  be  a  good  investment,  put  a  sum  of  money  into  the 
Wenhaven  Corp. 

Mr.  Blum.  What  were  you  told  by  Mr.  Lazarus  and  Mr.  Wendell 
about  that  investment?  Did  they  give  you  any  indication  as  to  the 
percentage  rate  of  return  ? 

Mr.  Ostrov.  As  I  recall,  the  percentage  rate  would  be  about  15  to 
20  percent. 

Mr.  Blum.  That  would  be  tax  sheltered,  is  that  correct  ? 

Mr.  Ostrov.  That  I  cannot  tell  you.  I  think  it  was  the  overall.  Of 
course  you  would  have  depreciation,  and  so  forth,  which  would  help. 

Mr.  Blum.  You  do  not  recall  precisely  ? 
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Mr.  OsTROv.  No,  I  do  not  recall  precisely. 

Mr.  Blum.  Did  they  explain  the  full  nature  of  the  operation  to  you, 
that  they  were  renting  houses  to  welfare  families,  and  buying  subject 
to  FH A  mortgages  ? 

Mr.  OsTROv.  Yes.  They  did  explain  it  to  me,  and  it  looked  like  some- 
thing that  was  needed,  and  it  was  something  I  could  participate  in 
successfully. 

Mr.  Bltim.  Wliat  did  they  tell  you  about  the  mortgages  that  you 
would  be  getting  on  these  houses,  the  FHA  mortgages  ?  Did  they  tell 
you  anything  about  the  rules  relating  to  them  ? 

Mr.  OsTRov.  No.  We  were  not  told  anything  about  the  rules.  The 
price  of  the  house  was,  at  that  time,  if  I  recall  it  correctly,  was  based 
on  the  mortgage,  plus  a  certain  sum  of  money. 

In  other  words,  we  did  not  know  what  was  paid  for  the  house.  It  was 
merely  the  mortgage  plus  a  certain  sum  of  money. 

Mr.  Blum.  In  fact  you  were  told,  "We  have  an  inventory  of  houses 
at  these  prices.  Do  you  want  to  buy  a  house  ?" 

Mr.  OsTROv.  I  don't  recall  whether  it  was  presented  to  me  in  that 
particular  way. 

Mr.  Blum.  Do  you  recall  just  how  that  presentation  was  made? 

Mr.  OsTROv.  The  houses  would  be  available.  Whether  it  was  an  in- 
ventory or  not,  I  did  not  know. 

Mr.  Blum.  TVliere  did  you  first  meet  them  ?  In  Mr.  Lazarus'  office  ? 

Mr.  OsTROv.  In  Mr.  Lazarus'  office.  I  went  to  New  York  and  met 
them  in  their  office. 

Mr.  Blum.  "Wliat  is  your  recollection  of  the  way  that  conversation 
went  ?  Do  you  have  any  recollection  ? 

Mr.  OsTROv.  Not  too  much. 

Mr.  Blum.  Did  they  introduce  Mr.  Wendell  as  a  man  of  experience 
in  property? 

Mr.  OsTROv.  Mr.  Wendell  presented  himself  as  the  main  factor  and 
originator  of  the  idea. 

Mr.  Blum.  I  imagine  that  he  is  rather  persuasive. 

Mr.  OsTROV.  Yes. 

Mr.  Blum.  Did  you  ever  see  any  of  the  houses  that  you  purchased  ? 

Mr.  OsTROv.  Not  when  we  purchased  them. 

Mr.  Blum.  Not  at  the  time  of  purchase  ? 

Mr.  OsTROv.  No.  Of  course  we  did  later.  It  was  strictly  from  the 
investor  point  of  view,  and  I  was  not  too  much  interested  in  the  homes 
themselves. 

Mr.  Blum.  Let  me  get  this  straight  for  the  record.  After  you  met 
Mr.  Wendell  and  Mr.  Lazarus,  and  you  put  up  the  money,  your  only 
other  participation  at  that  point  was  going  to  a  closing.  Is  that  correct  ? 

Mr.  OsTRov.  Would  you  restate  that,  sir  ? 

Mr.  Blum.  After  you  put  up  the  money,  and  after  you  met  Mr.  Laza- 
rus and  Mr.  Wendell,  going  to  the  closnig  was  the  only  other  thing  that 
you  did  in  connection  with  the  investment  ?  Is  that  correct  ? 

Mr.  OsTROv.  Well,  I  guess — actually,  I  didn't  attend  any  closing.  I 
think  that  was  taken  care  of  by  Mr.  Jaffe. 

Mr.  Blum.  In  otlier  words,  you  didn't  even  go  to  the  closing? 

Mr.  OsTROv.  It  was  only  a  matter  of  signatures. 

Mr.  Blum.  You  didn't  have  to  go  to  the  Eastern  Service  office?  It 
was  all  taken  care  of  for  you  ? 
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Mr.  OsTROv.  That  is  correct. 

Mr.  Blum.  When  did  you  get  to  see  the  houses  ? 

Mr.  OsTROv.  I  believe  it  was  when  we  were  aware  of  problems  exist- 
ing there,  that  there  were  repairs  needed,  et  cetera,  and  they  were  not 
being  taken  care  of  properly. 

At  that  time  I  was  introduced  to  the  homes. 

Mr.  Blum.  You  went  around  and  physically  inspected  the  houses? 
What  kind  of  condition  were  they  in  ? 

Mr.  OsTROv.  The  homes  were — well,  it  was  actually  pathetic.  They 
were  not  taken  care  of  by  the  people  that  were  there. 

They  had  been  very  destructive.  There  was  filth,  dirt  in  the  base- 
ments which  had  been  allowed  to  accumulate. 

Even  one  or  two  families  would  seem  to  want  to  take  care  of  the 
homes,  and  they  were  prevented  from  doing  so  by  the  others  that  were 
in  the  home,  and  in  just  the  general  area. 

There  were  too  many  people. 

Mr.  Blum.  Were  you  shocked  by  how  bad  the  conditions  were  ? 

Mr.  OsTROv.  Yes,  I  think  you  could  say  that. 

Mr.  Blum.  Were  you  surprised  by  it  ?  Was  that  something  you  had 
not  quite  anticipated  when  you  invested  ? 

Mr.  OsTROv.  I  had  not  quite  anticipated  that  conditions  would  be  as 
bad.  I  knew  they  ^veren't  good,  but  I  had  not  quite  anticipated  condi- 
tions as  bad  as  they  were  when  I  went  in  to  see  the  homes  themselves, 
and  talked  to  a  few  of  the  people  there. 

Mr.  Blum.  When  did  you  first  get  notice  that  there  were  problems 
with  Excambio,  and  that  you  were  not  going  to  be  getting  the  money 
that  you  had  originally  expected? 

Mr.  OsTROV.  Unfortunately  I  was  aware  of  it  when  the  problems 
first  started.  Again,  because  of  the  money  which  I  had  put  in,  I  was 
asked  to  serve  on  the  board,  and  thinking  at  that  time  that  I  would 
be  in  close  contact,  I  consented. 

As  such,  we  met  once  a  month,  I  believe  it  was,  and  we  were  presented 
the  facts  which  were  available  at  that  time.  As  such,  I  was  aware  of  the 
problems. 

Having  purchased  the  property  somewhere  around  June  1967, 1  be- 
lieve, I  actually  came  in  just  shortly  before  Mr.  Wendell  left. 

:Mr.  Blum.  Shortly  before  Mr.  Wendell  left? 

INIr.  OsTROv.  Very  shortly.  And  when  the  problems  started. 

Mr.  Blum.  How  much  money  did  you  invest  in  the  operation  ? 

INfr.  OsTROv.  My  personal  investment  was  probably,  I  believe — it  was 
five  homes.  It  was  about  $22,500,  $4,500  over  the  mortgage,  and  $25,000. 

INIr.  Blum.  Did  you  invest  more  after  that  ? 

Mr.  OsTROv.  No,  not  as  an  investment.  I  did  later,  when  there  was 
a  problem,  take  over  a  few  mortgages,  put  some  money  into  Wenhaven, 
and  that  was  for  a  short  period  of  time.  They  were  taken  back  after 
it  as  per  agreement. 

Mr.  Blum.  How  much  money  do  you  think  you  lost  on  this 
operation  ? 

Mr.  OsTROv.  Everything  that  I  put  into  it. 

Mr.  Blum.  "Wliich  would  have  been  what,  about  $45,000? 

Mr.  OsTROv.  About  $47,500. 

Mr.  Blum.  $47,500? 

Mr.  OsTROv.  Yes. 
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Mr.  Blum.  Were  other  members  of  your  family  in  this? 

Mr.  OsTROv.  My  brother  was  in  it.  He  had  about  the  same  sum  of 
money  involved. 

Mr.  Blum.  Did  you  meet  other  people  who  had  made  similar  invest- 
ments in  the  course  of  your  dealing  with  the  company  ? 

Mr.  OsTROv.  Yes,  I  did. 

Mr.  Blum.  Was  it  your  impression  that  you  were  treated  properly 
and  fairly  all  the  way  through  this,  or  did  you  have  the  feeling  that 
you  were  being  taken  ? 

Mr.  OsTROv.  I  did  not  think  I  was  being  taken  as  far  as  Mr.  Lazarus 
and  Mr.  Jaffe  were  concerned.  I  think  that  Mr.  Lazarus  is  a  lawyer ;  he 
was  not  a  businessman,  and  as  such,  it  added  to  the  predicament,  and  to 
the  problem,  not  perhaps  being  properly  able  to  handle  the  problems 
that  came  up. 

But  I  do  not  believe  it  was  done  with  any  intent  to  do  wrong. 

Mr.  Blum.  And  you  would  include  in  that  Mr.  Wendell? 

Mr.  OsTROV.  No,  I  wouldn't  include  Mr.  Wendell.  My  contact  with 
him  was  very  brief. 

Mr.  Blum.  Did  you  then  take  steps  when  Excambio  collapsed  to 
take  back  the  properties  yourself,  and  manage  them  yourself? 

Mr.  OsTROV.  Well,  I  certainly  couldn't  manage  them  myself.  I  con- 
tacted Mr.  Sol  Oilman,  who  took  them  over.  I  was  very  unhappy  with 
the  way  that  he  handled  it,  and  I  finally  just  gave  him  the  properties. 

Mr.  Chumbris.  Mr.  Blum,  would  you  yield  just  for  a  moment.  Just 
so  that  the  record  doesn't  remain  blurred  on  the  last  point  that  you 
made  about  Mr.  Wendell,  you  said  you  had  a  very  brief  visit  with  him 
so  you  have  no  opinion  one  way  or  the  other  as  to  his  part  in  the 
operation  ?  Is  that  what  you  are  trying  to  say  ? 

You  qualify  your  feelings  toward  Mr.  Lazarus  and  Mr.  Jaffe,  but 
you  said  that  does  not  apply  to  Mr.  Wendell. 

A  person  reading  the  record  could  interpret  that  two  ways.  I  would 
like  for  the  record  to  show  what  your  impression  of  your  relationship 
with  Mr.  Wendell  was. 

That  is  what  I  am  trying  to  get  into. 

Mr.  OsTROV.  Well,  upon  reflection,  it  could  be  that  Mr.  Wendell  was 
able  to  buy  those  properties  not  knowing  what  he  paid  for  them. 

I  merely  paid  $4,500  over  the  FHA.  Whatever  he  paid  for  them,  I 
don't  know. 

Mr.  Chumbris.  What  I  am  trying  to  get  to  for  the  record,  do  you 
feel  that  your  relationship  with  Mr.  Wendell  was  not  appropriate,  or 
it  was,  or  you  have  no  comment  whatsoever  ? 

Mr.  OsTROV.  I  have  no  particular  comment.  I  bought  what  he  had  to 
sell.  That  was  my  own  fault. 

Mr.  Chumbris.  Well,  then  I  will  let  you  leave  the  record  as  you  want 
to  leave  it.  I  am  trying  to  help  the  record.  I  just  thought  you  might  be 
placing  something  in  the  record  that  you  really  didn't  intend  to  say. 

I  will  leave  it  up  to  you  if  you  want  to  add  anything  further.  That 
is  all  I  wanted. 

Mr.  Blum.  I  would  like  to  pick  up  again,  if  I  may,  Mr.  Chumbris. 

Did  you  attend  a  meeting  of  lenders  called  by  Mr.  Lazarus  in  New 
York  City? 

Mr.  OsTRov.  No ;  I  did  not  attend  it. 

Mr.  Blum.  Were  you  aware  that  that  meeting  was  called  ? 
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Mr.  OsTROv.  I  was  aware  that  the  meeting  was  called;  yes. 

Mr.  Blum.  Did  you  feel  at  that  point  that  it  wasn't  worth  your  time 
to  go  ?  There  was  nothing  to  salvage  ? 

Mr.  OsTROv.  I  didn't  think  anything  would  be  accomplished  at  a 
meeting  that  would  necessitate  my  attending  it. 

Mr.  O'Leary.  Mr.  Ostrov,  I  believe  you  indicated  that  you  invested, 
or  bought,  five  houses. 

Mr.  OsTROV.  That  is  correct. 

Mr.  O'Leary.  I  think  you  also  indicated  that  you  paid  $4,500  in  ad- 
dition to  whatever  the  FHA 

Mr.  OsTROv.  No,  I  did  not  say  FHA.  Over  the  mortgage.  They  were 
not  all  FHA.  There  were  one  or  two  conventional  loan  mortgages  in 
there.  The  rest  were  FHA. 

Mr.  O'Leary.  But  as  I  understand  it,  your  investment  in  those  five 
properties  averaged  out  to  approximately  $4,500  per  property  ? 

Mr.  Ostrov.  They  were  $4,500  per  property. 

Mr.  O'Leary.  That  comes  to  $22,500  ?  I  think  you  mentioned  a  total 
sum  of  $47,000,  and  that  $47,500,  an  additional  amount  was  a  contribu- 
tion in  capital  to  the  Wenrus  Corp.  ? 

Mr.  OsTROV.  The  Wenhaven  Corp. 

Mr.  O'Leary.  I'm  sorry,  the  Wenhaven  Corp. 

Now,  you  mentioned  that  you  became  involved  through  your  ac- 
countant. Did  you  know  how  many  houses  he  had  invested  in? 

Mr.  Ostrov.  No,  I  do  not. 

Mr.  O'Leary.  I  think  you  also  indicated  that  your  brother  had  ap- 
proximately the  same  amount  of  money  invested  ? 

Mr.  OsTROV.  That  is  correct. 

Mr.  O'Leary.  Did  he  also  have  five  properties  to  your  knowledge, 
sir? 

Mr.  OsTROV.  Yes,  he  did. 

Mr.  O'Leary.  All  right.  To  your  knowledge,  did  your  brother  ever 
attend  a  meeting  at  the  Eastern  Services  Corp.? 

Mr.  Ostrov.  To  my  knowledge,  he  did  not. 

Mr.  O'Leary.  Did  you  know  of  other  people  who  were  involved — 
friends,  or  other  relatives,  with  respect  to  buying  houses  ? 

Mr.  Ostrov.  Yes.  My  brother's  brother-in-law  had  two  houses. 

Mr.  O'Leary.  Two  houses?  To  your  knowledge,  did  he  attend  a 
closing  ? 

Mr.  Ostrov.  No  ;  I  do  not  believe  he  did. 

INIr.  O'Leary.  At  the  time  you  purchased  these  houses,  were  you 
shown  a  picture  of  the  houses? 

As  I  understood  your  testimony,  you  did  not  go  around  and  see  them. 

Mr.  Ostrov.  No  ;  I  do  not  recollect  that  we  were.  I  really  don't  re- 
member. I  think  we  had  descriptions  of  them,  but  I  do  not  recall 
whether  we  saw  pictures  or  not. 

Mr.  O'Leary.  Do  you  recall  what,  if  anything,  was  said  to  you  by 
either  Mr.  Lazarus  or  Mr.  Wendell  about  the  condition  of  these  houses 
at  the  time  you  bought  them  ? 

Mr.  Ostrov.  That  they  would  be  brought  up  to  the  regulations  and 
specifications  of  the  buil(iing  codes. 

Mr.  O'Leary.  Were  these  houses  one- family  units?  Two-family 
units  ? 

Mr.  Ostrov.  Two-family  units. 
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Mr.  O'Leary.  As  I  understand  it,  you  were  told  that  the  houses 
would  be  rented  to  welfare  recipients  ? 

Mr.  OsTROv.  That  is  correct. 

We  weren't  told  they  would  be  restricted  to  welfare  recipients,  but 
we  understood  that  they  were  essentially  rented  to  welfare  recipients. 

Mr.  O'Leary.  Can  you  give  us  an  idea  of  your  approximate  income  as 
a  liquor  dealer,  sir  ? 

Mr.  OsTROv.  $100,000  a  year,  or  better. 

Senator  Hart.  What  was  that  answer,  sir  ? 

Mr.  OsTROv.  $100,000  a  year,  or  better. 

Mr.  O'Leary.  I  assume  that  you  were  interested  in  these  houses  as 
a  tax  shelter,  is  that  correct  ? 

Mr.  OsTROv.  As  an  investment. 

Mr.  O'Leary.  Thank  you,  sir. 

Mr.  Chumbris.  I  have  no  questions. 

Senator  Hart.  Thank  you  very  much. 

STATEMENT  OF  ROBERT  W.  RAMSEY,  PRESIDENT,  BUFFALO 
SAVINGS  BANK,  BUFFALO,  N.Y. 

Senator  Hart.  Our  next  witness  is  Mr.  Robert  W.  Ramsey,  president 
of  the  Buffalo  Savings  Bank. 

Mr.  Ramsey,  if  others  plan  to  testify,  we  might  just  as  well  admin- 
ister the  oath  jointly. 

Mr.  Ramsey.  If  I  have  a  question  that  I  can't  handle,  I  may  refer 
it  to  my  assistants. 

(Mr.  Robert  Ramsey,  Mr.  Warren  Emblidge,  Jr.,  Mr.  Evar  J.  Skoog, 
and  Mr.  John  T.  Sapienza  were  duly  sworn  in  by  the  chairman.) 

Senator  Hart.  For  the  record,  before  we  receive  your  statement,  Mr. 
Ramsey,  will  you  permit  me  to  ask  you  your  full  name  and  address? 

Mr.  Ramsey.  Robert  W.  Ramsey,  200  Woodward  Avenue,  Buffalo, 
N.Y. 

Senator  Hart.  Would  those  who  accompany  you,  for  the  record,  state 
their  names  and  addresses  ? 

Mr.  Emblidge.  Warren  Evans  Emblidge,  Jr.,  538  Linwood  Avenue, 
apartment  7,  Buffalo,  N.Y. 

Mr.  Skoog.  Evar  J.  Skoog,  946  Parkside  Avenue,  Buffalo. 

Mr.  Sapienza.  My  name  is  John  T.  Sapienza.  I  practice  law  in 
Washington,  D.C.,  at  the  law  firm  of  Covington  &  Burling,  address 
at  888  16th  Street  NW.,  Washington,  D.C. 

Senator  Hart.  Thank  you  for  the  prepared  statement.  We  will  wel- 
come your  reading  it,  and  as  you  go  along,  if  there  is  any  addition  or 
footnoting  you  care  to  do,  feel  free  to  do  it. 

It  will  be  printed  in  the  record  in  full. 

(Document  follows:) 

Statement  of  Robert  W.  Ramsey,  President,  Buffalo  Savings  Bank, 

Buffalo,  N.Y. 

Mr.  Chairman  and  Members  of  the  Subcommittee,  my  name  is  Robert  W. 
Ramsey  and  I  am  President  of  the  Buffalo  Savings  Bank  in  Buffalo.  New  Yorlv. 
Accompanying  me  are  Warren  E.  Emblidge,  Jr.,  one  of  our  Vice  Presidents,  Evar 
.T.  Skoog,  a  retired  Senior  Vice  President,  and  Mr.  John  T.  Sapienza,  one  of  our 
counsel. 

We  appreciate  this  opportunity  to  testify  on  the  problems  of  competition  in 
mortgage  origination  in  the  New  York  nietropoUtan  area.  Your  staff  is  to  be 
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complimented  for  the  great  amount  of  time  and  effort  which  has  gone  into  the 
preparing  for  tliese  hearings.  My  statement  covers  four  areas  of  interest  to  the 
Subcommittee :  a  description  of  the  Buffalo  Savings  Bank,  a  discussion  of  our 
participation  in  the  FHA/VA  secondary  marltet,  a  discussion  of  our  relationship 
with  mortgage  companies  in  the  Xew  York  metropolitan  area  and  a  description 
of  the  situation  with  respect  to  the  Excamhio  Management  Corporation  and  tlie 
discussions  we  had  with  Eastern  Services  Corporation  about  it. 

A.  The  Buffalo  Savings  Bank 

Buffalo  Savings  Bank  is  a  mutual  institution  chartered  in  1846  by  a  special 
act  of  the  legislature  of  the  State  of  New  York.  As  of  January  1,  1972,  the  Bank 
had  approximately  $1,220,000,000  in  assets  and  is  the  eleventh  largest  mutual 
savings  bank  in  the  Country.  The  Bank's  assets  are  comprised  primarily  of  $333 
million  in  securities  and  $825  million  in  mortgage  loans.  There  are  60,000  mort- 
gagors. The  deposit  liability  is  $1,111  million.  Buffalo  Savings  Bank  has  six 
oflEices  serving  the  Buffalo  metropolitan  area  and  employs  400  full-time  persons. 
The  Bank  has  382,000  personal  account  holders ;  no  corporate  depositors  are 
permitted. 

Our  basic  purpose,  now  formally  defined,  is  to  encourage  financial  responsibility 
by  providing  a  secure  and  profitable  depository  for  savings,  thereby  accumulat- 
ing capital  for  investments  which  will  aid  the  advancement  and  growth  of  the 
community. 

The  Bank  is  proud  of  its  contributions  to  the  community.  The  officers  and 
staff  devote  considerable  time  to  various  civic,  philanthropic  and  social  causes 
in  the  city  and  suburbs.  In  addition  the  Bank  supplies  conventional,  insured  and 
guaranteed  financing  to  the  housing  market,  so  needed  to  replace  deteriorating 
houses  and  meet  the  increased  demand  caused  by  an  expanding  population 

Buffalo  Savings,  since  it  first  became  an  approved  FHA  lender  in  1936,  has 
enjoyed  excellent  relations  with  the  local  FHA  office.  Working  together  we  have 
provided  better  housing  to  those  who  would  not  have  been  qualified  buyers  under 
conventional  financing  methods.  This  became  particularly  important  when  we 
responded  to  the  National  Housing  Act  of  1968  and  originated  $16  million  in 
Section  235  housing.  As  the  largest  lender  in  Western  New  York  for  this  type  of 
housing,  we  recognize  our  responsibility  to  help  lower  income  families  acquire 
adequate  housing.  By  working  closely  with  the  local  FHA  office,  and  by  exercising 
close  supervision  over  building  contractors  in  Section  235  housing,  the  Buffalo 
Savings  Bank  helped  to  meet  low  to  moderate  income  housing  demand.  Our 
experience  has  been  very  satisfactory.  Of  the  $16  million  invested  we  have  not 
had  any  foreclosures.  However,  one  loan  is  in  the  process  of  foreclosure  at  this 
time  and  we  have  one  other  that  has  been  assigned  to  FHA.  The  Bank  supports 
programs  of  this  type  provided  they  are  properly  managed  by  all  parties  involved. 

B.  Buffalo  Savings  Bank's  partioipation  in  the  secondary  market  for  FHA/VA 

mortgages 
Buffalo  Savings  Bank  has  great  faith  in  the  FHA/VA  programs,  and  endorses 
and  supports  the  purpose  and  objective  of  the  FHA  secondary  market.  Western 
New  York  is  a  capital  surplus  area ;  that  is  to  say,  more  funds  are  available  for 
investment  than  can  be  consumed  at  competitive  rates.  Thus,  under  certain  market 
conditions,  Buffalo  Savings  supplies  dollars  to  capital  deficit  areas.  One  of  the 
vehicles  for  accomplishing  this  transfer  is  the  FHA/VA  secondary  market.  Table 
1  below  illustrates  what  percent  of  total  available  funds  were  invested  in  the 
secondary  FHA/VA  market. 

TABLE  1.— BSB  FUNDS  INVESTED  IN  SECONDARY  FHA/VA  MARKET 
[Dollar  amounts  in  millions] 

Funds  FHAA/A  Percent 

available         purchases  invested 

Year: 

1965 

1966.. ._ 

1967.. 

1968 

1969 _ _ 

1970 

1971. 


J109. 4 

$26.0 

23.7 

102.0 

46.7 

45.7 

145.7 

41.2 

28.2 

131.8 

19.1 

14.4 

105.6 

14.6 

13.8 

118.0 

2.5 

2.1 

213.8 

17.1 

7.9 

$21.4 

$2.0 

9.3 

65.0 

8.3 

12.8 

26.7 

2.0 

7.  5 

24.0 

3.0 

12.5 

7.0 

2.0 

28.6 
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The  Bank,  to  facilitate  its  mortgage  investments  outside  the  Buffalo  area, 
works  with  mortgage  hankers  across  the  Country.  These  firms  originate  the  loans, 
and  after  selling  them  by  assignment,  perform  the  servicing  function  on  our 
behalf.  Servicing  generally  means  to  collect  and  disburse  funds  and  handle  fore- 
closures if  necessary.  Currently  63  mortgage  bankers  service  approximately  $260 
million  of  FHA/VA  loans  for  Buffalo  Savings  Bank. 

The  yield  on  FHA/VA  investments  is  compared  to  other  long  term  investment 
opportunities,  usually  AA  30-year  utility  bonds  and  20-year  U.S.  Treasury  Bonds, 
to  determine  if  a  contemplated  purchase  is  sound  considering  the  degree  of  risk, 
the  current  time  value  of  money  and  the  liquidity  of  the  investment.  During  the 
period  under  consideration  Buffalo  Savings  Bank  made  FHA/VA  secondary 
market  purchases  through  many  mortgage  banking  firms  at  yields  in  excess  of 
tlie  utility  and  treasury  bond  rates. 

Table  2  illustrates  what  percent  of  Buffalo  Savings  Bank  total  secondary 
commitments  were  made  to  Eastern. 

TABLE  2.— EASTERN  COMMITMENTS  AS  A  PERCENT  OF  TOTAL  SECONDARY  MARKET  COMMITMENTS 
(Dollar  amounts  in  millionsj 

Total  FHA/VA    Commitments 

Commitments'       to  Eastern '  Percent 

Year: 

1965 

1966 

1967 ■--- 

1968 

1969.. 

1  FHA/VA  commitments  differ  in  amounts  from  FHA/VA  purchases  because  a  commitment  may  be  made  in  1  year  and 
the  purchase  may  be  made  in  the  following  year. 

As  can  be  seen  above,  these  commitments  did  not  represent  a  significant  per- 
cent of  secondary  market  commitments.  The  coupon  rate,  or  FHA/VA  "interest 
rate",  was  lower  than  the  current  market  rate  of  interest  at  the  time  the  commit- 
ments were  issued.  Thus  these  loans  were  bought  at  discounts  ranging  from  two 
to  nine  points.  The  majority  were  made  between  five  and  seven  points.  However, 
the  yields  earned  on  Eastern  purchases  do  not  vary  significantly  from  yields 
earned  on  other  FHA/VA  secondary  mortgage  market  purchases  made  at  the 
time  through  other  mortgage  bankers,  as  Table  3  illustrates  below. 

TABLE  3.— EASTERN  COMIVIITMENT  YIELD  RANGE  COMPARED  TO  RANGE  OF  SECONDARY  MARKET  COMMITMENT 

YIELDS 

Eastern  National 

yield  yield 

range  range 

Year: 

1965 

1966-. 

1%7.... 

1968.... 

1%9 - 

Source:  Commitment  records  of  Buffalo  Savings  Bank. 

C.  A  discussion  of  Buffalo  Savings  Bank's  relation  with  Mortgage  Companies  in 
the  New  York  Metropolitan  Area 
In  recent  years  Buffalo  Savings  has  had  FHA/VA  purchasing  and  servicing 
relationships  with  five  mortgage  banking  firms  in  the  New  York  Metropolitan 
Area :  Commercial  Mortgage,  Lawrence  A.  Epter  Associates,  Eastern  Service 
Corporation,  Community  Funding  Corporation  and  Springfield  Equities,  Ltd. 
Before  a  servicing  contract  is  signed,  it  is  standard  practice  to  order  a  Ehin  and 
Bradstreet  Report  and  obtain  recommendations  from  financial  institutions  that 
liave  dealt  with  the  mortgage  banker.  Additionally,  an  in.^i)ection  of  the  serv- 
icer's operation  is  made  by  Bank  personnel. 


5.125 

5.090-5.125 

6.  025-6. 845 

6.020-6.915 

6. 145-6. 160 

5.760-6.555 

7.055 

6.860-7.055 

7.965 

6. 895-7. 96  5 
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The  Bank  first  purchased  loans  in  the  area  in  the  1940's  in  support  of  Con- 
gressional sponsored  FHA/VA  programs  in  the  post-war  years  to  provide  much 
needed  housing,  and  has  continued  this  i)ractice  ever  since.  The  mortgages,  all 
purchased  on  a  packaged  basis,  were  either  "tract  loans"  such  as  Levittown,  or 
"spot  loans"  that  were  scattered  throughout  the  area. 

There  are  two  situations  we  wish  to  call  to  the  Subcommittee's  attention.  The 
first  involved  Eastern  Service  Corporation.  Buffalo  Savings  committeed  to  pur- 
chase through  Eastern  $12.3  million  l-TIA/VA  loans  l)etween  May,  l!)0.j  and 
February,  1967.  During  that  time  no  unusual  servicing  diflSculties  were  encoun- 
tered. Payments  were  remitted  promptly  and  Eastern,  compared  to  all  servicers, 
ranked  29  out  of  52  on  the  severity  of  delinquency  ratio  scale. 

Between  March,  1967  and  July,  1968  no  commitments  to  Eastern  were  issued. 
This  happened  because  prices  could  not  be  agreed  upon  and  servicing  diflSculties 
increased.  The  delinquency  ratio,  during  this  period,  increased  until  Eastern 
ranked  49th  of  the  Bank's  52  servicers.  Numerous  letters  and  telephone  calls 
were  exchanged  between  Eastern  and  Buffalo  Savings.  An  examination  of  the 
letters  between  Buffalo  and  Eastern  indicates  that  the  increase  in  delinquencies 
was  attributed  by  Eastern  to  excessive  personal  spending,  loss  of  salary  due  to 
strikes  in  the  New  York  metropolitan  area,  including  a  welfare  department  strike, 
the  low  quality  of  the  portfolio,  lack  of  personal  contact  with  the  delinquent 
mortgagor  and  management  companies  having  diflBculty  collecting  rent  from 
welfare  tenants.  In  March,  1968  the  president  of  Eastern  assured  us  that  given 
some  time  and  increased  efforts  on  their  part  to  improve  collections  delinquencies 
would  decline.  It  was  also  during  this  period,  April  3,  1968  that  a  telephone  call 
was  received,  indicating  that  Excambio  Management  was  involved  with  some  of 
the  Bank's  mortgages. 

The  FHA  Regulations  were  amended  on  August  1,  1968  to  implement  the  Hous- 
ing and  Urban  Development  Act  of  1968.  Financial  institutions  were  encouraged 
by  the  Government  to  finance  proiJerties  in  the  core  areas  of  our  central  cities. 
Accordingly,  Buffalo  Savings  invested  an  additional  $3  million  in  FHA/VA 
loans  in  August  and  September,  1968,  through  Eastern.  The  last  purchase  was 
made  in  March,  1969. 

Since  August,  1968,  servicing  diflSculties  have  continued.  Numerous  letters  were 
exchanged,  and  Buffalo  Savings  Bank,  attempting  to  understand  and  solve  the 
high  delinquency  problem,  received  plausible  explanations  from  Eastern.  For 
example,  in  October,  1969  the  Bank  wanted  to  know  why  there  was  such  a  delay 
in  processing  foreclosures.  At  the  time,  eighty-eight  loans  were  in  various  stages 
of  foreclosure.  Among  the  reasons  given  by  Eastern  were  (a)  owners  leaving 
the  area,  thus  making  title  companies  publication  requirements  diflScult  to  satisfy, 
(b)  delays  attributed  to  court-  appointed  referees,  attorneys,  and  court  judges 
not  ordering  evictions,  (c)  the  FHA  regulation  requiring  that  a  property  be 
vacant  prior  to  conveyance,  (d)  welfare  tenants  not  receiving  checks  and  (e) 
squatters  occupying  a  property  after  the  tenants  were  evicted. 

The  delinquency  ratio  of  loans  serviced  by  Eastern  continued  to  be  excessive. 
In  September,  1970  the  Senior  Vice  President  of  Buffalo  Savings  and  an  Assistant 
"Vice  President  in  the  National  Mortgage  Department  met  with  the  Executive 
Secretary  of  Eastern  in  New  York  City  to  discuss  sixteen  accounting  and  twenty- 
seven  servicing  problems.  After  that  meeting  two  Eastern  employees  visited 
Buffalo  to  resolve  some  of  the  problems.  Since  then  reporting  and  servicing  pro- 
cedures have  improved,  and  the  delinquency  ratio  has  decreased.  Since  the  begin- 
ning of  1972  the  delinquency  ratio  on  loans  serviced  by  Eastern  has  averaged 
13%.  Although  this  is  above  normal,  it  is  an  improvement  over  the  high  of  26% 
on  Eastern  loans  in  1968.  We  are  continuing  our  efforts  to  achieve  further  reduc- 
tion in  this  delinquency  ratio. 

The  second  situation  we  wish  to  bring  to  your  attention  involves  Springfield 
Equities  Ltd.  The  servicing  agreement  was  .signed  on  March  17,  1967.  During  the 
following  three  years  it  became  increasingly  diflBcult  to  ascertain  the  payment 
and  foreclosure  status  of  the  various  mortgage  loans.  Part  of  the  servicing  func- 
tion was  subcontracted  to  another  servicer.  In  our  opinion,  the  servicing  contract 
was  violated.  It  was  accordingly  terminated  and  transferred  to  Eastern  Service 
Corporation  in  April,  1970. 

The  servicing  diflSculties  dLscussed  above  were  caused,  we  thought,  by  socio- 
economic forces  indigenous  to  the  neighborhoods.  It  must  be  emphasized  that  at 
no  time  did  Buffalo  Savings  employees  know  or  have  any  reason  to  believe  that 
there  were  any  improprieties  in  the  origination  or  servicing  of  the  mortgage  loans 
in  question. 
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D.  A  description  of  the  situation  with  respect  to  Excambio  Management  and  the 
discussions  Buffalo  Savings  had  with  Eastern  about  it. 

It  is  difficult  to  describe  the  situation  with  respect  to  Excambio  Management 
because  Buffalo  Savings  had  no  direct  dealings  with  the  firm.  The  standard  pro- 
cedure used  in  purchasing  loans  is  as  follows :  the  FHA  approved  mortgage 
banker,  after  originating  the  loan,  submits  a  complete  set  of  FHA  or  VA  docu- 
ments, either  insured  or  guaranteed  by  the  appropriate  agency,  to  the  permanent 
investor  for  approval  and  purchase  by  assignment.  It  is  the  mortgagor  who  is 
identified  in  the  submission.  A  management  agent,  if  employed  by  a  non-occupant 
owner  (approved  by  the  FHA),  would  not  come  to  the  attention  of  the  Bank. 

Excambio  Management  became  known  to  Buffalo  Savings  on  April  3,  1968. 
According  to  a  memorandum  in  the  Bank's  files,  a  mortgagor's  accountant  called 
regarding  delinquencies  in  several  mortgages.  He  said  that  the  mortgagor  lived 
out  of  town  and  had  Excambio  manage  his  Brooklyn  properties.  He  said  further 
that  the  rents  were  collected  but  that  the  mortgage  payments  were  not  made. 
He  also  stated  that  a  Mr.  Sol  Gelman  would  assume  the  management  of  these 
properties  on  March  1,  1968.  The  next  day,  Tom  Reynolds,  an  employee  of 
Eastern,  called  and  said  that  due  to  many  instances  of  the  above  Eastern  forced 
the  management  company  to  break  up  and  turn  all  properties  back  to  the  owners 
to  handle.  He  added  all  should  be  straight  or  foreclosures  started  within  three 
months. 

A  review  of  the  Bank's  files  of  foreclosed  loans  serviced  by  Eastern  reveals  that 
Excambio  Management  was  referred  to  as  "MA"  (management  agent)  on  twenty- 
two  Eastern  ledger  cards.  Excambio  Management  was  not  referi-ed  to  in  corre- 
spondence originated  by  Eastern.  Apparently  there  were  further  discussions 
between  Mr.  Reynolds  and  Buffalo  Savings  employees  in  which  he  indicated  that 
Excambio  and  other  management  companies  managed  at  least  50  properties 
and  foreclosures  coiild  be  expected  on  many  of  them.  Our  files  show  that  we  fore- 
closed thirteen  loans  on  properties  managed  by  Excambio  and  nine  other  prop- 
erties managed  by  Excambio  were  deeded  to  FHA  in  lieu  of  foreclosure. 

Mr.  Eamsey.  Thank  you,  Senator. 

Mr.  Chairman  and  members  of  the  subcommittee,  my  name  is 
Robert  W.  Ramsey  and  I  am  president  of  the  Buffalo  Savings  Bank 
in  Buffalo,  N.Y.  Accompanying  me  are  Warren  E.  Emblidge,  Jr., 
one  of  our  vice  presidents ;  Evar  J.  Skoog,  a  retired  senior  vice  presi- 
dent ;  and  Mr.  John  T.  Sapienza,  one  of  our  counsel. 

We  appreciate  this  opportunity  to  testify  on  the  problems  of  compe- 
tition in  mortgage  origination  in  the  New  York  metropolitan  area. 

Your  staff  is  to  be  complimented  for  the  great  amount  of  time  and 
effort  which  has  gone  into  the  preparing  for  these  hearings. 

My  statement  covers  four  areas  of  interest  to  the  subcommittee :  A 
description  of  the  Buffalo  Savings  Bank,  a  discussion  of  our  partici- 
pation in  the  FHA/VA  secondary  market,  a  discussion  of  our  rela- 
tionship with  mortgage  companies  in  the  New  York  metropolitan  area 
and  a  description  of  the  situation  with  respect  to  the  Excambio  Man- 
agement Corp.,  and  the  discussions  we  had  with  Eastern  Services 
Corp.  about  it. 

Buffalo  Savings  Bank  is  a  mutual  institution  chartered  in  1846  by  a 
special  act  of  the  Legislature  of  the  State  of  New  York.  As  of  Janu- 
ary 1,  1972,  the  bank  had  approximately  $1,220  million  in  assets  and  is 
the  11th  largest  mutual  savings  bank  in  the  country. 

The  bank's  assets  are  comprised  primarily  of  $333  million  in  securi- 
ties and  $825  million  in  mortgage  loans.  There  are  60,000  mortgagors. 

The  deposit  liability  is  $1,111  million. 

Buffalo  Savings  Bank  has  six  offices  serving  the  Buffalo  metropoli- 
tan area  and  employes  400  full-time  persons.  The  bank  has  382,000 
personal  account  holders;  no  corporate  depositors  are  permitted. 
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Our  basic  purpose,  now  formally  defined,  is  to  encourage  financial 
responsibility  by  providing  a  secure  and  profitable  depository  for  sav- 
ings, thereby  accumulating  capital  for  investments  which  will  aid  the 
advancement  and  growth  of  the  community. 

The  bank  is  proud  of  its  contributions  to  the  community.  The  officers 
and  staff  devote  considerable  time  to  various  civic,  philanthropic,  and 
social  causes  in  the  city  and  suburbs. 

In  addition,  the  bank  supplies  conventional,  insured,  and  guaran- 
teed financing  to  the  housing  market,  so  needed  to  replace  deteriorat- 
ing houses  and  meet  the  increased  demand  caused  by  expanding 
population. 

Buffalo  Savings,  since  it  first  became  an  approved  FHA  lender  in 
1936,  has  enjoyed  excellent  relations  with  the  local  FHA  office. 

Working  together  we  have  provided  better  housing  to  those  who 
would  not  have  been  qualified  buyers  under  conventional  financing 
methods. 

This  became  particularly  important  when  we  responded  to  the 
National  Housing  Act  of  1968  and  originated  $16  million  in  section 
235  housing. 

As  the  largest  lender  in  western  New  York  for  this  type  of  housing, 
we  recognize  our  responsibility  to  help  lower  income  families  acquire 
adequate  housing. 

By  working  closely  with  the  local  FHA  office,  and  by  exercising 
close  supervision  over  building  contractors  in  section  235  housing,  the 
Buffalo  Savings  Bank  helped  to  meet  low-  to  moderate-income  housing 
demand. 

Our  experience  has  been  very  satisfactory.  Of  the  $16  million  in- 
vested, we  have  not  had  any  foreclosures.  However,  one  loan  is  in  the 
process  of  foreclosure  at  this  time. 

And  here  is  an  amendment  to  my  statement.  I  add,  and  we  have  one 
other  that  is  in  process  of  being  assigned  to  FHA. 

Then  I  read  again : 

The  bank  supports  programs  of  this  type  provided  they  are  properly 
managed  by  all  parties  involved. 

Buffalo  Savings  Bank  has  great  faith  in  the  FHA/VA  ]n-ograms 
and  endorses  and  supports  the  purpose  and  objective  of  the  FHA/VA 
secondary  market. 

Western  New  York  is  a  capital  surplus  area ;  that  is  to  say,  more 
funds  are  available  for  investment  than  can  be  consumed  at  competi- 
tive rates. 

Thus,  under  certain  market  conditions,  Buffalo  Savings  Bank  sup- 
plies dollars  to  capital  deficit  areas. 

One  of  the  vehicles  for  accomplishing  this  transfer  is  the  FHA/ 
VA  secondary  market. 

Table  1  below  illustrates  what  percent  of  total  available  funds  were 
invested  in  the  secondary  FHA/VA  market. 

Table  1  is  before  you*.  I  summarize  it  by  referring  to  the  far  right- 
hand  column  where  it  shows  a  percentage  of  total  available  invest- 
ment funds  invested  in  that  market. 

In  1965,  we  invested  23.7  percent.  In  1966,  we  invested  45.7  percent. 
In  1967,  we  invested  28.2  percent.  In  1968,  we  invested  14.4  percent. 
In  1969, 13.8  percent;  1970, 2.1  percent ;  and  1971,  7.9  percent. 
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The  bank,  to  facilitate  its  mortgage  investments  outside  the  Buffalo 
area,  works  with  mortgage  bankers  across  the  country. 

These  firms  originate  the  loans,  and  after  selling  them  by  assign- 
ment, perform  a  servicing  function  on  our  behalf.  Servicing  generally 
means  to  collect  and  disburse  funds  and  handle  foreclosures,  if  neces- 
sary. 

Currently  63  mortgage  banks  service  approximately  $260  million  of 
FELA./VA  loans  for  Buffalo  Savings  Bank. 

The  yield  on  FHA/VA  investments  is  compared  to  other  long-term 
investment  opportunities,  usually  a  double  A,  30-year  utility  bonds 
and  20-year  U.S.  Treasury  bonds,  to  determine  if  the  contemplated 
purchase  is  sound  considering  the  degree  of  risk,  the  current  time  value 
of  money  and  the  liquidity  of  the  investment. 

During  the  period  under  consideration  Buffalo  Savings  Bank  made 
FHA/VA  secondary  market  purchases  through  many  mortgage  bank- 
ing firms  at  yields  in  excess  of  the  utility  and  treasury  bond  rates. 

Table  2  illustrates  what  percent  of  Buffalo  Savings  Bank's  total  sec- 
ondary commitments  were  made  to  Eastern. 

And  again,  I  will  summarize  table  2  on  page  6  by  referring  to  the 
far  righthand  column  where  it  indicates  in  the  year  1965,  of  all  the 
funds  committed  in  the  secondary  market,  Buffalo  Savings  Bank  put 
9.3  percent  of  available  funds  through  Eastern  Service  Corp. 

In  1966,  12.8  percent;  1967,  7.5  percent;  and  1968, 12.5  percent.  And 
in  1969,  28.6  percent. 

As  can  be  seen  above,  these  commitments  did  not  represent  a  signifi- 
cant percent  of  secondary  market  commitments. 

The  coupon  rate,  or  FHA/VA  "interest  rate,"  was  lower  than  the 
current  market  rate  of  interest  at  the  time  the  commitments  were 
issued. 

Thus,  these  loans  were  bought  at  discounts  ranging  from  two  points 
to  nine  points.  The  majority  were  made  between  five  and  seven  points. 

However,  the  yields  earned  on  Eastern  purchases  do  not  var}^  sig- 
nificantly from  yields  earned  on  other  FHA/VA  secondary  mortgage 
market  purchases  made  at  the  time  through  other  mortgage  bankers, 
as  table  3  illustrates  below. 

I  go  to  page  7,  and  again  I  summarize,  and  in  this  case  I  refer  to  the 
chart  indicating  1965.  the  Eastern  range  was  a  5.125,  and  the  national 
range  5.090  to  5.125. 

In  1966,  Eastern  range,  6.025  through  6.845,  with  a  national  range 
of  6.020  to  6.915. 

In  1967,  6.145  through  6.160,  and  the  national  range  5.760  to  6.555. 

In  1968,  Eastern,  7.055 ;  national  range  6.860  through  7.055. 

And  in  1969,  Eastern  range,  7.955;  national  range  7.895  through 
7.965. 

In  recent  years,  Buffalo  Savings  Bank  has  had  FHA/VA  purchas- 
ing and  servicing  relationships  with  five  mortgage  banking  firms  in 
the  New  York  metropolitan  area  :  Commercial  Mortgage,  Lawrence  A. 
Epter  Associates,  Eastern  Service  Corp.,  Community  Funding  Corp., 
and  Springfield  Equities,  Ltd. 

Before  a  servicing  contract  is  signed,  it  is  standard  practice  to  order 
a  Dun  and  Bradstreet  report  and  obtain  recommendations  from  finan- 
cial institutions  that  have  dealt  with  the  mortgage  banker. 

Additionally,  an  inspection  of  the  servicer's  operation  is  made  by 
bank  personnel. 
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The  bank  first  purchased  loans  in  the  area  in  the  1940's  in  support 
of  cono^rossional  sponsored  FIIA/VA  programs  in  the  postwar  years 
to  proAdde  much  needed  housing,  and  has  continued  this  practice  ever 
since. 

The  mortgages,  all  purchased  on  a  packaged  basis,  were  either 
"tract  loans"  such  as  Levittown,  or  "spot  loans"  that  were  scattered 
throughout  the  area. 

There  are  two  situations  we  wish  to  call  to  the  subcommittee's  atten- 
tion. The  first  involved  Eastern  Service  Corp. 

Buffalo  Savings  committed  to  purchase  through  Eastern  $12.3  mil- 
lion FHA/VA  loans  between  May  1965  and  February  19(57.  During 
that  time,  no  unusual  servicing  difficulties  were  encountered.  Pay- 
ments were  remitted  promptly  and  Eastern,  compared  to  all  servicer's, 
ranked  29  out  of  52  on  the  severity  of  the  delinquency  ratio  scale. 

Between  March  1967  and  July  1968,  no  commitments  to  Eastern 
were  issued.  This  hapi)ened  because  prices  could  not  be  agreed  upon, 
and  servicing  difficulties  increased. 

The  delinquency  ratio,  during  this  period,  increased  until  Eastern 
ranked  49th  of  the  bank's  52  services. 

Numerous  letters  and  telephone  calls  were  exchanged  between  East- 
ern and  Buffalo  Savings.  An  examination  of  the  letters  between 
Buffalo  and  Eastern  indicate  that  the  increase  in  delinquencies  were 
attributed  by  Eastern  to  excessive  personal  spending,  loss  of  salary 
due  to  strikes  in  the  New  York  metropolitan  area,  including  a  welfare 
department  strike,  the  low  quality  of  portfolio,  lack  of  personal  con- 
tact with  the  delinquent  mortgagor,  and  management  companies  hav- 
ing difficulty  collecting  rent  from  welfare  tenants. 

In  March,  1968,  the  president  of  Eastern  assured  us  that  given  some 
time  and  increased  efforts  on  their  part  to  improve  collections  delin- 
quencies would  decline. 

It  was  also  during  this  period,  April  3d,  1968,  that  a  telephone  call 
was  received,  indicating  that  Excambio  Management  was  involved 
with  some  of  the  bank's  mortgages. 

The  FHA  regulations  were  amended  on  August  1,  1968  to  imple- 
ment the  Housing  and  Urban  Development  Act  of  1968.  Financial 
institutions  were  encouraged  by  the  Government  to  finance  property  in 
the  core  areas  of  our  central  cities. 

Accordingly,  Buffalo  Savings  Bank  invested  an  additional  $3  mil- 
lion in  FHA/VA  loans  in  August  and  September,  1968,  through 
Eastern, 

The  last  purchase  was  made  in  March,  1969. 

Since  August,  1968,  servicing  difficulties  have  continued.  Numerous 
letters  were  exchanged,  and  Buffalo  Savings  Bank,  attempting  to 
understand  and  soh^e  the  high  delinquency  problem,  received  plausible 
explanations  from  Eastern. 

For  example,  in  October  1969,  the  bank  wanted  to  know  why  there 
was  such  a  delay  in  processing  foreclosures.  At  the  time,  88  loans  were 
in  various  stages  of  foreclosure. 

Among  the  reasons  given  by  Eastern  were  (a)  owners  leaving  the 
area,  thus  making  title  companies  publication  requirements  difficult  to 
satisfy,  (b)  delays  attributed  to  court  appointed  referees,  attorneys, 
and  court  judges  not  ordering  evictions,  (c)  the  FHA  regulation  re- 
quiring that  a  property  be  vacant  prior  to  conveyance,  (d)  welfare 

83-703  O— 73— pt.  2b 9 


874 

tenants  not  receiving  checks,  and  (e)  squatters  occupying  a  property 
after  the  tenants  were  evicted. 

The  delinquency  ratio  of  loans  serviced  by  Eastern  continued  to  be 
excessive.  In  September  1970,  the  senior  A^ce  president  of  Buffalo  Sav- 
ings and  an  assistant  vice  president  in  the  National  Mortgage  Depart- 
ment met  with  the  executive  secretary  of  Eastern  in  New  York  City  to 
discuss  16  accounting  and  27  servicing  problems. 

After  that  meeting  two  Eastern  employees  visited  Buffalo  to  resolve 
some  of  the  problems.  Since  then  reporting  and  servicing  procedures 
have  improved,  and  the  delinquency  ratio  has  decreased. 

Since  the  beginning  of  1972,  the  delinquency  ratio  on  loans  serviced 
by  Eastern  has  averaged  13  percent.  Although  this  is  above  normal,  it 
is  an  improvement  over  the  high  of  26  percent  on  Eastern  loans  in  1968. 

We  are  continuing  our  efforts  to  achieve  further  reduction  in  the 
delinquency  ratio. 

The  second  situation  we  wish  to  bring  to  your  attention  involves 
Springfield  Equities,  Ltd.  The  servicing  agreement  w^as  signed  on 
March  17,  1967.  During  the  following  3  years,  it  became  increasingly 
difficult  to  ascertain  the  payment  and  foreclosure  status  on  various 
mortgage  loans. 

Part  of  the  servicing  function  was  subcontracted  to  another  servicer. 
In  our  opinion,  the  servicing  agreement  was  violated.  It  was  accord- 
ingly terminated  and  transferred  to  Eastern  Service  Corp.  in  April 
1970. 

The  servicing  difficulties  discussed  above  were  caused,  we  thought, 
by  socioeconomic  forces  indigenous  to  the  neighborhoods.  It  must  be 
emphasized  that  at  no  time  did  Buffalo  Savings  employees  know  or 
have  any  reason  to  believe  that  there  were  any  improprieties  in  the 
origination  or  servicing  of  the  mortgage  loans  in  question. 

(d)  A  description  of  the  situation  with  respect  to  Excambio  Man- 
agement and  the  discussions  Buffalo  Savings  Bank  had  with  Eastern 
about  it. 

It  is  difficult  to  describe  the  situation  with  respect  to  Excambio  Man- 
agement because  Buffalo  Savings  had  no  direct  dealings  with  the  firm. 

The  standard  procedure  used  in  purchasing  loans  is  as  follows :  The 
FHA  approved  mortgage  banker,  after  originating  the  loan,  submits 
a  complete  set  of  FHA  or  VA  documents,  either  insured  or  guaranteed 
by  the  appropriate  agency,  to  the  permanent  investor  for  approval  and 
purchase  by  assignment. 

It  is  the  mortgagor  who  is  identified  in  the  submission.  A  manage- 
ment agent,  if  employed  by  a  nonoccupant  owner  (approved  by  the 
FHA ) ,  would  not  come  to  the  attention  of  the  bank. 

Excambio  Management  became  known  to  Buffalo  Savings  on 
April  3,  1968.  According  to  a  memorandum  in  the  bank's  files,  a 
mortgagor's  accountant  called  regarding  delinquencies  in  several 
mortgages. 

He  said  that  the  mortgagor  lived  out  of  town  and  had  Excambio 
manage  his  Brooklyn  properties.  He  said  further  tliat  the  rents  were 
collected  but  tliat  the  mortgage  payments  were  not  made. 

He  also  stated  that  a  Mr.  Sol  Oilman  would  assume  the  management 
of  these  properties  on  March  1,  1968.  The  next  day,  Tom  Reynolds,  an 
em[)loyee  of  Eastern,  called  and  said  that  due  to  many  instances  of  the 
above,  Eastern  forced  the  maiiagemont  company  to  break  up  and  tuin 
all  properties  back  to  the  owners  to  handle. 
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He  added  all  should  be  straight  or  foreclosures  started  within  3 
months. 

And  I  direct  your  attention  to  the  last  paraffraph  of  my  statement. 
Wc  revised  it  late  yesterday  afternoon,  and  I  think  there  are  a  few 
copies  in  circulation. 

The  amended  statement  is  as  I  now  read  it. 

A  review  of  the  bank's  files  of  foreclosed  loans  serviced  by  Eastern 
reveals  that  Excambio  Management  was  referred  to  as  "MA"  (man- 
agement agent)  on  22  Eastern  ledger  cards. 

Excambio  Management  was  not  referred  to  in  correspondence  origi- 
nated by  Eastern.  Apparently  there  were  further  discussions  between 
Mr.  Reynolds  and  Buffalo  Savings  Bank  employees  in  which  he  indi- 
cated that  Excambio  and  other  management  companies  managed  at 
least  50  pi'operties  and  foreclosures  could  be  expected  on  many  of  them. 

Our  files  show  that  we  foreclosed  13  loans  on  properties  managed  by 
Excambio  and  nine  other  properties  managed  by  Excambio  were  as- 
signed to  FHA  in  lieu  of  foreclosure. 

Senator  Hart.  Thank  you,  Mr.  Ramsey.  I  know  that  the  staff  has 
developed  a  number  of  questions,  but  let  me  ask  you  a  somewhat  gen- 
eral one  first  for  my  own  guidance. 

In  your  testimony,  you  explained  that  Buffalo  Savings  had  a  very 
satisfactory  experience — I  am  paraphrasing,  and  correct  me  if  I 
am  wrong — very  satisfactory  experience  in  connection  with  the  235 
program. 

Tell  us  what  Buffalo  Savings  does  to  insure  that  the  borrower  will 
be  able  to  carry  the  obligation  of  the  assumed  money.  Mechanically, 
what  occurs  ?  How  do  you  make  that  judgment  ? 

Mr.  Ramsey.  We  give  the  FHA  235  program  much  more  surveil- 
lance than  we  would  normally  give  because  we  are  doing  business  with 
a  different  socioeconomic  group  that  we  recognize  our  social  respon- 
sibility to. 

And  we  use  very  rigid  underwriting  standards  before  we  send  a  case 
to  FHA.  We  satisfy  ourselves  that  this  applicant  is  entitled  to  live 
in  the  house  and  has  the  ability  to  pay  out  through  the  term  of  the 
loan. 

Senator  Hart.  You  have  a  rule  of  thumb  that  you  use  in  that 
connection  ? 

Mr.  Ramsey.  It  is  a  difficult  question.  It  is  not  an  exact  science. 
We  use,  as  a  rule  of  thumb,  1  week's  gross  income  should  be  equivalent 
to  1  month's  debt  service,  taxes  and  maintenance  of  the  property. 
That's  a  pretty  standard  ra,tio. 

Now,  you  have  to  adjust  that  upward  or  downward  by  the  size  of 
his  family  and  his  other  installment  debts.  We  want  to  make  sure  that 
the  235  purchaser,  after  the  Federal  Government  subsidy,  can  handle 
that  debt  adequately. 

Our  people  are  very  proficient  on  knowing  the  Buffalo  market,  and 
they  could  identify  distorted  prices.  We  do  not  inspect  or  appraise 
FHA  loans,  but  we  have  senior  people  underwriting  these  loans 
because  we  recognize  there  might  be  some  undue  risk. 

We  have  had  an  excellent  experience.  Further,  on  new  construction — 
and  this  is  where  we  did,  primarily,  most  of  our  business — we  sent 
the  application  to  our  Appraisal  Inspection  Department  to  cost  them 
out  and,  further,  we  did  not  rely  on  FHA  inspections  alone,  but  we 
sent  our  own  inspectors  out  on  the  site  to  look  at  them  and  then,  after 
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the  fact,  we  also  sent  our  inspection  appraiser  out  and  measured  the 
performance  of  the  builders. 

In  some  cases,  we  had  to  call  builders  in  and  talk  to  them  about  their 
deficiencies  based  on  our  standards. 

Senator  Hart,  Is  it  fair  to  conclude,  then,  that  your  judgment  is 
that  FHA  programs  are  sound  or  workable  as  long  as  the  lending 
institution  does  its  fair  share  of  commonsense  and  judgment  and 
super\dsion  in  connection  both  with  underwriting  and  supervision  ?  Is 
that  a  fair  statement  ? 

Mr.  Kamsey.  If  the  Federal  Government  can  afford  to  underwrite 
the  subsidy,  I  think  it  is  an  excellent  program.  But  I  also  think  that 
the  approved  FHA  mortgagee  has  to  accept  his  responsibility  very 
seriously. 

Senator  Hart.  Mr.  Blum  ? 

Mr.  Blum.  Mr.  Ramsey,  in  your  statement  you  discussed  the  func- 
tion of  the  secondary  mortgage  market,  as  you  described  Buffalo's  role 
in  it.  How  important  do  you  think  the  secondary  market  is  to  the 
supply  of  housing  in  the  United  States?  Does  it  serve  an  important 
economic  function? 

Mr,  Ramsey,  In  my  mind,  the  lack  of  adequate  housing  for  the 
people  of  the  United  States  is  one  of  our  most  pressing  domestic  prob- 
lems. I  would  not  say  the  most,  but  one  of  the  most.  And  if  you  want 
to  export  capital  from  the  capital-rich  areas  into  the  capital-deprived 
areas,  I  think  it  is  an  excellent  tool. 

And  over  the  years^and  we  have  been  in  this  market  since  1940 — 
we  have  had  an  excellent  experience.  I  think  that  we  are  obliged  to 
support  this  program,  and  this  is  what  the  Federal  Government  is 
encouraging  the  mortgage  lenders  to  do. 

Mr.  Blum.  And  if  there  were  no  mortgage  companies  to  originate 
mortgages  in  particular  local  markets,  then  it  would  be  virtually  im- 
possible for  that  market  to  function  properly ;  is  that  a  fair  statement  ? 

Mr.  Ramsey.  That  is  a  fair  statement. 

Mr.  Blum.  Wliat  do  you  think  would  happen  to  that  surplus  capital 
if  you  could  not  invest  it  in  mortgages  ? 

Mr.  Ramsey.  I  think  we  would  find  it  accruing  to  the  benefit  of  the 
corporate  bond  market,  the  Government  bond  market,  or  the  equity 
market. 

Mr.  Blum,  So  that  you  have  no  doubt  in  your  mind  that,  if  housing 
programs  are  to  work,  mortgage  originators  and  servicers  and  an  easy 
flow  of  capital  is  really  needed  ? 

Mr.  Ramsey.  Absolutely,  It  is  a  situation  where  the  bankers,  the 
brokers,  and  the  Government  have  to  work  in  unison. 

Mr.  Blum.  Do  you  think  the  secondary  market  could  work  if  you 
were  forced  to,  in  effect,  reunderwrire  each  loan,  to  go  screen  the  loan 
and  inspect  the  house  and  do  all  of  that  ? 

Mr,  Ramsey.  It  would  increase  our  costs  to  do  that  and  our  costs,  as 
you  know,  are  borne  by  the  ultimate  consumer  and  you  know  where  it 
is  going  to  be  reflected — in  the  cost  of  financing.  Either  in  tlie  interest 
rate  or  the  closing  fee. 

Mr.  Blum.  And  that  would  also  mean  that  typically  that  competitive 
yields  on  mortgages  would  have  to  be  somewhat  above  the  yield  for, 
say,  triple  A  utility  bonds  to  compensate,  and  this  would  just  make 
the  spread  that  much  higher? 
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Mr.  Ramsey.  Substantially  diiferent.  In  our  internal  cost,  there's  a 
four-tenths  of  1  percent  difference  between  mortgage  and  investment 
accounts,  that's  bonds  and  stocks. 

It  costs  us  one-half  of  1  percent  on  a  mortgage  account;  and  only 
one-tenth  of  1  to  service  a  Government  bond  in  a  block  of  $5  or  $10 
million.  So,  we  have  the  disadvantage  of  four-tenths  of  one  point  right 
there. 

Mr.  Blum.  So,  if  you  added  to  the  chore  of  inspecting  and  selecting 
mortgages  the  spread  would  become  even  greater?  You'd  be  talking 
about  at  least  a  half  a  point  or  perhaps  three-quarters  of  a  point  ? 

Mr.  Ramsey.  Exactly,  Mr.  Blum. 

Mr.  Blum.  There  is  a  risk  in  the  purchase  of  FHA  and  VA  mort- 
gages, isn't  there  ? 

Mr.  Ramsey.  Yes,  sir. 

Mr.  Blum.  Is  that  eliminated  when  you  purchase  a  mortgage  at  a 
deep  discount,  pretty  much  ? 

Mr.  Ramsey.  Some  of  it  is  eliminated,  but  not  all  of  it.  When  we  are 
comparing  our  investment  program  to  what  is  available,  we  want  to 
commit  our  money  for  the  longest  period  of  time,  when  appropriate, 
and  when  we  get  a  foreclosure,  we  have  to  take  that  money  over  in 
today's  market.  It  is  a  substantially  lower  rate  that  we  reinvest  than 
when  we  put  it  out  in  1970,  when  we  had  an  FHA  rate  up  around  8i/^ 
percent  for  most  of  the  year. 

Now,  if  we  take  the  money  on  a  foreclosure  and  reinvest  at  7  per- 
cent for  another  30  years,  you  are  not  compensated  to  adjust  for  that 
difference. 

Mr.  Blum.  You  indicated  that  you  received  a  number  of  letters  of 
reference  before  you  began  doing  business  with  Eastern  Service. 

Can  you  tell  us  who  it  was  that  wrote  to  you  or  who  you  made  in- 
quiry of  about  Eastern  Service's  qualification  ? 

Mr.  Ramsey.  May  I  ask  assistance  here  ?  I'm  going  to  make  a  state- 
ment here,  and  I  want  Mr.  Emblidge  to  verify  it. 

I  think  the  original  approach  was  a  letter  to  our  president,  Mr. 
William  H.  Harder,  from  Eastern  Service  Coi'p.,  signed  by  Mr.  Bern- 
stein— I  beg  your  pardon,  I  have  to  stand  corrected  on  that. 

It  was  addressed  to  Mr.  William  H.  Harder,  president,  dated  March 
8,  1965,  but  it  was  signed  bv  a  Mr.  Frank  A.  Fay,  vice  president.  We 
then  started  investigating  the  feasibility  of  doing  business  with  East- 
ern Service  Corp. 

Mr.  Blum.  Can  we  have  a  copy  of  that  for  the  record  ? 

Mr.  Ramsey.  You  surely  may. 

Mr.  Blum.  And  what  were  the  other  institutions  that  then  sup- 
ported, in  effect,  their  qualification?  Who  said  that  they  were  OK? 

Mr.  Ramsey.  At  that  time  we  got  a  Dun  &  Bradstreet  report  and 
then  we  checked  out  recommendations  from  the  Dry  Dock,  the  Lincoln, 
the  Dollar,  and  Bankers  Trust  of  New  York.  We  received  favorable 
recommendations  on  Eastern. 

And  sometime,  subsequent  to  that,  we  did  go  down  and  visit  their 
operation  to  observe  the  origination  department  and  the  people  in 
their  servicing  division. 

Mr.  Blum.  Well,  you  did  just  about  everything  a  reasonable  man 
could  be  expected  to  do  to  check  them  out.  There  is  hardly  anything 
else  one  could  think  of. 
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Mr.  Kamsey.  We  are  of  that  opinion. 

Mr.  Blum.  You  indicate  that  you  began  doing  business  with  Eastern 
in  1968,  the  second  time  around,  in  response  to  the  1968  Housing  Act. 
At  the  time  of  that  1968  commitment,  were  you  satisfied  that  Eastern 
had  pretty  well  cleaned  up  the  earlier  difficulties  ? 

Mr.  Ramsey.  The  direction  was  in  a  favorable  trend. 

Mr.  Blum.  I  gather  that  the  1968  discussions  of  Excambio  Manage- 
ment were  down  in  the  servicing  department.  It  never  came  up  to  top 
management  attention  at  the  executive  level  of  the  bank,  did  it  ? 

Mr.  Ramsey.  Well,  that  is  right.  We  recognized  the  management 
control  system  did  identify  that  we  had  a  servicing  problem  with  East- 
ern Service  and  then  the  girl  in  charge  of  that  department,  a  Mrs.  Lor- 
raine Sandow,  made  a  note  on  her  record,  and  I  will  read  it  to  you,  if 
Mr.  Emblidge  can  hand  it  to  me. 

This  is  just  a  log  or  a  history  sheet  and  it  is  headed  up : 

Eastern.  8/26,  5  :15.  Delinquent  November.  Mr.  Lobein,  an  accountant  for  mort- 
gagor, called  4/3/68  re  delinquency.  Several  mortgages,  owners  live  in  Washing- 
ton, D.C.,  has  management  company  handling  Brooklyn  property,  (Excambio 
Management  Company). 

Money  collected  but  not  paid.  Excambio,  Edward  Jaffe,  Lester  Lazarus,  At- 
torney in  Manhattan. 

I  think  it  is — 

and  Morris  Wendell.  Management  assumed  by  Sol  Gilman,  March  1st. 

And  that's  the  end  of  her  statement  and  notes. 

Mr.  Blum.  I  should  indicate  for  the  record  that  the  cooperation  of 
Mrs.  Sandow  and  Mr.  Emblidge  made  it  possible  for  us  to  trace  the 
story  which  you  have  heard  this  morning. 

We  were  able,  then,  to  follow  up  and  locate  the  various  people  who 
were  involved  in  this,  and  we  are  very  grateful  to  the  assistance  that 
you  provided  this  subcommittee. 

Does  Buffalo  Savings  Bank  buy  mortgages  with  the  right  of  selec- 
tion ?  Do  you  reserve  the  right  to  pick  ? 

Mr.  Ramsey.  All  our  commitments  are  subject  to  our  being  able  to 
review  credits. 

Mr.  Blum.  What  do  you  look  for  when  you  are  sifting  through  the 
credit  criteria  ? 

Mr.  Ramsey.  We  look  at  their  employment  record  and  their  ability 
to  service  the  debt. 

Mr.  Blum.  You  heard  Mr.  Ostrov  testify  this  morning.  I  take  it 
that  if  you  saw  a  credit  report  on  Mr.  Ostrov,  you  would  have  no 
problem  at  all  approving  his  FHA  mortgage  application? 

Mr.  Ramsey.  Absolutely  not. 

Mr.  Blum.  Is  it  correct  to  say  that  making  a  separate  appraisal  of 
the  property  would  be  a  very  costly  proposition  for  you ;  is  it  not  ? 

Mr.  Ramsey.  Yes,  because  we  have  so  much  mone}^  to  put  out  and  we 
would  have  to  go  to  remote  areas  and  be  familiar  with  those  areas. 

And  I  think  our  experience  has  proven  that  most  mortgage  bankers 
have  done  a  good  job  for  us  over  the  last  32  yeai*s.  They  vehicle  for  us, 
to  transfer  large  sums  of  money  to  other  areas, 

Mr.  Blum.  And  at  any  given  point  in  time,  you  might  be  investing 
anywhere  in  the  country.  So  it  is  not  a  matter  of  your  establishing  a 
guy  in  each  market  to  buy  mortgages,  then  ? 

Mr.  Ramsey.  That  is  right.  I  believe  we  are  in  27  other  States  at 
this  point. 
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Mr.  Blum.  You  indicate  that  Eastern  has  improved  its  servicing 
record  with  you.  Would  that  not  have  happened  anyway  because  the 
bad  mortgages  would  have  weeded  themselves  out  over  a  period  of 
time,  so  that  gradually  the  servicing  portfolio  would  be  doing  better? 

Mr.  Ramsey.  That  would  be  a  contributing  factor,  but  I  think  they 
have  refined  their  servicing  j)ractices.  AVe  wei-e  advised  at  one  time, 
during  our  discussions,  that  they  put  outside  contact  men  that  could 
talk  in  the  native  tongue  of  the  mortgagor  who  was  delinquent. 

Mr,  Blum.  You  indicated  that  you  had  difficulties  with  Springfield 
Equities,  which  caused  you  to  transfer  Springfield's  servicing  to 
Eastern.  Do  you  recall  what  those  problems  were  ? 

Mr.  Eamsey.  I  think,  at  this  time,  I  would  like  to  call  on  Mr.  Skoog 
who  was  in  direct  charge  of  tliat  department. 

Mr.  Skoog.  The  principal  difficulty  was  getting  any  information  on 
the  foreclosed  loans.  We  would  write  to  them  and  they  would  not 
respond  to  our  correspondence.  There  also  was  one  case  where  we  stood 
to  lose  $4,000  or  $5,000.  We  could  not  get  any  information  on  it.  They 
also  transferred  the  servicing  to  Manufacturers  Hanover. 

Mr.  Blum.  In  addition  to  Eastern  Service  ? 

Mr.  Skoog.  No.  Springfield  transferred. 

Mr.  Blum.  I  see. 

Mr.  Skoog.  And  we  could  not  get  any  information  out  of  Manu- 
facturers Hanover,  so  we  decided  the  best  thing  to  do  was  to  terminate 
the  contract. 

Mr.  Blum.  And  why  did  you  pick  Eastern  to  do  the  servicing? 

Mr.  Skoog.  We  talked  about  it  at  the  bank  and  we  decided  we  didn't 
want  to  saddle  ISC  with  the  poor  loans,  and  we  felt  that  with  Eastern's 
experience,  they  would  be  able  to  handle  it. 

Mr.  Blum.  Is  Eastern  still  servicing  under  contract  with  Buffalo 
Savings  Bank  ? 

Mr.  Ramsey.  Yes,  sir. 

Mr.  Blum.  Has  the  indictment,  the  recent  indictment  of  Eastern, 
caused  any  difficulties  in  the  relationship  ? 

Mr.  Ramsey.  It  caused  considerable  concern  on  our  part  and  we  have 
reviewed  the  service  contract.  We  are  keeping  very  close  touch  with 
the  hearings  before  this  committee,  through  the  newspaper,  and 
through  our  National  Association  of  Mutual  Savings  Banks. 

They  are  living  within  the  terms  of  their  contract  at  this  time. 

Mr.  Blum.  In  this  statement  you  say  that  Mr.  Reynolds  indicated  to 
your  bank  that  there  w^ere  other  management  companies  besides  Ex- 
cambio,  which  were  breaking  up,  and  they  accounted  for  other 
foreclosures. 

I  should  say,  indicated  to  Mi*s.  Sandow  and  perhaps  others  if  there 
were  other  management  companies  breaking  up  at  the  same  time,  and 
that  was  part  of  the  foreclosure  problem,  is  that  correct  ? 

Mr,  Ramsey.  I  am  going  to  have  to  call  on  Mr.  Emblidge. 

Mr.  Emblige.  There  were  no  letters  originated  by  Eastern  that  iden- 
tified which  management  agents  were  involved.  Through  phone  con- 
versations, it  was  recognized  that  Excambio  was  one  of  the  managing 
agents,  but  we  never  had  a  specific  indication  of  which  other  ones  were 
involved  at  the  time. 

Mr.  Blum.  Did  it  indicate  that  Excambio  was  one  of  a  number  of 
operations  of  a  similar  variety  ? 
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Mr.  Ramsey.  It  did  indicate  that  Excambio  was  one  of  a  number  of 
similar  operations,  yes,  that's  correct. 

Mr.  Blum.  What  can  a  buyer  in  the  secondary  market  do  beyond 
what  you  have  ah-eady  described  for  us,  INIr.  Ramsey  ? 

Mr.  Ramsey.  Be  sure  that  he  is  dealing  with  a  reputable  originator. 

Mr.  Blum.  Can  you  think  of  anything  ? 

Mr.  Ramsey.  That  is  a  A'ery  difficult  question  and  I  would  have  to 
reflect  on  fhat.  We  are  reexamining  this  whole  situation,  and  we  feel 
as  though  we  were  very  prudent  in  the  manner  in  w^hich  we  qualified 
Eastern  as  one  of  our  servicers. 

At  no  time  did  we  suspect  that  there  was  anything  wrong  here,  as  far 
as  any  criminal  actions  were  concerned. 

Mr.  Blum.  Were  you  surprised  by  the  testimony  this  morning,  by 
the  scope  of  the  activity,  to  learn  of  what  Excambio  was  doing  and 
how  it  worked  ? 

Mr.  Ramsey.  I  will  not  say  I  was  surprised.  It  was  interesting.  I've 
been  watching  this  case  and  I  suspected  that  this  was  a  developing 
problem. 

Mr.  Blum.  It  certainly  is  clear  that  had  you  known  you  would  not 
have  been  doing  business  with  Eastern,  is  that  correct  ? 

j\Ir.  Ramsey.  That's  right. 

Mr.  Blum.  Are  you  not  really  dependent  on  FHA  to  do  a  good  job 
in  screening  the  mortgage  company  ?  Isn't  that  what  it  finally  comes  to  ? 

Mr.  Ramsey.  You  have  to  rely  on  approved  FHA  mortgages  as  being 
responsibly  and  reasonably  o])erated. 

Mr.  Blum.  Now,  if  FHA  does  not  do  the  job  right,  would  you  wind 
up  on  the  wrong  end  of  it  ? 

Mr.  Ramsey.  If  there  is  an  error  in  underwriting,  yes;  because  it 
increases  our  servicing  costs.  We  do  get  our  cash  out  of  it,  but  we  want 
a  long  term  investment.  That  is  our  primary  objective. 

Mr.  BLu:Nr.  One  of  your  principal  management  control  tools  is  the 
monitoring  of  quality  of  servicing,  is  that  correct  ? 

Mr.  Ramsey.  That  is  right. 

Mr.  Blum.  So  when  you  find  trouble  with  servicing,  you  know  there 
is  probably  something  wrong  with  that  company,  and  you  begin  to 
watch  it  very  carefully  ? 

Mr.  Ramsey.  Exactly. 

Mr.  Blum.  A^Hien  you  find  you  are  having  trouble  with  servicing,  do 
you  report  to  FHA  ?  Do  they  ask  you  to  report  to  them  ? 

Mr.  Ramsey.  Each  month,  one  of  our  servicers  within  our  own  bank, 
an  employee,  sends  a  list  to  FHA  of  items  that  are  30  days  or  more 
past  due,  and  that  puts  FHA  on  notice  of  the  problem  that  might  be 
developing  in  Buffalo  Savings  Bank. 

Now,  these  reports  are  not  on  serviced  loans.  That's  the  responsi- 
bility of  the  servicer.  We  only  report  on  the  loans  that  we  service  di- 
rectly through  our  own  employees,  and  the  form  indicates  that  you 
should  not  report  sei'vicers.  It  is  their  responsibility. 

Mr.  Blum.  So  that  you  would  never  have  had  occasion  to  inform 
FHA  that  something  had  happened  at  Eastern  such  as 

Mr.  Ramsey.  But  they  wei-e  making  reports  to  FHA. 

Mr.  Blum.  Eastern  would  be  reporting  itself  to  FHA.  Do  you  get 
reports  from  other  servicers  about  the  performance  from  other  in- 
vestors— the  perfoi-mance  of  particular  servicers?  Would  you  see  a 
report  from,  say,  Fannie  Mac  on  servicing  done  for  it  by  Eastern  ? 
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Mr.  Ramsey.  I  personally  will  answer  no  to  that  question.  I  am  not 
saying  that  it  is  not  available,  but  I  have  not  seen  it. 

We  rely  more  on  the  ]\f  ortgage  Bankers  Association  and  make  a  com- 
parison on  a  quarterly  basis  and  report  to  our  board  on  our  servicers' 
performance  against  the  Region  1  standards,  Region  1  being  New 
York,  the  New  England  States,  and  Jersey. 

Mr.  Blum.  Do  you  think  that  the  consolidation  of  servicing  reports 
by  the  investors,  on  individual  mortgage  companies  by  FHA  will  pro- 
vide FHA  with  an  additional  management  control  tool  ? 

Mr.  Ramsey.  I  would  think  that  would  be  a  good  tool. 

Mr.  Br.uM.  Do  you  think  FITA  slionVl  start  doing  it  ? 

Mr.  Ramsey.  I  cannot  speak  for  FHA.  I  think  it  would  be  a  tool  we 
would  be  interested  in.  We  like  early  warning  signals  of  developing 
problems. 

Mr.  Blum.  You  have  been  following  these  hearings,  I  take  it,  and 
you  have  heard  the  range  of  problems  that  have  arisen  with  mortgage 
originators. 

"\^^iat  do  you  think  the  answer  to  this  problem  is  ?  Do  you  have  any 
ideas  about  what  can  be  done  to  control  those  mortgage  banking  com- 
panies, to  do  what  some  of  them  have  been  doing? 

Mr.  Ramsey.  I  am  only  speculating,  but  I  wonder  if  more  super- 
vision of  the  approved  FHA  mortgagees  would  be  appropriate. 

Mr.  Blum.  I  have  no  further  questions.     ' 

Mr.  Chumbris.  Yesterday,  Mr.  Lasurdo  of  the  Greenpoint  Savings 
Bank  in  Brooklyn,  testified  that  their  bank  has  resources  in  excess  of 
$670  million,  about  half  a  billion  dollars  short  of  your  resources,  and 
they  pointed  out  that  VA  and  FHA  guarantees  the  insured  home  mort- 
gage loans,  represents  58  percent  of  their  portfolio. 

Thev  pointed  out  that  initiallv  their  bank  ajiproved  more  VA/FHA 
loans  by  assignment  than  those  that  they  originated  and  processed 
directly. 

But  as  years  went  on,  they  obtained  expertise  in  this  area.  The  loans 
that  they  originated  were  greater  than  those  that  they  purchased  in 
the  marketplace. 

Now,  if  I  read  your  statement  correctly,  one  page  3  you  point  out 
that  16  million  of  the  originated — is  that  the  figure  that  you  have  now  ? 

Mr,  Ramsey.  This  is  only  on  a  235. 

Mr.  Chumrris.  Only  on  235. 

Mr.  Ramsey.  But  we  have  some  203's  and  we  might  have  a  handful 
of  221(d)  (2) 's. 

Mr.  Chumbris.  And  liow  much  would  that  total  ?  I  mean  approxi- 
mately ? 

Mr.  Ramsey.  We  have  a  little  less.  We  have  probably — oh,  I  have 
the  record.  As  of  May  15,  we  had  $15,525,000  in  FHA  235's,  out  of 
that  original  16  million.  Amortization  brought  it  down. 

Mr.  Chumbris.  Wiat  I  wanted  was  the  loans  that  originated  from 
your  bank  on  FHA  and  VA  loans.  'Wliat  would  that  amount  to?  I 
want  to  compare  that  with  your  figure  on  page  5,  when  you  say,  "cur- 
rently 63  mortgage  bankers  service  approximately  260  million  FHA/ 
VA  loans  from  Buffalo  Savings  Bank." 

"V^Hiat  is  your  ratio  of  the  ones  that  are  being  serviced  and  the  ones 
that  you  originate  yourself  ?  Is  there  a  distinction  that  you  see  ? 

Mr.  Ramsey.  I  think  that  I  can  get  the  answer  in  a  minute  and  I 
will  have  to  refresh  my  memory.  I  can  tell  you  offhand  that  53  percent 
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of  our  portfolio  is  in  FHA/VA,  but  I  do  not  think  that  is  the  answer 
you  are  looking  for. 

Mr.  Chumbris.  But  that  would  not  pass  the  58  percent  that  the  wit- 
ness stated  yesterday.  Now,  he  stated  that  when  he  started,  most  of  it 
was  by  assignment  and  as  they  gained  experience,  they  are  originating 
now  more  than  they  are  buying  at  the  market. 

Now,  how  does  your  bank  react  in  that  way  ? 

Mr.  Ramsey.  Well,  this  year,  we  are  going  to  put  about  $55  million 
in  local  mortgages  in  the  Buffalo  area.  Fortunately,  I  can  break  that 
down,  because  10  million  of  it  will  be  in  a  big  constin^iction,  and  45 
million  will  be  in  one-  to  four- family.  I  do  not  have  the  figure  for  the 
allocation  between  FHA  and  conventionals,  but  I  will  say  this : 

That  the  majority  of  them  are  conventionals  at  this  point  because 
we  have  a  7-percent  rate. 

Mr.  Chumbris.  Well,  maybe  I  am  not  making  my  point  clear.  I  was 
not  making  my  point  clear.  I  was  trying  to  make  a  comparison  between 
the  witness  yesterday,  to  show  that  he  started  off  with  less  origination, 
and  today  he  has  more,  and  how  does  that  relate  to  your  bank  ? 

Do  you  have  more  that  you  originate  yourself,  or  do  you  have  more 
that  you  buy  from  the  mortgage  banker  ? 

Mr.  Ramsey.  It  fluctuates  substantially  due  to  market  conditions.  A 
lot  of  builders  in  the  western  New  York  area,  are  not  going  the  FHA 
route.  They  want  conventional  financing. 

So  when  we  have  to  supplement  the  supply  of  mortgage  investment 
opportunities,  we  have  to  go  out  in  the  national  market,  and  it  is 
quicker  to  buy  FHA  or  VA  in  a  package.  In  the  first  quarter  of  this 
year,  we  made  substantial  commitments  in  the  FHA/VA  secondary 
market. 

Mr.  Chumbris.  Now,  that  gets  me  to  the  second  question  that  I 
wanted  to  ask,  which  is  the  primary  question,  and  that  is,  Mr.  Lasurdo 
stated,  "We  originated  and  processed  more  VA  and  FHA  home  loans 
than  we  purchased,  but  not  without  problems,"  and  that's  what  he 
pointed  up  there. 

He  pointed  out  that  he  soon  became  acutely  aware  that  "the  FHA 
standards  for  evaluation  and  credit  underwriting  were  most  restrictive 
and  highly  frustrating  for  our  bank.  Particularly  when  related  to 
those  we  were  given  to  understand  were  applied  to  mortgage 
companies." 

Indications  are,  and  the  hearings  thus  far  have  shown,  that  the 
mortgage  companies  have  been  able  to  get  FHA  loans  quicker  than, 
for  instance,  tlie  Bedford-Stuyvesant  Corp.,  which  have  had  difficulty 
in  getting  their  loans  processed  immediately,  and  thereby  losing  busi- 
ness to  the  mortgage  bankers. 

Do  you  find  tliat  problem  in  Buffalo  ? 

Mr.  Ramsey.  I  do  not  find  it  so.  We  liave  had  an  excellent  experience 
in  our  Buffalo  office  and  I  might  point  out  that  of  the  $16  million  of 
FHA  2H5,  tliat  we  originated,  we  didn't  pay  any  brokerage  fees.  We 
did  business  directly  with  the  r-ealtor  or  the  builder.  All  originated 
directly  in  Buffalo  Savings  Bank's  office. 

Mr.  CHr:MBRis.  Then  if  the  head  office  in  Wasliington  of  FHA  and 
HUD  wanted  to  find  out  whether  this  is  a  national  problem,  they  would 
look  to  Buffalo  and  see  that  the  working  relationship  between  FHA 
and  your  bank,  or  other  banks,  is  excellent.  Whereas,  the  situation  of 
the  witness  yesterday  indicates  that  there  are  certain  problems? 
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Mr.  Ramsey.  That  is  right.  And  I  would  like  the  opportunity  to  read 
a  letter  to  you.  I  have  it  here. 

This  is  from  the  Department  of  Housing  and  Urban  Development, 
Regional  Office,  26  Federal  Plaza,  New  York,  N.Y.,  dated  May  2. 

Mr.  Robert  J.  Miller,  Assistant  Secretary,  Buffalo  Savings  Bank,  545  Main 
Street,  Buffalo,  Xew  York.  Subject :  Buffalo  Savings  Bank  report  on  audit.  Sec- 
tion 235  mortgages. 

Dear  Mr.  Miller:  I  was  delighted,  on  reviewing  the  recent  audit  of  your  Agen- 
cy's book.s  and  records  by  our  oflSce  of  audit  to  see  that  there  were  no  adverse 
audit  findings. 

I  want  to  congratulate  you  on  this  and  hope  that  you  will  pass  on  my  con- 
gratulations to  members  of  the  staff  of  your  Agency.  Sincerely,  Grant  Re.vnolds, 
for  S.  William  Green,  Regional  Administrator. 

Mr.  Chumbris.  Thank  you  very  much.  Those  are  the  only  questions 
that  I  have. 

Senator  Hart.  Mr.  Ramsey  and  gentlemen,  thank  you  very  much, 
both  for  your  testimony  earlier,  and  your  cooperation. 

Materials  Relating  to  the  Testimony  of 
Robert  W.  Ramsey 

(EXHIBIT  1) 

Letter  to  Senate  Antitrust  Subcommittee  From  the  BufiFalo  Savings  Bank  Dated 

March  28,  1972 

BuFALLo  Savings  Bank, 
Buffalo,  N.Y.,  March  28,  1972. 

Mr.  Jack  A.  Blum, 

Assistant  Counsel  to 

Senator  Philip  A.  Hart, 

Chairman,  Antitrust  and  Monopoly  Subcommittee,  U.S.  Senate, 

Washington,  B.C. 

Dear  Mr.  Blum  :  In  response  to  your  letter  of  March  24th,  addressed  to  Mrs. 
Sandow,  and  as  a  follow-up  to  your  telephone  conversations  of  March  21st  and 
23rd,  we  wi.sh  to  advise  as  follows  : 

1.  Exeambio  Management  Corporation  was  located  at  475  Fifth  Avenue,  New 
York  City  at  the  time  of  our  foreclosure  problems  ( 1968) . 

2.  The  three  principals,  to  the  best  of  our  knowledge,  as  advised  by  the  Servicer 
at  the  time,  were :  Mr.  Edward  Jaflfe,  Manhattan  attorney ;  Mr.  Lester  Lazarus, 
also  an  attorney ;  Mr.  Morris  Wendell  (who  appai-ently  disappeared  at  the  time.) 

Our  first  indication  of  the  problem  was  a  telephone  call  from  a  Mr.  La  Ben,  who 
was  an  accountant  for  one  of  the  mortgagors ;  and  a  follow-up  call  from  a  Mr. 
Ostroff,  attorney  for  the  same  mortgagor.  These  gentlemen  were  seeking  informa- 
tion on  behalf  of  their  client,  Mr.  Leonard  L.  Belief,  who  owned  properties  at 
673  Hendrix  Street  and  477  Jerome  Street  in  Brooklyn,  New  York,  both  of  which 
were  managed  by  Exeambio.  According  to  our  records,  these  three  gentlemen  re- 
sided in  Washington,  D.C. 

Following  these  phone  calls,  we  checked  with  our  Servicing  Contractor,  Eastern 
Service  Corporation  and  found  that  on  the  same  date  they  had  become  aware  of 
at  least  75  cases  involving  Exeambio  management.  As  explained  on  the  telephone, 
many  of  our  files  involved  in  this  matter  have  been  destroyed  as  a  routine  pro- 
cedure, prescribed  by  our  regular  record  retention  schedule. 

At  no  time  did  we  have  direct  contact  with  Exeambio  Management  Corpora- 
tion and  all  of  our  information  relative  to  the  matter  was  gained  through  tele- 
phone conversations  with  our  Servicer's  representatives  and  various  attorneys 
handling  the  foreclosures.  Therefore,  we  have  no  copies  of  correspondence  to 
forward.  The  above  information  was  all  obtained  from  "Information  Sheets"  in 
our  foreclosure  files. 

If  you  require  any  further  information,  please  feel  free  to  call  on  us. 
Very  truly  yours, 

Wabeen  B  Emblidge,  Jr., 

Vice  President. 
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(EXHIBIT  2) 

Letter  to  Buffalo  Savings  Bank  From  Eastern  Service  Corp.  Dated  March  8,  1965 

Eastern  Service  Corp., 
Hempsted,  N.Y.,  March  S,  1965. 
Mr.  William  H.  Harder, 
President,  Buffalo  Savings  Bank, 
Buffalo,  N.Y. 

Dear  Mr.  Harder:  We  wish  to  introduce  ourselves  and  apprise  you  of  our 
mortgage  services. 

Eastern  Service  Corporation,  an  approved  FHA  mortgagee  and  a  member  of 
the  Mortgage  Banker's  Association,  is  one  of  the  principal  mortgage  financing 
institutions  in  New  York.  Our  mortgage  financing  covers  the  greater  New  York 
area. 

At  present  and  for  many  past  years,  we  have  served  a  number  of  the  Savings 
Banks  throughout  New  York. 

We  would  be  pleased  to  offer  you  any  amount,  whether  large  or  small,  of  in- 
sured FHA,  guaranteed  VA  and  Conventional  mortgages  for  your  consideration. 
Incidentally,  we  are  presently  servicing  over  $40,000,000.00  in  mortgage  loans 
for  a  number  of  banks  at  a  modest  fee  and  would  be  pleased  to  offer  you  the  same 
service  on  the  loans  you  purchase  from  us. 

For  your  information,  we  are  enclosing  our  latest  financial  statement.  If  you 
desire,  we  will  be  happy  to  furnish  you  with  the  names  of  the  institutions  which 
we  are  serving.  Our  relationship  with  these  Banks  is  such,  that  we  would  welcome 
any  inquiries  you  make  to  them. 

In  closing,  please  no  not  hesitate  to  call  upon  us  for  any  questions  you  may 
have.  May  we  hear  from  you? 
Very  truly  yours, 

Frank  A.  Fey, 

Vice  President. 

STATEMENT  OF  MARTIN  MAYBLUM 

Senator  Hart.  Our  next  witness  is  Mr.  Martin  Mayblum. 
Mr.  Mayblum? 

(Whereupon,  the  witness  was  duly  sworn  by  the  chairman.) 

Senator  Hart.  Mr.  Mayblum  is  appearing  here  today  subject  to  a 
subpena.  I  believe  that  you  appeared  here  without  a  lawyer. 

Mr.  Mayblum.  I  am  an  attorney,  sir. 

Senator  Hart.  Well,  then,  I  am  repeating  what  you  know,  but  let 
me  repeat  it  for  the  record.  You  have  the  right  to  refuse  to  answer  any 
questions  you  may  feel  may  intend  to  incriminate  you.  Anything  that 
you  do  say  can  be  used  against  you  in  any  other  proceeding. 

You  have  the  right  to  talk  to  a  lawyer  for  advice  before  we  can  ask 
you  any  questions,  and  you  may  have  a  lawyer  with  you  during  the 
questioning. 

If  you  desire  to  answer  questions  now,  without  a  lawyer  present,  you 
still  have  the  right  to  stop  answering  at  any  time.  Also,  you  have  the 
right  to  stop  answering  at  any  time  to  talk  to  him. 

Should  you  desire  to  refuse  to  answer,  and  assert  your  rights,  this 
subcommittee  will  draw  no  adverse  inference  from  that  coui*se  of  con- 
duct, and  nor  should  anyone  else. 

You  do  understand  your  rights  ? 

Mr.  Mayblum.  Yes :  I  do. 

Senator  Hart.  And  are  you  willing  to  waive  your  rights  and  answer 
questions  at  this  time  ? 

Mr.  Mayblum.  Yes,  sir. 

Mr.  Blum.  Mr.  Mayblum,  would  you  give  us  your  home  address  for 
the  record,  please  ? 
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Mr.  Mayblum.  6771  Yellowstone  Boulevard,  Forest  Hills,  N.Y. 

Mr.  Blum.  And  your  personal  occupation  ? 

Mr.  Mayblum.  I  am  an  attorney. 

Mr.  Blum.  And  wliat  is  your  business  address,  please  ? 

Mr.  Mayblum.  89-64  163d  Street,  Jamaica,  N.Y. 

Mr.  Blum.  Would  you  identify  Mayday  Realty  Corp.  for  us  please? 

Mr.  Maybll'm.  Yes ;  Mayday  Kealty  Corp.  was  a  licensed  real  estate 
broker.  I,  together  with  a  gentleman  by  the  name  of  Howard  Gordon, 
were  the  principal  owners. 

Mr.  Blum.  When  was  it  set  up  ? 

Mr.  Mayblum.  It  was  originally  set  up  in  1960.  At  that  time,  there 
was  a  different — I  had  a  law  partner  at  that  time  who  was  also  an 
owner,  and  after  we  severed  our  relations  I  continued  to  hold  the  corpo- 
ration, and  eventually  Mr.  Gordon  came  in. 

Mr.  Blum,  What  was  the  nature  of  that  corporation's  real  estate 
business  in  the  early  1960's  ? 

Mr.  Mayblum.  Well,  in  the  early  1960's  it  really  did  nothing.  It  orig- 
inated a  few  second  mortgages,  but  that  was  about  the  size  of  it. 

Mr.  Blum.  When  did  business  activity  begin  to  pick  up  for  that 
corj)oration  ? 

Mr.  ]\Iayblum.  I  guess  about  1964  I  organized  a  regular  real  estate 
brokerage  firm  with  about  two  or  three  salesmen,  but  it  also  was  rela- 
tively small. 

Shortly  after  that,  I  began  to  represent  Mr.  Wendell,  Avho  testified 
earlier,  and  there  came  a  period — I  believe  it  was  in  early  1965 — when 
Mr.  Wendell  had  purchased  eight  houses  in  East  New  York  area,  in 
Brooklyn  and,  basically,  didn't  know  what  to  do  with  them,  after  he 
had  bought  them. 

And  after  some  investigation,  we  found  out  about  the  owner-non- 
occupant  program,  and  we  established  what  we  hoped  was  a  good  pro- 
gram. And  those  eight  houses  were  sold  to  relatives  and  clients  of  mine. 

Immediately  after  that,  Mr.  Wendell  and  I  severed  our  relations  and 
having  the  eight  houses  and  nowhere  to  go,  I  enlarged  the  operation 
and  I  took  on  a  staff. 

Mr.  Blum.  After  you  and  Mr.  Wendell  severed  relations,  I  take  it  he 
went  and  joined  Mr.  Lazarus  in  the  operation  described  this  morning? 

Mr.  Mayblum.  That  is  right. 

Mr.  Blum.  Then  you  began  operations  on  your  own  ? 

Mr.  Mayblum.  That  is  correct. 

Mr.  Blum.  Was  that  operation  similar  to  the  one  that  was  described 
this  morning  by  Mr.  Wendell  ? 

Mr.  Mayblum.  Well,  in  many  respects,  except  that  Mr.  Wendell 
testified  that  his  repairs  were  cosmetic,  and  I  must  tell  you  that  ours 
certainly  were  not. 

Mr.  Chumbris.  I  didn't  get  that.  What  was  the  difference  between 
the  two? 

Mr,  Mayblum.  Mr.  Wendell  said  that  his  repairs  were  cosmetic  in 
nature.  Our  repairs  were  definitely  anything  but  cosmetic.  We  had  a 
very  large  program,  a  very  large  repair  program. 

East  New  York  was  a  rather  old  neighbohood.  Most  of  these  houses 
were  about  40  years  of  age,  and  most  of  the  people  who  occupied  them 
were  very  old  and  took  good  care  of  the  property. 
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But  there  were  many  problems  with  the  houses.  As  a  matter  of  course, 
whenever  we  bought  a  house  and  closed  it,  we  changed  all  of  the  plumb- 
ing in  the  house. 

We  installed  automatic  feeds  and  automatic  cutoflFs  in  the  boiler 
systems  so  that  there  would  be  no  breakage  there.  There  were  many 
instances  where  we  had  to  put  in  new  sewerage  systems  in  the  streets, 
and  sometimes  we  had  to  tear  a  house  right  out  to  the  walls  and  build 
new  walls  right  back  in. 

We  did  a  very  extensive  program.  We  had  to  hire  attack  dogs  which 
we  kept  on  the  premises  during  the  course  of  repairs  which  sometimes 
would  take  many  months. 

Mr.  Blum.  I  take  it  that  you  did  not  make  vei'y  much  profit  on  this 
spread  between  the  purchase  price  and  the  later  sale  price  of  the  house 
as  the  investor. 

Mr.  Matblum.  No.  I  am  always  amazed  when  I  hear  the  figures 
that  come  out  because  we  never  had  those  kind  of  figures  available  to 
us. 

Mr.  Blum.  Because  of  the  cost  of  doing  the  repair  work? 

Mr.  Mayblum.  Well,  obviously  we  paid  more  to  start  with,  and  we 
paid  an  average  in  the  beginning  of  $12,000  or  $13,000  a  house,  and 
that  rose  to  about  $14,500  to  $15,000  by  the  time  we  finished. 

And  there  were  closing  costs  that  were  involved,  and  the  repairs, 
which  average  us — I  believe  we  had  scheduled  ourselves  from  about 
$1,500  per  house. 

Mr.  Blum.  That  is  roughly  three  times  the  amount  Mr.  Wendell 
testified  he  had  ? 

Mr.  Mayblum.  That  is  correct. 

Mr.  Blum.  Was  one  of  the  reasons  you  severed  your  relationship 
with  Mr.  Wendell  your  impression  that  he  was  not  interested  in  doing 
much  rehabilitation  ? 

Mr.  Mayblum.  Yes.  "Wlien  we  discussed  the  plan,  we  discussed  it  in 
many  phases.  Part  of  the  phase  was  concern  for  the  investor. 

Our  original  attitude  was  that  we  would  keep  these  houses  for  a 
period  of  7  years,  and  then  we  would  attempt  to  sell  them  to  home- 
owners. 

The  reason  why  we  had  established  it  originally  at  7  years  is  be- 
cause at  that  time,  that  was  the  IRS  regulation  concerning  the  de- 
preciation without  having  to  add  it  back  in  on  a  sales  price. 

Later  that  was  changed  to  10,  and  we  adjusted  our  program  to  10. 

Mr.  Wendell  was  already  in  his  midsixties  at  the  time,  and  he  really 
did  not  look  forward  to  a  10-year  operation,  but  I  did. 

Mr.  Blum.  You  were  hoping  that  would  run  on  a  longer  term  ? 

Mr.  Mayblum.  Yes.  I  was  bringing  in  people  who  were  very  close  to 
me — my  father,  my  father-in-law,  clients,  and  friends. 

Mr.  Blum.  "Wliy  did  your  plan  not  work?  Your  houses  were  much 
better  repaired. 

Mr.  Maybi,xtm.  Well,  in  retrospect,  there  were  lots  of  problems,  but 
one  of  the  biggest  problems,  of  course,  is  that  wo  were  very  snccessfid 
in  tlio  beginning,  and  everybody  started  to  do  the  same  program. 

We  were  very  careful  where  we  bought.  We  would  not  buy  more 
than  two  houses  on  a  block.  We  would  not  go  on  a  block  that  had  an 
apartment  house  because  the  greatest  difficulties  would  occur  in  apart- 
ment houses  with  vandalism  and  tenant  problems. 
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We  wanted  to  go  on  blocks  that  had  established  homeowner  pro- 
grams. But  it  became  impossible  because  if  we  would  buy  two  or  three 
houses  on  a  block,  within  6  months,  20  or  30  of  the  houses  had  been 
bought  up  by  somebody  else,  and  it  became  a  welfare  block. 

There  were  other  problems  in  addition.  There  were  constant  prob- 
lems. We  once  closed  a  house.  We  had  inspected  it  in  the  afternoon  the 
day  before. 

We  closed  it  in  the  morning.  The  repairmen  went  there  at  noon, 
and  the  house  was  just  a  shell.  So  the  damage  was  done  either  in  the 
morning  or  in  the  evening.  It  cost  us  $8,000  to  repair  the  house. 

Mr.  Blum.  You  suffered  tremendous  losses,  and  you  were  con- 
fronted with  deterioration  of  the  neighborhoods  you  operated  in? 

Mr.  Mayblum.  Well,  that  was  the  biggest  initial  problem.  That  was 
the  deterioration  of  the  neighborhood.  It  was  a  multiple  problem.  Even 
the  tenants  who  originally  were  screened  very  carefully,  and  who 
proved  to  be  very  substantial  and  very  good  tenants,  were  afraid  to 
stay  in  the  neighborhood,  and  they  moved  out  of  the  neighborhood. 

It  declined  very,  very  rapidly.  I  think  we  saw  it  very  quickly,  and 
we  stopped  buying  very  early.  We  continued  to  fill  out  the  basic  obli- 
gations that  we  had,  and  we  stopped  our  program. 

Slowly,  we  tried  to  sell  houses  off  and  to  get  out  of  the  situation.  It 
was  impossible  to  do,  but  we  did  do  part  of  it  successfully. 

Mr.  Blum.  You  mentioned  that  you  tried  to  sell  the  houses  off.  Did 
you  turn  those  liouses  over  to  various  real  estate  brokers  in  the  East 
New  York  area  ? 

Mr.  Mayblum.  Yes,  we  did. 

Mr.  Blum.  Did  you  turn  over  houses  to  Celia  Correro  at  El  Sol 
Realty? 

Mr.  Mayblum.  Yes,  we  did. 

Mr.  Blum.  Approximately  how  many  houses  did  you  turn  over  to 
her  for  sale? 

Mr.  Mayblum.  Well,  we  had  given  her  a  list  for  every  house  that  we 
had.  We  gave  every  broker  a  list  of  all  the  houses  that  we  had. 

Mr.  Blum.  This  was  approximately,  what,  85  ? 

Mr.  MAYBLu^r.  Yes ;  somewhere  in  that  area. 

Mr.  Blum.  Was  she  successful  in  selling  houses  for  you  ? 

Mr.  Mayblum.  She  sold— well,  she  put  into  contract  quite  a  few.  She 
closed  about  six  or  seven  of  them. 

Mr.  Bluim.  Those  were  all  subject  to  FHA  mortgages  ? 

Mr.  Mayblum.  Well,  originally.  One  was  not  closed  that  way,  but 
it  was  originally  contracted  to  be  sold  that  way. 

Mr.  Blum.  I  gather  from  what  you  said  that  at  the  time  you  were 
selling  these  houses  they  were  in  pretty  bad  shape. 

Mr.  Mayblum.  Well,  we  did  repair  all  of  the  houses  that  we  sold. 
When  we  applied  for  an  FHA  commitment,  we  submitted  with  it  a 
repair  statement  of  what  we  would  do  to  the  house,  and  when  the  house 
was  appraised,  it  was  appraised  on  the  basis  of  the  repair  statement 
that  was  submitted,  and  we  did  do  that  work. 

Mr.  Bluivi.  Were  all  of  the  FHA  mortgages  you  obtained  through 
the  Eastern  Service  Cor?\  ? 

Mr.  Mayblum.  Yes.  Those  that  we  originated  ourselves  were  ob- 
tained through  Eastern.  We  did  have  some  that  we  bought  subject  to, 
that  were  originated  elsewhere. 
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Mr.  Blum.  'What  were  some  of  the  other  companies  ? 

Mr.  Mayelum.  Well,  I  think  we  had  two  or  three  that  were  from 
United,  and  we  had,  I  believe,  two  which  came  from  Suburban,  which 
went  out  of  business  and  then  it  went  directly  to  the  bank.  They  were 
two  Jersey  banks. 

Mr.  Blum.  Arrow  Savings  &  Loan  ? 

Mr.  Mayblum.  Yes,  that  was  one,  and  Barton  Savings  &  Loan  was 
the  other. 

Mr.  Blum.  Did  you  ever  inquire  as  to  how  those  two  New  Jersey 
savings  and  loan  associations  wound  up  with  those  mortgages? 

Mr.  ]VL^.YBLUM.  Well,  I  believe  they  were  originally  purchased  while 
Suburban  had  it,  and  when  Suburban  went  out  of  business,  we  were 
notified  to  make  payments  to  them. 

Mr.  Blum.  Li  getting  investors  for  your  program,  did  you  write  to 
them  and  lay  out  the  terms  ? 

Mr.  Mayblum.  Yes,  we  did. 

Mr.  Blum.  What  was  it  that  you  promised  the  average  investor? 

Mr.  Mayblum.  Well,  we  thought  that  we  could  give  a  25-percent 
return.  That  was  revised  fairly  early  because  then  we  doubled  our 
estimate  on  repairs.  But  it  was  still  geared  for  15  to  20  percent  return. 

Mr.  Blum.  How  much  of  a  management  fee  would  Mayday  Realty 
stand  to  collect  ? 

Mr.  Mayblum.  Five  percent. 

Mr.  Blum.  Five  percent  ? 

Mr.  Mayblum.  Right. 

Mr.  Blum.  "WHiat  was  the  monthly  allowance  per  house  for  repairs  ? 

Mr.  Mayblum.  $25  per  house. 

Mr.  Blum.  That  is  general  maintenance  work  ? 

Mr.  Mayblum.  That  was  general  maintenance  work,  yes.  We  used 
it  as  a  fund,  the  money  from  all  the  houses,  and  we  had  a  staff 

Mr.  Blum.  In  other  words,  if  one  house  required  more,  you  would 
put  more  into  that  house  ? 

Mr.  Mayblum,  That  is  right. 

Mr.  Blum.  Did  you  ever  collect  finder's  fees  or  commissions  from 
the  welfare  department  in  New  York  ? 

Mr.  Mayblum,  No,  sir. 

Mr,  Blum.  Do  you  know  if  anyone  who  worked  for  you  did  ? 

Mr.  Mayblum.  Not  to  my  knowledge. 

Mr.  Blum.  Did  you  handle  the  contacts  with  the  welfare  depart- 
ment to  get  the  tenants  ? 

Mr,  Mayblum,  Part  of  the  time.  We  also  had  an  outside  broker  who 
did  it, 

Mr.  Blum,  Who  was  the  outside  broker? 

Mr,  Mayblum,  I  believe  his  name  was  James  Colicchi. 

Mr,  Blum,  Did  you  begin  your  operation  dealing  with  any  particu- 
lar welfare  center? 

Mr,  Mayblum,  Yes.  The  original  clients  came  to  us,  the  tenants  came 
from  the  nonresident  welfare  center  of  the  city  of  New  York  which 
was — it  dealt  with  people  who  are  arriving  in  New  York  without  any 
housing,  without  any  funds,  and  who  wei-e  going  directly  to  the  wel- 
fare department. 

Mr,  Blum,  And  they  had  your  number  as  a  referral  number  for 
housing? 
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Mr.  Mayblum.  Well,  we  really  didn't  deal  with  them.  "\\Tiat  hap- 
pened was  that  each  apartment  was  insi)ected  by  the  welfare  depart- 
ment, and  then  there  was  a  referral  made  by  it,  and  Mr.  Colicchi  at 
that  time  was  doing  the  screening  of  the  tenants,  and  the  tenants  that 
were  being  referred  by  the  welfare  department  were  coming  out  of 
this  center. 

Mr.  Blum.  Did  you  do  screening  of  those  tenants  that  came  out  ? 

Mr.  Mayblum.  Yes.  The  original  tenants  were  all  screened. 

Mr.  Blum.  Were  you  aware  of  the  commissions  ? 

Mr.  Mayblum.  A  brokerage  fee  ?  Yes,  certainly. 

Mr.  Blum.  Were  you  aware  of  the  finder's  fee  program  ? 

Mr.  Mayblum.  Yes,  I  was.  Are  you  talking  about  tenants  who  are 
in  houses  that  are  being  taken  over  by  the  city  ?  Yes,  we  were. 

Mr.  Blum,  I  am  curious.  Why  didn't  you  collect  brokerage  com- 
missions and  finder's  fees  ? 

Mr.  Mayblum.  We  really  felt  that  the  $750  was  exorbitant,  No.  1, 
and  No.  2,  we  were  screening  our  tenants  very  carefully  at  that  time 
and  we  wanted  to  continue  it  that  way. 

It  worked  very,  very  well  for  almost  2  years. 

Mr.  Blum.  Mr.  Chairman,  I  ask  that  the  letter  from  Mr.  Mayblum 
to  Mr.  Stuart  Klopper,  outlining  this  program,  be  made  part  of  the 
record  at  this  point. 
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Material  Relating  to  the  Testimony  of 
Martin  Mayblum 

Letter  to  H.  Stuart  Klopper,  Esq.,  From  Martin  J.  Mayblum,  Dated  March  23, 1965 


ATTORNEY    AT     LAW 

II5--43     SUTPHIN     BLVD. 

JAMAICA  36,  NEW  YORK 


JAMAICA  9-5800 


March  23,  1965 


H.  Stuart  Klopper,  Esq. 
90-04  161st  Street 
Jaiviaica ,  New  York 

i>ear  ivir.  Klopper: 

In  accordance  with  our  conversation,  the  foilowing  is  a 
breakdown  on  the  homes  we  have  available  for  investr^ient  pur;ioses. 

The  prices  vary  slightly,  the  gross  purchase  price  running 
between  318,000.00  and  i;i9,000.00.   However,  the  down  payr^ent 
varies  very  slightly  and  the  net  return  approximately  the  same. 
The  entire  invest;jent  runs  between  i;3,7G0.00  and  i;4,C00.00.   In  no 
event  will  the  total  cost  exceed  34,000.00.   This  sum  includes  the 
closing  cost,  adjustments  and  escrow. 

The  following  figures  are  based  on  an  actual  house  pres- 
ently in  operation: 

Cost  of  house  318,500.00 

Down  payment  3,500.00 
F.II.xV.  Insured  25 

year  mortgage  15,000.00 

Gross  income  per  month  S285.00 

Less  expenses: 

Payment  to  bank  includ- 
ing amortization  and 

interest,  taxes  and  fire 

insurance  129.00 

heat  and  heating  policy 
based  on  budget  plan  30.00 

ivlaintenance  contract  which 
includes  all  i^epairs  ex- 
cept heating  •    12.50 

Exterminating  service  1.00 

Ivlanagement  14.75 

Total  expenses  1SG.75 

Net  Kental  Income  3   23.25 
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?a„-e  2 

:«arch  23,  1965 

The  above  figures  are  based  on  actual  operation.   The 
fire  insurance  policy  in  this  particular  case  is  Tor  the  su.;i  of 
*iS,000.00  and  includes  extended  coverage,  malicious,  miscievous  and 
vandalism.   The  liability  policy  is  for  s) 25, 000. 00/^ 50, 000. 00.   The 
net  rate  on  so:::e  houses  is  actually  in  excess  of  iilOO.OO  and  ■che 
n:ini;r.uni  rate  on  any  house  in  operation  is  ;'^S2.50.   I'his  variance  is 
due  to  the  variation  in  'cax  roll  and  cost  of  insurance,  otherwise, 
ail  other  costs  are  fixed  and  once  the  cost  on  any  particular  house 
is  established,  it  reciains  constant.   The  houses  are  all  two  fa..iily 
brick  and  have  been  recently  converted  from  coal  to  oil  or  gas  heat, 
iiepresentation  is  given  in  the  contract  that  it  is  a  legal  two  fainiiji 
house,  rent  decontrolled  and  that  the  heating,  plumbing  and  electri- 
cal systems  will  be  in  good  vvorKing  order  at  the  ti;r.e  of  the  closing. 
All  necessary  repairs  to  the  preraises  are  made  prior  to  closing.   At 
the  time  of  renting  a  month's  security  is  obtained  and  there  has 
never  been  a  loss  of  rental  income  to  any  owner  since  this  plan  was 
initiated  over  a  year  ago. 

The  property  is  managed  by  the  Iviayday  Uealty  Corp.  ,  of 
which  I  ara  president  and  a  principal  stockholder.   I.'onthly  state- 
ments and  cnecks  are  mailed  to  the  investors.   The  tenants  are 
never  advised  who  the  actual  owner  is  and  the  house  is  completely 
managed  by  the  above  firm. 

In  addition  to  the  exception  return  which  is  presently 
being  earned  by  other  investors,  there  is  also  available  large  tax 
savings  savings  making  almost  the  entire  income  non-taxable.  This 
is  due  to  the  long  term  mortgage  and  a  depreciation  of  approxi..^.ate- 
ly  S800.00  a  year  available  on  each  house.   In  addition  any  gain 
realized  upon  the  sale  of  the  house  will  be  taxed  as  a  long  term 
capital  gain. 

As  the  house  is  fully  insured  and  maintained,  it  is  a 
virtual  assurance  that  the  house  will  be  in  the  same  condition  at 
the  time  of  resale.   This  office  is  equipped  to  handle  said  resale. 
In  addition,  our  experience  has  proved  that  the  value  of  these 
houses  increases  over  time,  particularly  in  a  fringe  area  where 
we  have  established  our  operation. 

Should  you  desire  any  additional  information  concerning 
the  above,  please  feel  free  to  call  me. 

Very  truly  yoiirs, 
J^IAiiTIN  iJ.  Wj:.'yBLUM 


MJM/jhb 


\    '    \  V 


Senator  Hart.  Thank  you. 

Mr.  Chumbris.  I  have  no  questions. 

Senator  Hart.  Do  you  have  any  questions,  Mr.  O'Leary  ? 

Mr.  O'Leary.  No,  Mr.  Chairman. 

Senator  Hart.  Thank  you  very  much. 
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Senator  Hart.  Our  next,  and  concluding  witness  today,  is  H.  Stuart 
Klopper. 

(Mr.  Klopper  is  duly  sworn  in  by  the  chairman. ) 

Senator  Hart.  Mr.  Klopper  does  appear  pureuant  to  subpena,  and 
I  believe  without  your  lawyer. 

Mr.  Klopper.  Yes,  sir. 

Senator  Hart.  For  the  record,  let  me  assure  that  you  are  advised 
of  your  rights. 

You  have  the  right  to  refuse  to  answer  any  questions  you  feel  may 
tend  to  incriminate  you,  and  if  you  do  answer,  it  can  be  used  against 
you  in  any  other  proceeding. 

You  have  a  right  to  talk  to  a  lawyer  who  can  advise  you  before  we 
ask  you  any  questions,  and  you  may  have  that  lawyer  here  with  you. 

If  you  decide  to  answer  questions  now,  without  a  lawyer  present,  you 
still  have  the  right  to  stop  answering  at  any  time.  Also,  you  have  the 
right  to  stop  answering  at  any  time  until  you  have  talked  to  a  lawyer. 

The  record  should  reflect  that  should  you  desire  to  assert  your  rights 
and  refuse  to  answer,  this  subcommittee  will  draw  no  adverse  infer- 
ence in  that  course  of  conduct,  nor  should  anyone  else. 

Mr.  Klopper,  do  you  understand  your  rights  ? 

Mr.  Ej^opper.  Yes,  I  do. 

Senator  Hart.  Are  you  willing  now  to  waive  your  rights  and  answer 
questions  ? 

Mr.  Klopper.  Yes,  sir. 

Senator  Hart.  Thank  you. 

Mr.  Blum.  For  the  record,  would  you  state  your  home  address  ? 

Mr.  KLorPEij.  1901  Avenue  P,  Brooklyn,  N.Y.  11229. 

Mr.  Blum.  By  profession  you  are  an  attorney,  is  that  correct  ? 

Mr.  Klopper.  Yes,  sir. 

Mr.  Blum.  What  is  your  office  address  ? 

Mr.  Klopper.  90-04'l61st  Street,  Jamaica,  N.Y.  11432. 

Mr.  Blum.  AVliat  is  the  nature  of  your  law  practice  ? 

Mr.  Klopper.  I  would  say  a  general  practice,  mostly  litigation, 
specializing  in  litigation  and  appeals. 

Mr.  Blum.  Did  you  purchase  houses  subject  to  the  program  de- 
scribed by  Mr.  Mayblum  ? 

Mr.  Klopper,  Generally,  yes. 

Mr.  Blum.  Do  you  recall  how  many  houses  you  purchased  ? 

Mr.  Klopper.  I  would  guess  approximately  40  or  so. 

Mr.  Blum.  Were  they  all  purchased  in  your  name  ? 

Mr.  Klopper.  Mostly,  yes,  with  some  corporation  names. 

Mr.  Blum.  Were  there  some  that  were  purchased  in  your  wife's 
name? 

Mr.  Klopper.  No — excuse  me.  There  may  have  been  a  transfer  to  her 
name.  That  was  maybe  for  estate  tax  purposes,  or  something  like  that. 
_  Mr,  Blum,  Wore  there  any  other  members  of  your  family  making 
similar  pur-cliases  of  liouses  ? 

Mr,  Klopper.  Not  of  my  immediate  family,  but  I  had  a  nephew 
who  I  interested  in  this  program  as  an  investment,  and  he  purchased, 
but  not  in  liis  name — as  a  part  of  a  corporation. 

Ml".  Blum,  Were  tliese  liouses  purchased  subject  to  FHA-insured 
mortgages  ? 
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Mr.  Klopper.  Three  or  four  of  them  were  purchased  with  an  FHA 
mortgage.  There  may  have  been  one  or  two  purchased  subject  to  a 
mortgage.  I  am  not  sure  of  that.  But  three  or  four  were  bought  actually 
witli  FHA  financing. 

Mr.  Blum.  And  the  balance  would  be  purchased  conventionally  ? 

Mr.  Klopper.  Conventionally,  right. 

Mr.  Blum.  AVho  provided  the  mortgage  financing? 

Mr.  Klopper.  Various  banks,  I  guess.  But  most  of  them  came 
through  Eastern  Service.  I  don't  know  what  the  bank  was. 

Mr.  Blum.  Did  you  attend  closings  at  Eastern  Service? 

Mr.  Klopper.  Oh,  yes,  every  one. 

Mr.  Blum.  Did  you  see  the  houses  before  you  bought  them  ? 

Mr.  Klopper.  Oh,  yes.  I  looked  at  every  one. 

Mr.  Blum.  When  the  payments  stopped  coming  on  these  houses  and 
it  was  obvious  that  Mayday  was  in  trouble,  what  steps  did  you  take  to 
try  to  salvage  your  investment  ? 

Mr.  Klopper.  I  spoke  to  Mr.  Mayblum  about  it,  and  he  told  me  they 
were  trying  either  to  rehabilitate  a  house,  if  possible,  or  to  sell  it. 

And  then  I  virtually  implored  him  to  sell  it  at  any  cost.  Just  get 
out,  because  it  was  a  catastrophe  as  far  as  investments  go. 

Mr.  Blum.  Did  you  take  back  the  management  of  those  houses  at 
any  point  in  time  ? 

i\Ir.  Klopper.  No,  sir. 

Mr.  Blum.  Did  you  attempt  to  hire  any  other  manager  ? 

Mr.  Klopper.  Yes.  There  was  another  man  by  the  name  of  Goldman, 
but  he  just  I  think  worked  a  few  months  and  then  washed  his  hands. 
He  said  it  was  impossible,  that  he  couldn't  do  anything. 

Mr.  Blum.  Did  you  look  at  the  houses  at  the  end  of  the  line  when 
they  were  no  longer  producing  any  rents?  Did  you  go  out  to  New 
York? 

Mr.  Klopper.  Yes,  I  visited  a  few  but  it  made  me  so  sick  that  I  just 
stopped  it.  I  couldn't  take  it.  It  was  a  catastrophe.  That's  all  I  can  say. 

I  mean  from  the  investment  point  of  view,  too. 

Mr.  Blum.  Could  you  describe  for  us  what  the  neighborhood  looked 
like  at  the  time  the  payments  stopped  coming  in  ? 

Mr.  Klopper.  Well,  the  only  way  I  can  describe  it  is  that  it  reminded 
me  of  the  pictures  we  saw  of  bombed  out  Germany,  or  Belgium  during 
the  war.  That's  what  it  reminded  me  of.  Like  a  bomb  had  hit. 

Mr.  Blum.  Did  it  ever  occur  to  you  that  the  various  programs  you 
heard  described  this  morning  contributed  to  that  ? 

Mr.  Klopper.  Well,  it  didn't  occur  to  me  that  it  was  due  to  the 
programs.  I  thought  the  program  was  good. 

But  the  people  that  were  involved  in  the  program,  I  mean  the  ten- 
ants, allowed  these  things  to  happen.  But  the  program  itself  I  had  the 
utmost  confidence  in  it. 

When  Mr.  Mayblum  explained  it  to  me,  I  thought  it  had  two  aspects. 
One,  as  an  investment  it  was  excellent  because  the  rent  was  guaranteed 
by  welfare.  So  that  was  fine. 

But  what  I  didn't  count  on  was  that  the  tenants  themselves  would 
ruin  the  property.  This  was,  I  think,  from  what  I  could  gather,  from 
what  I  was  told — I  had  no  firsthand  knowledge — ^this  was  the  big 
problem. 


The  tenants  themselves  would  just  destroy  the  property. 

Mr,  Bltjm.  Mr.  Klopper,  when  I  visited  your  office,  you  were  kind 
enough  to  provide  me  with  a  list  of  properties  which  have  been  sold  or 
disposed  of. 

Mr.  Klopper.  Yes,  sir. 

Mr.  Blum.  Mr.  Chairman,  I  ask  that  these  be  made  part  of  the 
record  at  this  point. 

Senator  Hart.  Without  objection. 

(The  documents  follow :) 

Material  Relating  to  the  Testimony  of 
H.  Stuart  Klopper 

Houses  Owned  by  H.  Stuart  Klopper 

Address  Date  sold  Purchaser  Broker 

493  Alabama  Ave Nov.  25, 1968    Daniel  Rivera,  506  Alabama  Ave.,  Brooklyn,  N.Y.  None 

265  Atkins  Ave  (Deed  in       Feb.    3,1970    JetWarehouse,  175  Fulton  Ave.,  Hempstead,  N.Y.         Do. 
lieu  of  foreclosure ) 

444AshfordSt Aug.  15,1969    Salcedo... Celia  Cerrero 

598  Ashford  St do Gonzales Do. 

609  Ashford  St. ...do Francisco  Gonzales Do. 

1126  Blake  Ave Jan.  23,1969    Robt.  J.  Washington,  188-47  lllon  St.,  St.  Albans.  Name  unknown 

538  Bristol  St May  13, 1970    Ellz.  Scott  &  Carol  &  Enrique  Lebron Clyde  Woodson 

275  HinsdaleSt Apr.  30,1969    L  C  Brov^m,  520  Christopher  St.,  Brooklyn. Unknown. 

546  Jerome  St Apr.  30,1970    Eastern  Service,  in  lieu  of  foreclosure None. 

466JeromeSt. Aug.  11,1969    Green... Unknown. 

533  Linwood  St June  12, 1970    Chala  Funding,  in  lieu  of  foreclosure... None. 

89  Louisiana  Ave... Aug.  27, 1968    Orrin  White Do. 

408  Marion  St Oct.     8,1969    Robt.  &  Ruth  Acker Jonathan  Gabriel. 

225MilfordSt Sept.   3,1969    Leon  White Celia  Cerrero,  John 

Morales,  410  New  Lots 
Ave.,  Brooklyn,  N.Y. 

142-44  129th  Ave.. 1969    Jet  Warehouse,  Eastern  Service,  in  lieu  of  fore-  None. 

closure. 

491  Pennsylvania  Ave Aug.  29, 1969    Juan  &  Guillemo  Padilla El  Sol. 

1355  St.  Marks  Ave Aug.  22,1968 

612  Saratoga  Ave Feb.    3, 1969    John  A.  Forster,  130  Hertzl  St.,  Brooklyn Otis  Williams. 

553  Schenck  Ave.. June  27, 1969    Joe  L.  Evans Gordon 

555  Schenck  Ave Oct.    13,1970    Chester  &  Shirley  Brown,  567  Nostand  Ave Unknown. 

575  Schenck  Ave Aug.    7,1969    Peter  Brown. Celia  Crerero. 

396  Shepherd  Ave Mar.  14,1969    Stanley  Jackson Otis  Williams. 

508  Shepherd  Ave... May  15,1969    Avon  Equities,  in  lieu  of  foreclosure None. 

310Snediker  Ave.. Dec.  16, 1969    Taker Celia  Cerrero. 

412  Van  Sicien  Ave. ..Oct.     8,1969    Banks.... Do. 

503  Vermont  Ave.... Aug.  11, 1969    Adams Do. 

68  Williams  Ave Sept.   9,1969    Robt.  Brown Do. 

578  Warwick  St .Aug.    7,1969    Jet  Warehouse,  in  lieu  of  foreclosure. None. 

Mr.  Blum.  The  list  indicates  that  a  number  of  properties  were  sold 
by  Celia  Correro.  Do  you  have  any  knowledge  of  whether  those  sales 
were  subject  to  FHA  mortgages  ? 

Mr.  Klopper.  I  couldn't  say  offhand. 

Mr.  Blum.  Were  those  sales  handled  through  Mayday,  or  the  sales 
handled  by  Mr.  Mayblum  ? 

Mr.  Klopper.  I  asked  Mr.  Mayblum  to  sell  the  properties.  He  ar- 
ranged for  the  sales  through  Correro  or  any  other  broker.  I  didn't 
have  any  contact  with  Correro.  I  didn't  even  know  her. 

Mr.  Blum.  Were  the  closings  of  the  sale  at  Eastern  ? 

Mr.  Klopper.  Yes. 

Mr.  Blum.  Did  you  attend  those  ? 

Mr.  Klopper.  Yes ;  I  did. 

Mr.  Blum.  I  have  no  further  questions. 

Senator  Hart.  Mr.  Chumbris? 
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Mr.  Chumbris.  Thank  you,  Mr.  Chairman.  I  have  no  questions. 

Senator  Hart.  Thank  you. 

Mr.  Klopper.  Thank  you. 

Mr.  Jaffe.  Mr.  Chairman,  if  I  may,  when  Mr.  Ostrov  testified  here 
today,  he  indicated  that  he  did  not  appear  at  the  closing  at  Eastern 
Service  Corp. 

He  had  to  leave,  but  out  in  the  liall  he  acknowledj^od  to  Mr.  Lazarus 
that  he  was  mistaken ;  that  he  and  his  brother  had  been  at  the  closing. 

If  we  can,  for  the  completeness  of  this  record,  I  would  like  to  submit 
an  affidavit  f  lom  Mr.  Ostrov  to  that  eti'ect. 

Senator  Hart.  We  have  on  the  record  your  statement  of  testimony 
now,  and  the  record  will  receive  such  an  affidavit. 

Mr.  Jaffe.  Thank  you,  sir. 

Senator  Hart.  We  adjourn  to  resume  in  this  room  tomorrow  morn- 
ing at  10. 

(Whereupon,  at  1 :30  o'clock  p.m.,  the  subcommittee  adjourned  to 
reconvene  at  10  a.m.  on  May  18, 1972.) 
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THURSDAY,  MAY   18,   1972 

U.S.  Senate, 
Subcommittee  ox  Antitrust  axd  Moxopolt 

OF  THE  Committee  on  the  Judiciary, 

Washington.,  D.C. 

The  Subcommittee  on  Antitrust  and  Monopoly  convened  in  room 
457,  Old  Senate  Office  Building,  at  10  a.m.,  Hon.  Phillip  A.  Hart 
(chairman)  presiding. 

Staff  present:  Howard  O'Leary,  Esq.,  chief  majority  counsel;  Jack 
Blum,  Esq.,  majority  counsel;  Peter  X.  Chumbris,  Esq.,  chief  mi- 
nority counsel ;  and  Charles  Kern,  Esq.,  minority  counsel. 

Senator  Hart.  The  committee  will  be  in  order.  Our  first  witness  this 
morning  is  Mr.  Joseph  Colon.  Is  Mr.  Colon  here  ? 

Mr.  CoLOx.  Yes,  sir. 

Senator  Hart.  Will  you  raise  your  right  hand,  please  ? 

(The  witness  was  duly  sworn  by  the  chairman.) 

Senator  Hart.  The  record  should  reflect  that  Mr.  Colon  is  appearing 
today  pursuant  to  subpena.  And,  particularly  since  you  are  not  ac- 
companied by  a  lawyer,  the  subcommittee  wants  to  advise  you  on  the 
record  of  your  rights. 

You  haVe  the  right  to  refuse  to  answer  any  question  you  feel  may 
tend  to  incriminate  you.  Anything  you  do  say  can  be  used  against  you 
in  any  othei-  proceeding.  You  have  the  right  to  talk  to  a  lawyer  for 
advice  before  you  answer  any  question,  and  to  have  him  with  you  dur- 
ing the  questioning. 

If  you  desire  to  ansAver  questions  now,  without  a  lawyer  present, 
you  will  still  have  the  right  to  stop  answering  at  any  time.  And  you 
also  have  the  right  to  stop  answering  at  any  time  until  you  talk  with  a 
lawyer. 

If  you  desire  to  refuse  to  ansAver,  or  if  you  assert  your  constitutional 
rights,  this  subcommittee  Avill  draw  no  adverse  inference  from  that 
course  of  conduct,  nor  should  anyone  else. 

Do  you  understand  your  rights  ? 

Mr.'  Colon.  Yes,  I  do. 

Senator  Hart.  Are  you  Avilling  to  Avaive  your  rights  and  answer 
questions  ? 

JMr.  CoLox.  Yes,  I  do. 

Senator  Hart.  Thank  you,  very  much.  Mr.  Colon,  you  do  have  a 
statement.  If  you'll  just  read  it  for  us. 

Mr.  CoLOx.  Yes 

(897) 
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STATEMENT  OF  JOSEPH  COLON,  HOGAR  FUNDING  CORP., 
QUEENS,  N.Y. 

Mr.  Colon,  Mr.  Chairman,  members  of  the  subcommittee,  my  name 
is  Joseph  Colon,  and  I  am  the  president  and  founder  of  Hogar 
Funding  Corp. 

Hogar  Funding  Corp.  is  a  New  York  corporation,  owned  and  oper- 
ated by  members  of  the  Puerto  Kican  community  of  the  city  of  New 
York." 

It  was  organized  in  March  of  1969  with  total  assets  of  $118,500, 
which  capital  was  raised  with  great  difficulty  from  Puerto  Rican  in- 
vestors closely  acquainted  with  me. 

On  June  25,  1969,  the  company  received  its  approval  as  an  FHA 
mortgagee  and  in  August  of  the  year  began  its  operations.  The  ap- 
proval of  Hogar  Funding  Corp.  and  its  entry  into  the  mortgage- 
finance  business  was  a  significant  breakthrough  for  the  Puerto  Rican 
community  and  as  such,  the  event  was  welcomed  with  pride  and 
widely  publicized  by  the  Spanish  media. 

The  story  behind  the  establishment  of  a  minority-owned  and  oper- 
ated mortgage  financing  company  is  the  story  of  an  enormous  strug- 
gle, often  full  of  disappointment  by  dozens  of  individuals  trying  to 
overcome  the  resistance  of  established  competitors  and  established 
bureaucracy. 

Prior  to  embarking  on  this  venture,  I  had  been  in  the  mortgage  and 

real  estate  business  for  a  period  of  over  13  years.  I  had  also  been  in- 

.  volved  with  the  community  as  a  civic  leader  concerned  in  particular 

with  the  problems  of  small  homeowners,  as  president  of  the  Puerto 

Rican  Home  Owners  Association  of  New  York. 

As  such,  I  was  in  the  unique  position  of  understanding  the  busi- 
ness of  real  estate  and  mortgage  financing  and  was  very  conscious  of 
the  needs  of  the  minority  groups  for  liberal  financing  to  permit  them 
homeownership  in  the  city  of  New  York. 

It  was,  therefore,  not  hard  for  me  to  become  convinced  of  the  fact 
that  only  through  homeownership  the  complete  devastation  of  the 
inner  city  could  be  halted. 

Give  the  ghetto  resident  a  stake  in  the  ownership  of  the  property 
of  the  community  in  which  he  lives,  and  he  will  care  for  it  and  per- 
form his  own  rehabilitation. 

Due  to  the  legislation  enacted  by  Congress  in  1968  to  facilitate 
decent  homeownership  by  all  Americans,  the  time  was  ripe  in  1969 
for  the  creation  of  a  company  such  as  Hogar,  a  company  which  could 
operate  within  the  ghetto  community,  speaking  to  the  prospective 
liomeowner  in  his  own  language  and  with  a  deep  understanding  of 
his  needs  and  his  problems. 

Insurance  companies  and  other  investors  also  declared  their  inter- 
est to  invest  long-term  mortgage  funds  in  the  glietto  area,  and  this 
factor  also  encouraged  the  formation  of  our  corporation. 

Because  we  Mere  a  new  company  with  modest  assets,  it  was  diffi- 
cult foi-  our  company  to  obtain  warehousing  and  takeout  commit- 
ments. Our  initial  operations  M-ere  made  j^ossible  only  throuah  the 
help  of  institutions  such  as  Banco  Popular  de  Puerto  Rico,  who  gave 
us  our  warehouse  commitment;  the  Equitable  Life  Assurance  Society 
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of  the  United  States,  who  ^ave  us  our  first  takeout  commitment ;  the 
Lincohi  Savings  Bank  of  New  York ;  and  the  Ponce  de  Leon  Federal 
Savings  &  Loan  Association. 

The  Government  agencies  concerned,  such  as  FHA,  VA,  and 
FNMA,  were  extremely  helpful  during  our  initial  organization;  and 
the  Mortgage  Bankers  Association  of  America  assumed  a  very  lib- 
eralized policy  in  admitting  us  to  membership. 

As  chief  executive  officer  of  Hogar  Funding  Corp.,  I  have,  there- 
fore, always  felt  a  deep  obligation  to  the  Puerto  Rican  community 
and  to  the  several  institutions,  agencies,  and  individuals  who  made  the 
establishment  of  our  company  possible. 

Because  of  limited  working  capital,  our  staff  has  always  been  small. 
Each  employee  of  our  company  has  been  required  to  assume  two  and 
three  different  responsibilities.  However,  the  spirit  of  our  staff  has 
been  maintained  at  a  high  level  because  of  our  constant  awareness  of 
the  fact  that  we  are  the  first  approved  FHA  lender  owned  and  oper- 
ated by  Puerto  Ricans  in  the  LTnited  States. 

We  have  now  been  in  operation  for  21/^  years.  We  have  made 
mistakes,  but  each  mistake  has  resulted  in  a  learning  experience.  We 
are  proud  to  say  that  by  limiting  our  expenses,  particularly  in  the  area 
of  salaries,  we  have  managed  to  show  an  overall  modest  profit, 

A  great  deal  of  initial  efforts  have  gone  into  the  organization  and 
into  obtaining  the  required  authorizations,  approvals,  and  insurance. 
The  job  of  organizing  such  a  corporation  with  the  limited  funds  has 
been  immense,  and  the  competition  in  the  area  of  mortgage  financing 
has,  of  course,  made  our  efforts  that  much  harder. 

It  has  always  been  our  company's  policy  to  comply  with  the  highest 
standards  that  are  required  of  an  FHA-approved  mortgagee  to  pro- 
tect the  investors  who  buy  our  mortgages  and  to  assure  compliance 
with  FHA  and  VA  regulations,  not  only  within  the  letter  of  the  regu- 
lations, but  within  the  spirit  of  those  regulations,  which  we  feel  are 
established  to  protect  the  investor  and  the  mortgagor. 

I  have  constantly  advocated  for  Homeownership  Counseling  Serv- 
ice as  provided  under  sections  235  and  237.  As  president  of  the  Puerto 
Rican  Homeowners  Association,  I  submitted  a  proposal  for  a  counsel- 
ing program  in  November  of  1970  to  the  Secretary  of  Housing  and 
Urban  Development. 

Such  counseling  programs  as  contemplated  under  existing  legisla- 
tion, if  properly  implemented,  should  result  in  the  proper  education 
of  prospective  homeowners  from  the  low-income  groups. 

The  prospective  homeowner,  aided  by  a  counseling  service  not  inter- 
ested in  the  outcome  of  tlie  "deal,"  could  be  the  best  insurance  against 
the  abuse  by  specuhitors  and  other  middlemen  of  the  existing  liberal 
mortgage  financing  laws. 

Under  disinterested  guidance,  the  j^rospective  home  buyer  would  be 
in  a  ])Osition  to  look  behind  the  "deal''  and  would  be  able  to  consider 
his  ability  to  meet  future  mortgage  payments  and  other  expenses. 

The  middleman  would  find  it  more  difficult  to  take  advantage  of  an 
enlightened  home  buyer,  and  the  benefits  of  the  financing  laws  would 
go  to  the  low-income  home  buyer  where  it  belongs. 

T'nfortunately,  existing  legislation  in  this  area  has  never  been  im- 
plemented, due  to  the  failure  of  Congress  to  appropriate  funds.  It  is  my 
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hope  that  this  investigation  has  helped  to  reveal  and  to  dramatize  th 
urgent  need  for  the  funding  of  homeownership  counseling  programs 

Why  not  require  certification  by  an  approved  counseling  service  be- 
fore the  issuance  of  a  Government-insured  mortgage  commitment  ? 

During  the  past  few  months,  this  committee  has  made  several  re- 
quests to  examine  the  files  of  our  corporation,  and  we  have  dutifully 
cojnplied  with  every  request.  In  addition  thereto,  your  investigators 
have  been  supplied  with  operations  and  our  dealings  with  brokers  and 
others. 

I  am  here  today  at  your  request  and  shall  be  glad  to  answer  any 
questions  concerning  my  company  and  its  operations  which  you  may 
feel  may  be  helpful  to  your  committee's  investigation.  Thank  you. 

In  closing,  there  is  also  some  other  information  wdiich  I  delivered 
yesterday,  and  I  thank  you  for  giving  the  opportunity  to  me. 

Senator  Hart.  We  thank  you. 

Mr.  Blum.  Mr.  Colon,  let  me  begin  by  thanking  you  for  cooperating 
with  us  in  providing  documents  and  files  to  assist  in  the  investigation. 

I  Avonder  if  we  can  begin  by  having  you  tell  us  a  little  bit  about  your 
background  in  the  real  estate  business?  When  did  you  start  in  the  real 
estate  business  ? 

Mr.  Colon.  I  started  in  real  estate  business  in  19 — about  1954;  I 
think  it  was  1954. 

Mr.  Blum.  You  were  working  as  a  salesman  then  ? 

Mr.  Colon.  Yes,  I  was  working  as  a  salesman. 

Mr.  Blum.  And  when  did  you  go  out  on  your  own  ? 

Mr.  Colon.  I  went  out — I  think  it  was  in  1958,  1959,  and  opened  an 
office  in  Brooklyn  in  the  Atlantic  Avenue  area.  At  that  time,  I  didn't 
have  enough  resources  to  really  expand  the  office,  so  I  came  back  with 
the  same  company  that  I  was  working  for  before.  In  1960,  I  went 
and  opened  up  on  my  own  again. 

Mr.  Blum.  You  opened  up  on  your  own.  Are  you  a  licensed  real 
estate  broker  in  the  State  of  New  York  ? 

Mr.  Colon.  Yes,  I  am.  I'm  a  licensed  real  estate  broker,  right. 

Mr.  Blum.  Can  you  tell  us  what  it  was  like  if  you  were  Puerto 
Rican  in  New  York  City,  and  in  search  of  a  mortgage  loans  in  the 
early  1960's? 

If  I  were  a  Puerto  Rican  and  living  in  New  York  and  I  wanted  to 
buy  a  home,  could  I  get  a  mortgage  on  it  ? 

Mr.  Colon.  It  was  very  very  difficult.  As  a  matter  of  fact,  even  when 
having  20,  25  percent  downpayment,  you  cannot  get  a  conventional 
loan  in  those  areas  that  we're  talking  about,  like  Bushwick,  East  New 
York,  Brownsville,  Bedford,  Stuyvesant,  and  Williamsburg.  Those 
areas  have  always  been  difficult  to  get  mortgages. 

Mr.  Blum.  Was  that  true  for  both  banks  and  mortgage  companies 
and  everyone — when  they  saw  a  Puerto  Rican,  they  didn't  want  to 
have  anything  to  do  with  him  ? 

Mr.  Colon.  Yes.  In  many  instances,  they  don't  want  to  do  practi- 
cally any  business  at  all. 

Mr.  Blum.  Were  there  any  institutions  then  that  would  do  business? 
Where  there  a  few  ?  What  did  you  do  when  a  Puerto  Rican  came  into 
your  office  and  wanted  to  buy  a  home?  How  did  you  get  financing 
for  him  ? 
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Mr  Colon.  Well,  we  had  Ponce  de  Leon  Federal  Savings  &  Loan 
was  one  of  the  institutions  that  we  were  dealing  with. 

And  sometimes  we  even  got  a  loan  from  Lincoln  Savings  Bank. 
And  it  was  hard.  In  other  words,  you  had  to  go  in  to  fight  six,  seven 
institutions  before  you  really  try  and — even  you  have  to  try  and  sell 
the  customer.  In  other  words,  you  show  them  the  whole  history  and 
everything  else.  And  finally,  if  they  decide  to  give  you  the  mortgage, 
the  amount  was  not  enough,  so  the  person  was  compelled  to  take  a 
second  mortgage. 

Mr,  Blum.  He  had  to  take  a  second  mortgage  ? 

Mr.  Colon.  Right. 

Mr  Blum.  To  make  the  purchase  price,  is  that  correct  ? 

Mr  Colon.  Yes. 

Mr.  Blum.  And  what  happened  to  those  people  when  the  second 
mortgages  became  due  ? 

Mr.  Colon.  Well,  in  many  cases,  a  lot  of  them  lost  their  homes 
because  they  used  to  give  them  a  5-year  second  mortgage.  And  also, 
the  house  was  in  need  of  repairs,  you  know;  they  got  involved  with 
a  home  improvement  loan,  and  actually,  they'd  wind  up  paying  first, 
second,  and  third  mortgages. 

Mr.  Blum.  Can  you  tell  us  what  was  happening  in  the  home  improve- 
ment loan  market  in  Brooklyn  in  the  mid-1960's? 

Mr.  Colon.  Well,  there  was  a  lot  of  problem  with  these  families 
because  the  home  improvement  guys  that  used  to  go  around,  they  used 
to  come  in  and  they  used  to  finish  the  basement  or  have  a  modern 
kitchen  done,  or  any  kind  of  improvement  whatsoever,  and  these  peo- 
ple used  to  pay  double  for  those  jobs.  In  other  words,  they  use  to,  on 
many  occasions,  they  used  to  sign  the  papers  blank,  I  mean  tlie  com- 
pletion slip,  which  is  when  the  papers  they  were  supposed  to  sign  when 
the  work  is  finished — it's  supposed  to  be  signed  by  the  homeowner 
indicating  that  he's  satisfied  with  that  work,  and  that  the  work  was 
completed  to  his  satisfaction. 

Mr.  Blum.  And  they  got  people  to  sign  those  certifications  of  com- 
pletion blank,  at  the  beginning  of  the  job  ? 

Mr.  Colon.  A  lot  of  the  times  they  signed  them  in  blank. 

Mr.  Blum.  The  reason  it  happened  was  the  forms  were  in  English 
and  the  people  spoke  only  Spanish  ? 

Mr.  Colon.  Right. 

Mr.  Blum.  What  financial  institutions  made  home  improvement 
loans  principally  in  Brooklyn  in  that  period  ? 

Mr.  Colon.  I  think  the  major  one  that  did  most  of  that  work  was 
the  Prudential  Savings  Bank.  It  was  one  of  the  major  home  improve- 
ment loan  givers. 

]\Ir.  Blum.  And  later  that  bank  merged  with  the  West  Side  Federal 
Savings  &  Loan  Association  ? 

Mr.  Colon.  Yes.  I  think  a  couple  of  years  ago,  yes,  West  Side. 

Mr.  Blum.  And  quite  a  number  of  operators  got  into  the  business  of 
real  estate  first  by  setting  up  home  improvement  companies,  is  that 
correct  ? 

Mr.  Colon.  Yes,  a  lot  of  them,  they  have  home  improvement  com- 
panies and  gave  them  the  opportunity  in  going  around,  what  they 
was  probably  knocking  at  doors,  and  finding  out  when  the  purchaser 
was  to  buy  a  new  home. 
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Mr.  Blum.  We  have  earlier  testimony  from  Mr.  Morales,  and  I  be- 
lieve he  got  into  the  business  starting  off  with  home  improvements. 
Do  you  think  that's  correct  ? 

Mr.  Colon.  I  believe  so ;  yes,  I  think  so. 

Mr.  Blum.  "What  got  you  to  decide  to  go  into  the  home  mortgage 
business  ?  "When  did  you  decide  to  open  ? 

Mr.  Colon.  "Well,  let  me  give  you  a  little  history. 
You  know,  when  I  saw  this  thing  back  in  1968,  you  know,  because 
I  was  involved  very  closely  with  the  Puerto  Rican  community  in  this 
area,  and  I  decided  to  organize  the  Homeowners  Association,  and 
this  is  what  really  put  me  in  knowing  their  problems,  you  know,  and 
knowing  exactly  what  was  happening  with  them.  As  a  matter  of  fact, 
I  wrote  many  letters  to  "Washington.  I  think  Secretary  of — "Weaver,  I 
think,  was  at  that  time  Secretary  of  Housing.  And  I  told  them  these 
areas  needed  FHA  financing.  And  finally,  I  think  it  was  in  1968 
when  they  began  passing  the  laws,  I  decided  to  open  up  my  own 
company  because  I  felt  like  helping  the  people.  And  I  think  one  of 
the  major  areas  was  refinancing.  And  I  tried  to  do  them  the  favor  and 

try  to  help  them  out.  And  this  is  when  I  decided  to 

]\Ir.  Blum.  Let  me  back  up  for  a  minute.  Those  home  improvement 
loans  we  were  talking  about  before,  were  they  FHA  home  improve- 
ment loans  ? 

Mr.  Colon.  Yes,  they  had  FHA  home  improvement.  I  think  they  go 
as  high  as  7  years. 

Mr.  Blum.  Seven  years.  And  you  saw  the  opportunity  in  the  new 
housing  programs  in  1968,  and  decided  to  open  your  own  mortgage 
company,  is  that  correct  ? 

Mr.  Colon.  Yes,  I  felt  that  this  was  a  chance  for  us,  especially  my — 
to  try  and  get  involved  in  this  type  of  financing. 

Mr.   Blum.  What  do  you  have  to  do  to  open  a  mortgage  company  ? 

Mr.  Colon.  It  was  rough,  very  I'ough.  As  a  matter  of  fact 

Mr.  Blum.  You  have  to  raise  capital,  right? 

Mr.  Colon.  You  have  to  raise  $100,000  cash  and  it  has  to  be  main- 
tained at  all  times  to  be  able  to  show  the  Government  that  you  have 
resources.  You  need  your  operating  capital.  It  probably  costs  you — we 
started  with  $118,000.  And  then  you  have  to  have  warehousing  line 
and  then  you  have  to  have  a  takeout  line. 

Mr.  Blum.  Well,  let's  go  into  the  raising  of  the  capital  first.  Who 
did  you  approach,  searching  for  some  capital  in  the  business? 

Mr.  Colon.  Well,  I  approached  a  number  of  people.  I  think  I  ap- 
proached a  title  company.  The  title  company  told  me  they  were  not 
even  allowed  to  get  involved  in  the  funding  business. 

And  finally,  after  going  around  talking  to  people  here  and  there,  I 
was  able  to  raise  the  $100,000. 

Mr.  Blum.  And  those  were  basically  individuals  in  the  Puerto  Rican 
community  in  New  York  investing  ? 
Mr.  Colon.  Yes. 

Mr.  Blum.  Now,  you  said  you  needed  a  warehousing  line  of  credit. 
What  banks  did  you  go  to  searching  for  that  warehousing  line  of 
credit  ? 

Mr.  Colon.  Well,  I  went  to  a  mmiber  of  banks.  I  went  to,  I  think  it 
was  First  City  National  Bank.  I  think  I  Avent  to  Chase.  I  think  I  went 
to  Manufacturers  Trust  Hanover,  and  other  ones. 
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They  all  said  you  cannot,  you're  too  young,  you  don't  know  the 
business,  so  we  can't  do  it. 

JNIr.  BLu:sr.  Did  any  of  them  tell  you  they  were  doing  business  with 
other  people  in  Brooklyn,  and  they  didn't  have  any  money  for  you? 

Mr.  CoLox.  Yes ;  one  of  them  did."  I  think  it  was  Chase.  I  think  it  was 
Chase  or  First  Xational.  They  told  us  they  were  dealing  with  some, 
so  they  couldn't  help  us  out. 

I^Ir.'  Blum.  And  finally,  where  were  you  able  to  get  the  warehousing 
credit  ? 

Mr.  Colon.  Well,  finally,  I  went  and  convinced  the  Banco  Popular 
to  work  with  us,  which  they  have  since  worked  with  us  very  closely. 

And  then  I  had  to  go  and  get  my  permanent  takeout.  This  was  also 
another  goin^  around  from  door  to  door  until  I  finally  was  able  to 
convince  Equitable  Life  under  that  special  program  to  give  us  the  first 
$500,000. 

Mr.  Blum.  That  is,  by  permanent  takeout,  you  mean  to  buy  the 
mortgages  ? 

Mr.  Colon.  Buy  the  mortgages,  yes. 

Mr.  Blum.  And  when  Equitable  undertook  to  buy  it,  where  else 
did  you  go  looking  for  takeout  commitments  ? 

Mr.  Colon.  A  number  of  banks,  savings  and  loans.  As  a  matter  of 
fact 

Mr.  Blum.  Well,  you  submitted  for  the  record,  a  number  of  let- 
ters  

Mr.  Colon.  Right. 

Mr.  Blum.  From  the  different  institutions.  Mr.  Chairman,  I  ask 
that  these  copies  of  those  letters  be  part  of  our  record. 

( The  documents  begin  on  p.  929. ) 

Mr.  Blum.  And  what  did  they  tell  you?  They  told  you  no,  they 
wouldn't  buy  it  ? 

Mr.  Colon.  No,  they  wouldn't  buy  it.  The  same  question  I  got — 
that  the  money's  tight,  to  wait  a  few  months,  come  back,  and  they  gave 
me  their  card,  call  me  back — and  finally,  it  came  to  a  point  that  I  got 
tired  of  calling  because 

Mr.  Blum,  isn't  there  one  letter  in  there  from  the  Prudential  In- 
surance Co.  that  says  that  they  were  interested  in  doing  business 
in  inner  city  areas,  that  they  had  a  working  relationship  with  Eastern 
Service,  and  they  couldn't  spare  any  of  the  money  for  you  ? 

Mr.  Colon.  Eight. 

Mr.  Blum.  ATere  you  required  to  get  an  insurance  policy  ? 

Mr.  Colon.  Yes.  This  was  another  thing.  Really,  at  that  time,  I  just 
felt  like  backing  out,  you  know,  and  give  up  the  hope  of  having  a  com- 
pany of — because  one  of  the  requirements — we  went  to  every — again — 
to  every  life  insurance  company,  and  they  didn't  want  to  give  us  be- 
cause the  newness  of  the  company  and  it  was  organized,  and  so  they 
figured  right  away  they're  going  to  take  losses. 

So,  we  finally  approached  to  one  of  the  brokers,  Lloyds  of  London. 
And  Lloyds  of  London,  one  of  the  requirements  that  you  be  members 
of  Mortgage  Bankers  of  America.  So,  in  order  to  be  members  of 
Mortgage  Bankers  of  America,  you  have  to  be  5  years  in  business. 

Mr.  Blum.  Now,  let  me  get  this  straight.  You  needed  a  bond? 

Mr.  Colon.  Right. 

Mr.  Blum.  Before  you  were  permitted  to  get  into  this  business? 
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Mr.  Colon.  Eight. 

Mr.  Blum.  You're  trying  to  get  a  bond  from  insurance  companies, 
and  they  told  you  no,  you  were  too  much  of  a  risk  ? 

Mr.  CoLOx.  Eight. 

Mr.  Blum.  Then,  you  found  out  by  going  to  the  Mortgage  Bankers 
Association  you  could  get  insurance  from  Lloyds  of  London? 

Mr.  Colon.  Eight. 

Mr.  Blum.  And  you  found  out  that  to  become  a  member  of  that  asso- 
ciation you  had  to  be  in  business  5  years? 

Mr.  Colon.  Eight. 

Mr.  Blum.  But  you  couldn't  get  into  business  without  the  insurance 
policy,  is  that  correct  ? 

Mr.  Colon.  Xo,  and  even  to  overcome  the  5-year  period,  I  have  to 
have  tAvo  people  to  cosign  for  us  in  order  that  we  were  good  risks. 

Mr.  Blum.  And  these  two  people  would  be  other  mortgage  bankers  ? 

Mr.  Colon.  Other  mortgage  bankers. 

Mr,  Blum.  Who  were  your  competitors  ? 

Mr.  Colon.  Eight.  So,  I  finally  wound  up  in  Chicago  with  Dempsey 
Travis,  a  black  mortgage  company  that  was  one  of  the  first  known 
members  of  j\IBA,  and  they  finally  cosigned  for  us. 

And  then  I  went  to  New  Jersey  with  Larson  Mortgage  Co. 
through  one  of  our  appraisers.  And  he  also  gave  us  a  hard  time  be- 
cause he  said  "Who  are  you  ?  ^YhJ  should  I  help  you  ?"  In  other  words, 
"A^Tiy  should  I  jeopardize  my  position?" 

I  said  that  if  the  opportunity  was  given  to  us,  that  we  would  not  let 
them  down.  And  this  is  Avhat's  happening. 

Mr.  Blum.  So,  you  finally  got  the  insurance  bonding  you  needed  to 
go  into  business  ? 

Mr.  Colon.  Yes. 

Then  we  ran  into  another  problem,  which  was  to  become  a  seller 
servicer  for  FNMA,  and  they  also  came  down.  They  looked  at  our 
headquarters  and  they  inspected.  They  also  told  us  no,  you  can't  service 
for  us  because  you  haven't  got  the  experience,  you  haven't  got  the 
facilities. 

So,  again,  I  went  back  again  writing  letters  all  over  Washington 
until  I  finally  wrote  a  letter  to  the  former  President  of  FNINIA,  Eay 
Lapin. 

And  I  told  him  to  give  us  a  chance  and  put  us  on  a  trial  basis  for  a 
period  of  4  to  5  months  and  if  they  were  not  satisfied  with  our  service, 
they  were  free  to  choose  whatever  they  want,  and  give  the  servicing  to 
any  other  of  the  mortgaging  companies  or  banks. 

Mr.  Blum.  And  then  you  were  approved,  finally,  as  a  seller-servicer, 
and  began  doing  some  servicing  for  FNMA  ? 

Mr.  Colon.  Yes. 

Mr.  Blum.  Let  me  go  back  to  the  warehousing  line  of  credit  you 
got  from  Banco  Popular.  What  were  the  terms  on  that?  What  kind 
of  interest  rate  were  you  charged  for  the  warehousing  line  of  credit? 

Mr.  Colon.  In  1969,  that's  when  the  tight  money  market,  so  I  think 
was  paying  8  or  seven  and  a  half,  I  don't  recall. 

Mr.  Blum.  Did  it  ever  go  up  as  high  as  10  or  ten  and  a  half  ? 

Mr.  Colon.  Yes. 

Mr.  Blum.  Yes.  And  you  were  required  to  maintain  your  escrow 
accounts  at  Banco  ? 
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Mr.  Colon.  Well,  this  is  a  customary  element  of  the  banking  trans- 
actions because — in  other  words,  if  you're  dealing  with — in  other 
words,  communities  you  have  all  of  your  accounts  in  there,  so  you  have 
to  put  up  with 

Mr.  Blum.  Was  there  a  compensating  balance  requirement  with  re- 
spect to  that  line  of  credit  ? 

Mr.  Colon.  I  don't  think  so.  I  don't  think  the  bank  never  did  ask 
us,  no,  not  at  all. 

jNIr.  Blum.  Did  you  run  into  a  problem,  once  you  were  set  up,  get- 
ting business  from  the  brokers  ? 

Mr.  Colon.  Oh,  yes.  All  of  the  brokerage  companies  that  have  mort- 
gage solicitors.  And  the  word  spread  around  that  Hogar  has  no  money. 
"Don't  go  to  Hogar.  Can't  close  your  loans.'' 

Mr.  Blum.  Did  you  hire  someone  who  had  worked  for  Eastern,  as 
your  salesman,  a  man  named  Jack  O'Brien  ? 

]Mr.  Colon.  Yes.  This  was  one  of  the  guys  that  came  with  us  when 
we  organized  the  company.  We  first  had  going  through  the — he  had 
his  experience  and  knowing  the  brokers,  and  going  through  his  ex- 
periences very  well. 

Mr.  Blum.  He  w^as  a  solicitor  at  the  time  for  Eastern  ? 

Mr.  Colon.  Yes. 

Mr.  Blum.  And  he  came  to  you  to  bring  in  some  of  those  real  estate 
brokers  as  clients  of  Hogar  ? 

Mr.  Colon.  Yes. 

Mr.  Blum.  In  the  time  he  worked  for  you,  did  he  bring  Mr.  Morales 
and  Celia  Correra  in  ? 

Mr.  Colon.  Yes. 

Mr.  Blum.  And  did  he  bring  in  Ortrud  Kapraki  ? 

Mr.  Colon.  Yes. 

Mr.  Blum.  What  kinds  of  problems  did  you  have  in  convincing 
brokers  to  come  to  you  ?  Did  they  ever  suggest  to  you  that  you  had  to 
provide  short  money  for  them  ? 

]Mr.  Colon.  One  of  the  things  used  in  this  business — you  have  to 
give  them  short-time  money. 

Mr.  Blum.  In  other  words,  it  you  can't  give  them  interim  financing 
to  buy  a  house  so  that  they  could  hold  it  subject  to  resale  they  wouldn't 
want  to  do  business  with  you  ?  They'd  take  it  somewhere  else  ? 

Mr.  Colon.  No,  no. 

Mr.  Blum.  How  did  you  solve  the  problem  ? 

Mr.  Colon.  Well,  I  went  in  and  asked  Banco  Popular  to  help  me  out. 
In  other  words,  we  went  in  and  closed  a  number  of  loans  with  them. 

Mr.  Blum.  Interim  loans  to  the  real  estate  people  ? 

Mr.  Colon.  Eight. 

Mr.  Blum.  So  that  they  could  then  resell  the  house  ? 

(No  response.) 

Mr.  Blum.  Did  you  run  into  any  other  problems  in  terms  of  getting 
brokers  to  do  business  with  you?  Did  they  ever  say  to  you,  "AVhy 
should  we  do  business  with  you  ?  Other  people  will  be  able  to  get  loans 
through  FHA  more  quickly"  ? 

Mr.  Colon.  Well,  this  was  the  talk  of  every  broker.  In  other  words, 
"Why  should  we  come  to  you  ?  What  can  you  do  that  any  of  the  other 
companies — you're  a  new  company.  You  can't  do  anything  for  us." 

Mr.  Blum.  Can  you  tell  us  what  you  did  when  a  loan  came  in  with 
respect  to  getting  it  approved  by  FHA  ? 

83-703  O— 73— pt.  2b 11 
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Mr.  Colon.  Well,  the  normal  procedure  is  when  an  application  is 
taken  in,  you  send  out  for  an  FHA  appraisal  and  you  send  out — you 
type  all  the  information  regarding  the  address  of  the  property,  the 
number  of  rooms,  number  of  bathrooms,  type  of  heating,  so  on  and  so 
forth.  That's  sent  to  the  FHA. 

The  FHA  will  process  that  application  and  they  will  send  out  an 
appraiser.  The  appraiser  will  go  down  and  look  at  the  house. 

Then,  in  a  few  days,  about  a  week  later,  they  will  issue  what  is  called 
a  conditional  commitment.  And  in  that  conditional  commitment,  they'll 
list  the  value  of  the  property,  they'll  list  the  terms  of  the  years,  and 
they'll  list  any  repairs  required  by  FHA. 

Mr.  Blum.  And  then  you  take  the  buyer's  credit 

Mr.  Colon.  Then  we  take  the  credit. 

Mr.  Blum.  You  take  all  the  verifications  ? 

Mr.  Colon.  Then  you  go  in  another  bunch  of  forms.  There  is,  I  be- 
lieve it's  the  2900  or 

Mr.  Blum.  2900? 

Mr.  Colon.  2900.  You  take  the  credit  information,  where  he  works, 
where  he  lives,  if  there's  less  than  2  years  prior  employment,  Avhere  he's 
got  the  bank  accounts,  if  he's  got  any  debts  pending,  what  rent  does  he 
pay.  There's  a  number  of  questions  that  he's  asked.  In  other  words,  all 
that  information  has  to  be  given. 

Mr.  Blum.  Now,  one  of  the  things  that  FHA  requires  is  a  credit 
report  from  a  credit  reporting  agency,  is  that  correct  ? 

Mr.  Colon.  Yes. 

Mr.  Blum.  And  wasn't  it  common  practice  in  Brooklyn  for  those 
credit  reports  to  be  simply  a  matter  of  picking  up  the  phone  and 
giving  them  the  information,  and  then  they'd  type  it  up  and  mail  it 
back? 

Mr.  Colon.  Yes.  In  other  words,  they  called  it  in,  and  they're  sup- 
posed to  check  the  credit.  But  the  amount — for  $7.50,  you  can't  get 
a  decent  report. 

Mr.  Blum.  Was  $7.50  all  they  charged  for  a  credit  report?  Nobody 
did  any  checking,  is  that  the  situation? 

Mr.  Colon.  Uh-huh. 

Mr.  Blum.  So,  the  credit  reports  came  back  saying  pretty  mucli 
what  was  on  the  application,  and  that  was  never  a  problem? 

Mr.  Colon.  Yes. 

Mr.  Blum.  What  happened  when  there  was  a  problem  with  the 
FHA  forms?  Would  you  go  out  to  the  FHA  office  in  Hempstead  to 
clear  it  up? 

Mr.  Colon.  In  regard  to  the  appraisal  or  as  far  as  credit  is 
concerned  ? 

Mr.  Blum.  Say  FHA  Avas  holding  up  the  form  and  there  was  some- 
thing, a  problem  of  credit,  perhaps,- or  whatever,  something  missing, 
or  there  Avas  a  dispute  over  whether  or  not  the  person  was  qualified, 
woukl  you  go  out  to  talk  to  tlie  FHA  official? 

Ml'.  Colon.  Yes,  you  have  to  go  down  there  and  find  out  what's 
holding  the  case  up.  In  other  words,  to  find  out  whether  there's  any 
additional  information  that  they  want,  and  so  on  and  so  forth. 

Mr.  Blum.  Can  you  describe  for  the  subcommittee  what  it  was  like 
to  go  to  the  FHA  office  in  Hempstead? 
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Mr.  CoLox.  Well,  I  used  to  oo  down  at  9  a.m.  and  give  my  case 
number  and  sit  around  until  tliey  called  my  case. 

Mr.  Blum.  Who  else  was  waitine;  in  the  interim? 

Mr.  CoLOX.  All  the  other  mortgage  companies. 

Mr.  Blum.  And  they  had  their  representatives  there  on  a  full-time 
basis  ? 

Mr.  Colon.  Yes,  yes. 

Mr.  Blum.  And  they  would  go  in  constantly  with  different  cases 
that  they  were  trying  to  get  through  FHA? 

Mr.  CoLox.  Uh-huh. 

Mr.  BLuar.  Do  you  ever  remember  seeing  people  there  from  banks, 
or  was  it  just  the  mortgage  companies? 

Mr,  CoLox.  I  think  it  was  sometimes,  there  was  banks  thei'e,  too. 

Mr.  Blltm.  But  it  was  principally  mortgage  company  people? 

Mr.  Colox.  Yes. 

Mr.  Blum.  Waiting  there  to  present  an  application  ? 

Mr.  Colon.  Eight. 

Mr.  Blum.  What  was  the  role  of  Mr.  Ortiz  in  setting  up  Hogar 
Funding  ? 

Mr.  Colon.  He  was  the  attorney.  In  other  words,  he  did  all  the  legal 
work. 

Mr.  Blu3i.  And  did  he  handle  the  closings  for  Hogar  ? 

Mr.  Colon.  Yes ;  yes,  he's  the  counsel  for  Hogar. 

Mr.  Blum.  Was  he  paid  a  fee  by  Hogar  for  those  closings  ? 

Mr.  Colon.  No,  in  FHA  ifs  paid  by  the  purchaser. 

Mr.  BuTM.  The  purchaser  paid  him  the  legal  fee  on  the  closing? 

Mr.  Colon.  Yes. 

Mr.  Bll'M.  You  mentioned  before  that  refinancing  was  a  major 
problem  for  people  in  the  Puerto  Rican  community,  and  that  was  be- 
cause of  the  second  mortgages  ? 

Mr.  Colon.  Yes. 

Mr.  Blum.  Why  aren't  they  able  to  easily  convert  those  first  and 
seconds  into  FHA-insured  mortgages  ?  What's  the  difficulty  ? 

Mr.  Colon.  First  of  all,  the  bank  takes  an  attitude,  especially  that 
if  they  want  to  refinance,  especially  where  the  money  is  low*-income 
people. 

(Sometimes  they  get  late  one  payment  or  two  payments.  It's  very 
hard  for  them,  especially  if  you  have  to  make  tAvo  or  three  payments 
and  they  have  kids. 

As  far  as  refinancing  in  those  areas,  I  would  say  that  no  one — for- 
tunately now,  we  have  several  attempts  to  do  it. 

I  received  a  case  last  week  in  my  office  where  the  people  bought  the 
house  at  $25,000.  They  gave  $10,000  down,  and  they  have  a  balance 
now,  what  the  mortgage  came  to  after  5  years,  of  $12,000. 

And  they  went  to  a  number  of  the  local  banks,  but  they  would  not 
refinance  it.  So,  now  we  have  to — in  other  words,  this  is  what  I 

Mr.  Blum.  And  isn't  there  also  a  problem  because  the  cost  of  the 
refinancing — you  have  to  pay  so  many  points  at  the  time  of  the  clos- 
ing on  the  FHA  mortgage  ? 

Mr.  Colon.  Yes.  When  they  come  to  refinancing,  it's  like  making  a 
new  mortgage.  They  have  to  go  through  the  same  procedure,  title 
policies,  discounts 

Mr.  Blum.  Even  though  they  already  own  the  house  ? 
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Mr.  Colon.  Even  though  they  own  the  house. 

Mr.  Blum.  How  much  might  it  cost  if  I  were  to  come  in  to  you  and 
try  to  get  a  refinancing,  and  there  would  be,  let's  say,  a  $20,000  mort- 
gage ?  How  much  cash  would  I  have  to  come  up  with  ? 

Mr.  Colon.  If  you're  going  to  refinance — in  other  words,  place  the 
equity  that  you  have  in  the  house — they'll  give  you — they'll  go  and  list 
all  of  your  debts,  and  say,  on  the  $20,000  loan,  takes  the  3i/^  percent 
discount  plus  your  title  fees.  It's  the  whole  thing,  like  starting  a  new 
mortgage. 

Mr.  Blum.  It  would  be  more  than  $1,000  ? 

Mr.  Colon.  Oh,  yes. 

Mr.  Blum.  To  get  a  new  loan  ? 

Mr.  Colon.  Eight. 

Mr.  Blum.  A  new  FHA  loan.  And  that  is  more  cash  than  most  peo- 
ple who  are  trying  to  refinance  have  ? 

Mr.  Colon.  [Nodding  head.] 

Mr.  Blum.  Can  you  tell  us  about  your  relationship  with  the  title 
companies?  Who  decides  which  title  company  to  use  at  Hogar 
Funding  ? 

Mr.  Colon.  Actually,  our  staff  in  the  office.  The  girl  in  the  servicing 
department — I  mean,  in  the  processing  department. 

Mr.  Blum.  Simply  picks  the  title  company,  pretty  much  ? 

]Mr.  Colon.  Yes. 

Mr.  Blum.  Did  you  contact  the  officials  of  Commonwealth  Land 
Title  of  New  York  around  the  time  you  went  into  business? 

Mr.  Colon.  Yes,  we  did. 

Mr.  Blum.  Did  you  ask  them  to  make  deposit  in  Banco  Popular  to 
help  you  out  ? 

Mr.  Colon.  I  asked  them  to  w^ork  wath  us,  yes. 

Mr.  Blum.  Did  they,  in  fact,  make  this  deposit  ? 

Mr.  Colon.  Actually,  the^"  made  a  deposit. 

Mr.  Blum.  You  had  a  number  of  dealings  Avith  Ortrud  Kapraki  and 
Celia  Correra  and  a  number  of  other  brokers  whose  names  have  come 
up  here.  I  believe  I've  shown  you  a  file  involving  Mr.  Felix  Perez.  I 
wonder  if  we  can  discuss  that  for  a  minute  ? 

Mr.  Colon.  Yes,  sure. 

Mr.  Blum.  As  you'll  recall,  in  looking  at  the  file,  Mr.  Perez  showed 
a  different  home  address  on  every  document  in  it. 

The  credit  report  shows  one  home  address.  The  bank  check  shows 
another  home  address.  The  employment  "dash"  shows  a  third  home  ad- 
dress, and  verification  of  employments  are  missing  on  the  file.  How  is 
that  possible  ? 

Mr.  Colon.  Well,  when  we  process — sometimes,  in  a  lot  of  these 
cases,  you  know,  the  people  have  different  addresses. 

They  move  from  one  place  to  the  othei".  It's  a  common  practice  on 
some  of  them,  especially  if  they  live  in  that  area,  in  the  Bushwick 
area,  from  day  to  day  they  keep  on  changing  around. 

Mr.  Blum.  And  you  think  that  was  just  a  clerical  error? 

Mr.  Colon.  I  think,  you  know.  I  think  that  this  is  the  case.  In  proc- 
essing property,  as  far  as  we're  concerned,  there  was  nothing  Avrong 
with  the  case. 

Mr.  Blum.  And  isn't  it  true  that  when  I  asked  you  to  produce  the 
servicing  file  for  that  case,  there  was  a  different  man  making  the 
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monthly  mortgage  payments?  The  payments  were  no  longer  being 
made  by  Mv.  Perez  ? 

Mr.  CoLox.  Yes. 

Mr.  Blum.  And  don't  you  recall  that  INIr.  Perez  had  only  made  the 
payments  for  1  month  before  the  name  shifted? 

Mr.  Colon.  Yes. 

Mr.  Blum.  Who  was  the  man  who  began  making  the  payments,  do 
you  know  ? 

]\rr.  Colon.  I  think  lie  took  it  over  from  Perez. 

Mr.  Bluivi.  Did  you  get  any  documentation  that  he  actually  bought 
the  house  from  Perez  ? 

Mr.  Colon.  Xo;  we  can't  have — in  other  words,  if  it's  done,  it's  done 
through  their  attorneys. 

Mr.  Blum.  You  don't  require  documentation?  As  long  as  somebody 
comes  in  and  makes  the  payments  you're  satisfied;  is  that  right? 

Mr,  Colon.  Well,  actually,  yes,  this  has  been  one  of  the  practices. 

]Mr.  BLuar.  That  other  people  make  the  i)ayments  for  the  guy  who 
was  the  original  mortgagor  ? 

Mr.  Colon.  Yes. 

Mr.  Blum.  Mr.  Chairman.  I  ask  that  the  documents  I  referred  to 
in  the  Perez  case  be  made  a  part  of  the  record. 

Senator  Hart.  OK. 

(The  documents  follow  and  the  testimony  resumes  on  p.  923.) 
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Documents  Relating  to  the  Felix  Perez  Case 


Material  relating  to  testimony  of  Joseph  Colon 

EXHIBIT  1 

(uieiMo,      4-505178 


THIS  COMPANY  CERTIFIES  thot  a  good  and  marketable  title  to  the  premises  described  in  Schedule  A,  subject  to  the 
liens,  incumbrances  and  other  matters,  if  any,  set  forth  in  this  certificate  moy  be  conveyed  ond/or  mortgaged  by: 

CELAR  OPERATING   CORP . , 


Source  of  title    Acquire(^  title   by  deed   from  Mildred  C.    Massarella, 
dated  lijdly   25,    1969   and  recorded  August   6,    1969    in 


Reel 


117. 


ge    i±/.       i        . 


/M 


']f}Mc'UA<^ 


forth  the  odditional  matters  which  will  oppear  in  our  policy  as  exceptions  from  coverage, 
disposed  of  to  bur  satisfaction  prior  to  the  closing  or  delivery  of  the  policy. 
Taxes,  tax  liens,  tax  sales,  y/ater  rates,  sewer  rents  and  assessments  set  forth  herein. 
lortqaqes  returned  herewith  dnd'set  forth  herein.  (  17,  ) 

^    ^  ,  ,         :^      '■    ,  --  Insert  Number 

ghts  of  tenants  or  persons  in  possession,  if  any. 

Proof  is  required  that _! , 

has  not  been -known  by  any  other  name  within  the  past  ten  years;  otherwise,  such  other 
name(s)  must  be  revealed  to  the  rCompany  and  the  Office  searches  amended  to  cover. 

The  following  covenants,'  restrictions,   conditions,   easements,   reservations  ond  other 
instruments  of  record  offect  the  use  of  the  premises  insured  herein:         None  . 

Possible  unpaid  franchise  taxes  due  against  Celar 
Operating  Corp.;  report  thereon  awaited  from  State 
Tax  Commission. 

Business  Corporation  Tax  pursuant  to  Sec.  R  46-10.0 
of  the  Administrative  Code  against  Celar  Operating 
Corp. 

Proof  required  showing  the  time  and  place  of  death  of 
Angelina  D'Atena,  a  former  fee  owner  who  acquired 
title  with  her  husband,  Antonio  D'Atena  by  deed 
recorded  3/21/22  in  Liber  4124  Cp  276.   The  next  deed 
out  is  by  Antonio  D'Atena  recorded  7/7/67  in  Liber  469 
Rp  407  in  which  it  is  recited  Angelina  D'Atena  died  on 
6/3/67. 


-continued- 

Tlie  closing  requirements  set  forth  on  the  following  poge  ore  a  port  of  this  cortificote  and  must  be  complied  with. 

A  duplicate  copy  of  the  exceptions  is  furnished  you  with  the  thought  you  may  wish  to  tronsmif,  with  or  without  any  of  the  other 
exceptions  in  the  title  report,  to  the  ottorney  for  the  owner  of  the  property  and  thereby  focilitote  the  clearing  of  the  objections 
prior  to  closing. 
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HOGAR  FUNDING  CORP. 
971   Broadway,    Brooklyn,    New  York  11221 

Premises:  862  Belmont  Avenue,    Brooklyn,    N.Y.         Mortgagors:  Felix  Perez 
KHA  Case  No.  :  373-161844-303 

IIOGAR   FUNDING  CORP.  : 

Reserve  from  Disclosure  Statement '.....     $    178.04 

Closing  Costs: 

Appraisal  Fee $        35.00 

Credit  Report $         20.00 

Origination $      150.50 


Less  paid  on  account  .  .    $ 

TOTAL  DUE: $         1W.50 

OTHER Repair,  escrow ;, $    3,000.00 

DISCOUNT  -  PAID  BY  SELLER 


1.126.75 


FRANK  A.    ORTIZ  -  LEGAL $         150.50 

TITLE  COMPANY:  Northeastern  Insurance  Company                                  $    IyAI2oI0 

Title  No.:    4-505178 

Judd  Aasoclates  Ltd.  $        250.00 

John  Iforales  5,000.00 

Alvln  Tahlor,  Esq.  $        200.00 

Abe  FleiBchaian  100.00 

Hogar  Funding  Corp.  (  debt  of  seller  )       .  $    1,080.00 

City  Collector    S/l/lO  73.78 

John  Morales  $        152.00 

Abe  Fieischman  167.52 

John  Moralea  $         15.00 

John  Morales  $          20.00 


John  Morales  $    1.916.61 


TOTAL: $  15.050.00 

INSURANCE  INFORMATION 

Company:  American  Home  Assurance  Co.  Broker:    Judd  Associates 

Policy  No.  :  D    7567901  Amount:    $16,000.00 

Premium:      $85.00    (2  months)  Term:  7-15-70   —  9-15-70 

FIRST  TAX  INSTALLMENT  DUE: 
Real  Estate      October   1,    1970                                 Water          January   1,    1971 
Sewer  January   1.    1971  Other 


The  undersigned  hereby  approve  above  disbursements  and  acknowledge  receipt  of  a  copy  of 
this  statement  gn  this    20th  day  of  August  ,    19  70 


Mortgagor 
Mortgagor 
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Hoga»  Fuadlns  5/28/?0  dolay  of  5/23/10 


FHA  ST.'VNDARD  FACTUAL 
DATA  REPORT 


FACTSERVICE 


Report  in  Duplicate 


Correct  name  i-  address 


,  .        FACTU.4L  DATA  REPORT  ON  BORROWER 

FOR  FEDERAL  HOUSING  ADMINISTRATION 
VETERANS  ADMINISTRATION  OR  OFFICE  OF  EQUAL  OPPORTUNITY 

Kay  £8«h 


FEHEZf  Fells 


fSrookljCia  BX 


^72  Sew  Jersey  Aveiuw 


or  Mortgagee 
or  VA  Lender 


D 


Credit  report  order  from  FHAF] 

Credit  report  order  from  VA  □ 

Credit  report  order  from  EO  □ 

Credit  report  order  received  by  contract  agency 

Credit  report  mailed  to  FHA  □  or  FriA  Mortgagee;^ 

Credit  report  mailed  to  VA  □  or  VA  Lender    □ 

Credit  report  mailed  to  EO  P] 


Date 

FHA  CASE  inj;.3ER 

EO  CASE  I'aj':>IBER_^ 

Property  Addrg^ycnr^Q ' 

Dated 

Datf S/JSSlJIO 

tote" 

Date" 
Date 


^^^ 


(Ho  reference  shall  be  made  in  this  report  to  race,  creed, 
1-A..  Do  name  and  address  agree  with  infoiT-.ation  shown 
on  request  for  report?  If  not,  explain  below 

B.  Approximate  age  of  subject 

C.  Marital  status  -  number  of  dependents 

D.  Length  of  time  married         


Dclor,  or  national  origin) 

L-A.  yes   


Dependents : 


oidooer^none 


2-A.  Is  his  general  reputation  as  to  character  good? 
B.  Di'd  you  learn  of  any  domestic  difficulties? 


-JOB" 

no 


Qulsqullla  Qrooery  stor 


3 -A.  Name  of  employer 

E.  Position  held  -  length  of  present  connection 
C.  Has  his  employment  status  changed  within  the 
past  two  years? 


.3-A 

B.  nj?" 

C.  S®8 


6  mo 


It-A.  If  his  wife  is  employed,  .give  name  of  her  employer    -i-A. 

B.  Position  she  holds  -  approximate  incqme  B.      Income  -t 

C.  Approximate  number  of  years  she  has  been  employed C_; 

REMARKS:   1.  Amplify  his  business  history.   (This  report  shall  contain  information 

as  to  the  subject.'s  previous  employment  status,  location  and  salary,  if  there  has 
been  a  change  in  employment  status  within  the  past  two  years . ) 

2.  The  reporting  bureau  certifies  that:   (a)npublic  records  have  been 
checked  for  suits,  judgments,  foreclosxires,  garnishments,  bankruptcies,  and  o^er 
legal  actions  involving  the  subject  with  the  results  indicated  below;  or,  (b)^ 
equivalent  infoi-mation  has  been  obtained  through  the  use  of  a  qualified  public 
records  reporting  service  with  the  results  indicated  below.   (Give  details).  (The 
records  of  reBkliPt»t«^«M^srs  which  do  not  involve  foreclosure  may  be  excluded.) 


3.  The  reporting  bioreau  certifies  that  the  subject's  credit  record  in  the' 
payment  of  bills  and  other  obligations  has  been  checked:  (a)n  through  the  credit 
accounts  extended  by  the  larger  department  stores  and  larger  consumer  and  un- 
secured credit  grantors  of  the  omiraunity  in  which  the  subject  resides  with  the 
results  indicated  below;  or,  (bjij]  through  accumulated  credit  records  of  such 
stores  of  th^^ommurutVyin»"'^i'^'^  the  subject  resides,  with  the  results  indicated 


below.      --^a  »' 
Kind  of      Selling      High 

I^^P^f  no  iS^»-or  2x££S^^l)t8,  2l^ 

^   ^  ^   Huttnap  Funding  Carp 

^^P°^  5°5'  PaotoeCTloo 

Prepared  by: ^__^.^ 


Past 
Due 


Monthly 
Installments 


Paying 
Record 


NX 


fa 


The  information  is  not  to  be  divulged  to  anyone  other  than  the  Federal  Housing  Admin- 
istration, Veterans  Adrfiinistration,  or  Office  of  Equal  Opportunity. 
TUMBLE  OVER.  WRITE  FROM  TOP  DOWN. 
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ISr.  rollx  Pexrea  la  reparted  to  be  ompioyed 
with  Qulaqullla  Qrooev^  Store,  located  at  6X2 
Hogoroan  Avonua,  Broolclvn*  >nr*     He  Is  reported  to  » 
goxJ0S»al  ciamBor#  bore  for  6  montha-     We  aokod  for  written 
vorlfioatlon  iTlth  flra»s  biielneoo  eoal  to  verify  employment 
and  Incona,  to  date  wo  have  not  poooivod  this  veriflcatlonj 
Prior  to  this  for  18  months  with  Blanohard  Proaa,  Oardcaa  City, 
LI  vas  tmabXe  to  give  ps^ov  employment* 

subject  has  an  estimated  worth  of  03#OOO  inoludlngr 
personal  offects  and  eavlncs.     Inoone  re  prted  at  5lcO  weekly 
for  6  day  x3q6}&$  hoTOVor  w^bave  not  rooolved  verification  in 
writing.  •■ 

He  oax<z*ie8  no  life  Insurance* 

Ho  8to&  8  or  bonds*     Sp  obeficing  with  1st 
National  Bcnk« 

Ho  is  the  owner  of  a  1961  Chevrolet*  fully  paid* 
Subject  did  not  serve  in  the  U*S»  Military. 

PERSOWALl 

'    '      ^r.'  Pores  is  UO  years  of  ago,  wldouor*  no 
dependants,     living  for  3  years  at  tho  given  looatloni, 
572  Bew  Jersey  Avenue,  "Broolslyn,  KT  i^jartmont  ffz,  rent  is 
$80  per  no.     Learn  of  no  moral  cr  personal  oritioiso* 


6/1/70        CN 


"''  "  "      '''     17  GRANITlJ  street"    ':"       ,  /  '  . '; 

CROQKCW,  N.  v.-        ■    '  ,.         ^      .       -    .  HQ/l 


-_DOLLARS 


;  fi^%  >JRSf  "(fATldf-IAtCITY  BANK- 

V^'iy    ""     ',  TiFlFTH  AVC.  ATOtH'ST,-      ^• 


i:  D  ?  40  "•  0  Q  b  a_i:  -  s  9  s  u  o  i  ea "' " 


uat  per&ociany  pkincb 
time  card  coming  tn 

;  oaL    Failure  to  do 

■  taken  as  proof  t^t 
not  at  work..'  . 

J^NCHARD  ^£SS,  Inc. 
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^^^  BtANCHARb  i^RESS,  -INC.' ■ '  '  •  avoid^:accident^ 

■       ■  '  -'      ■  :,    :  ALWAYS  ;     -V ■,■•••<: 

■  V'BE-      ■  /  ,   ■■\^}''  -"^[^ 

^-■:\."  .;■,    ■CAREFULv/'":';-'"'f" 


EMPLOYEE    NAME 


FiPE'.RE  Z 


7  26  8      72  381    .95!6H  ".4;2  1  /<■   1  1|5  7  ,    Ijg  0  ■/   V  : '3:0 


-EXPLANATION  OF  ! 


'   DEDUCTIONS- 


1  .' 

V.  i-: 

-rj        1  .. 

■  V  13  0 

-  -I-'  y-- '■':'■:'  -^-^z  i'/' 

-  .;,;  'V:  -    ..:■  '■ 

-..-,. 

■     uryiON     . 

:   i.-':  "S"'""- 

•.,c,..-|    :..v-.cr,      |isn,c,..-;  1  ;      ... 

■      .■..'■     M,s.r..w,.s-':.         ■ 

$- 

■  7  Sp  4 

-      NET  PAY           1 

VACATION  CREDITS  - 


:----,    .";■>. 


j.^-7<l!-„r  r:    ,      -    }<   ^^|;£  ^^jD  Tftx  STATEMENT       -  COPY   C-For^  employee's   records    -       '     1969 


INCOWff  TAX  INFORMATION 


STAie   OR   MUNICIPAL    INFORMATION 


/Wpgrv'  paid  Subject  to    ,   1      Other  tompentoli 


Sel-t*  '%-»8  4^,0^ 


■yWW.fhheld       -'"      '^ 


Ty(J«o' Pom  EMPLOYEE  5 


Is   ':    -A^^^r^^'l,^!  3  36-31  6  i'    '-■■ 


■>..-t 
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Preadawj  662  Belnwnt  Avenue,  Brooklyn,  K'ow  Ybric 
FHA  Caao  Ko«t  373-l6lGW,-303 


Mortgagor!  Felix  Pere« 


SErXEHS»  CERTIFICATICN 

The  undonslpied,  being  the  Bellore  of  the  pr€cdee8  nontloned  In  tho 
above  affidavit,  tlii«  date  conveyed  ty  thsa  to  the  purchasers  oontlonod 
in  the  above  affidavit  do  horohy  acknouledgo  receipt  of  pejoasnt  In  ftiU 
of  the  amount  stated  In  tho  contract  for  the  purchase  of  said  prandeea^ 
end  that  they  do  further  cortljy  that  the  purchasore  of  said  property 
are  in  no  %ray  indebted  to  thea,  and  to  the  best  of  their  knoi/ledga  en<J 
belief,  said  purchesere  do  not  have  outstanding  any  unpaid  obllgaticns 
oontractad  in  cor«noctlcn  vlth  the  purehaao  or  construction  of  sald/pro- 
perty  other  than  the  insured  Eorti?ap:e  executad  concurrently  haro|iith» 
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DEPARTMENT  OF  HOUSING  AND  URBAN  DEVELOPMENT 
FEDERAL  HOUSING  ADMINISTRATION 


MORTGAGEES  ASSURANCE  OF  COMPLETION 


373«161844«30S 


FELIX  veaax 


Propvrtj  Location 

862  Beloonc  Avemis 

Brtwtrlyw     Wan»  Tarfa 


HOGAB  FUSDXSC  COKF. 
97L  Broadaay 


lecft  appropriate  bor)        \ 

]FHA  COMMITMENTS  Dated -»^     .6*^*70 

]fHAFORM20S1        ) 


AniouDt  of  e» 


ll,U-70 


»   >»COO,00 


TO  THE  FEDERAL  HOUSING  ADMINISTRATION:  In  consideration  of  your  issuing  a  Mortgage  Insurance  Certificate  in  the  above- 
numbered  case,  the  undersigned  will  see  that  the  incomplete  construction,  alterations  and  repairs  as  set  forth  in  the  FHA  Compli- 
ance Report  ot  FHA  Commitment  for  Insurance  identified  above  are  completed  on  or  before  the  specified  completion  date.  The 
undersigned  further  agrees  that  at  the  time  of  completion  it  vnill  certify  to  its  personal  inspection  and  the  satisfactory  completion 
of  all  items.  ' 

THE  ITEMS  TO  BE  COMPLETED  ARE: 

rire  retard  boiler 

Zoacall  tmr  cAbixwt  elnk  in  2ad  floor  tdcefaon 

Scrap*  ail  looss  aoA  peclios  palnC  cm  «alls  osS  e*llli%9 

Sapatr  iralU  and  cgJltBg  '  fiat  Uttxsias  2  cqs£s  painc  - 

BspLae*  dffiaased  cellar  sash 

Bapalr  aad  ££xi£sb  £loor* 

Taxmlta  CertlffteatA 
Haattng  Carftfirattoa 


A.  CASH  ESCROW:  To  secure  completion  of  these  improvements  cm  or  before  the  specified  completion  date,  the  undersigned 
agrees  to  hold  the  sum.  of  S    j.OOO-OQ         hereinafter  referred  to  as  the  "Fund,"  and  not  to  expend  or  disburse  said  Fund  un- 
til a  representative  of  the  undersigned  has  made  a  personal  inspection  of  the  work  and  found  that  all  items  have  been  satisfactori- 
ly completed  and  there  is  evidence  satisfactory  to  the  undersign^  that  there  are  no  liens  or  possibilities  of  liens  in  connection 
with  said  improvements  on  the  premises  covered  by  the  above. 

The  undersigned  further  agrees,  if  It  is  an  institution  which  is  required  by  FHA  regulations  to  segtegatfe  mortgage  escrow  funds, 
that  it  will  hold  said  sum  in  a  special  custodial  bank  account  separate  and  apart  from  its  general  assets. 

B.  COMMERCIAL  LETTER  OF  CREDIT:  To  secure  completion  of  these  improvements  on  or  before  the  specified  completion  dat^ 

the  undersigned  has  accepted  from ^__ ,^,  builder,  an  irrevocable  letter  of  credit  drawn  upon 

,  a  commercial  bank,  dated ,  in  the  amount  of  $ ,  which  letter  will 


ake  available  to  the^undersigned  $_ 


for  the  completion  of  these  improvements,  and  the  undersigned  agrees  to  not 


release  the  right  to  draw  upon  said  letter  of  credit,  hereinafter  referred  to  as  the  "Fund",  until  a  representative  of  the  undersigned 
has  made  a  personal  inspection  of  the  work  and  found  that  all  items  have  been  satisfactorily  completed  and  there  is  evidence  sat- 
isfactory to  the  undersigned  that  there  are  no  liens  or  possibilities  of  liens  in  connection  with  said  improvements  on  the  premi'ses 
covered  by  the  above.  The  undersigned  further  engages  and  confirms,  if  a  letter  of  credit  constitutes  the  "Fund,"  that  the  issuing 
bank  will  honor  said  letter  of  credit  or  that  the  undersigned  will,  itself,  honor  said  letter  of  credit. 

The  .indersigned  agrees  to  notify  the  insuring  office  when  final  disbursement  is  made,  and  further  agrees  that,  in  the  event  of  of- 
ering  the  credit  and  security  instruments  to  the  above-numbered  case  for  sale  or  transfer  prior  to  such  final  disbursement  or  re- 
ease  of  the  letter  of  credit,  it  will  notify  the  prospective  purchaser  thereof  in  full  detail.   It  is  understood  that  the  FHA  will  not 
elease  the  original  mortgagee  from  its  responsibility  unless  the  transferee  assumes  the  responsibilities  of  the  transferor  either  by 
•xecution  of  a  new  form,  or  by  making  a  proper  endorsement  on  the  existing  form  to  the  effect  that  it  accepts  the  new  agreement  and 
issumes  the  responsibility  of  the  transferor. 

The  undersigned  further  agrees  that  as  further  consideration  for  issuance  of  a  Mortgage  Insurance  Certificate  in  this  case,  this  in- 
irument  shall  constitute  a  primary  obligation  of  the  undersigned  to  complete  these  improvements  in  a  manner  satisfactory  to  com- 

,.  tly  with  the  requirements  of  the  Compliance  Inspection  Report  or  FHA  Commitment  For  Insurance  identified  above  regardless  of 

•<  he  adequacy  for  such  completion  of  the  "Fund". 
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f    '  ,-     .,,/.■•.  ■■         OCCIIfATION         '••    ■•f'^i..    ti     PI'*'..  .      •    • 

t',  ..  «ES1DE«»2    VkV    .Trr'^"V    «>'">        ■^-     ?t    1'  •     .  :-^   ••       ■  J 

r-  «?»*-    .!;*■»    f>*.i.  »i .  y    A^  xv»     ■'»-,'•*•  .  »tr*.*sT^.r»iJ*i  If  •    *.->-.^«j*  •  -     --.    — .  "-I 


f*  V  ^V\'The  iubtetl't  crroil  fe«c-d   ir   "he  po/meil  of  I 


■  DATE  CLBaHFO  MF..1:ER  SEUrNG  SINCE  H'SH  CcrOIT 


f 


r 


.  ■-    ■-  -J 

■.■•  i 

?,     ■           -  .  f 

t: ,; ' -  ■  r 


A 

i 

fe-'^.  r*  Jeportmcn*    iJce*.    It    or.y,    cr.d    the    princiral    rc.erat    »fo.Ci    cf    r!  c    o-Dm/niry   (or    rh^e^-rh    occymWat-rf    nevMt  .r-cordt   o(    sac^    .C.-rcrij    In   whtrrt  V 

f.       .  Ihe    lubie??   rcrHei.  with    the  (oHo-lrg    cosu:  i:  ^ 


i 


i-^'  I 


.,;■,'-  F.H.  A.     FILE     REPORT  -'    '     { 

■  CREDtT  REPORTS  CREDIT  EURl^AU  OF  GF'FATEI?  N£V\'  YORK.  INC.  ExrcurivE  offices    4, 

,\     524-7010  S30Vy'r:Sr'j4lo  ST.,  h'EV/YCRl-',  H.  Y.  10001.  E24-MC0  f 
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Tel.  443-5323-4  >^!SB&V  P.B.A.  APPRO^'ED 

443-5372-3  Af  *  JMk  LBNDINU  INSTITI'TIOK 


HOGAR  FUNDING  CORP. 

MORTGAGE  FINANCING 

971  BROADWAY 

Brooklyn,  N.  Y.  11221 

Mv  28,  1970 


Federal  Housing  Administration 
175  Fulton  Avenue 
Hempstead,   New  York  11550 

Gentlemen: 

Re:     FHA  Case  No.  ;    373-l6iaU/2Q3 
Mortgagors:    Fallx  Pvret 
Premises:   862  BalBoot  Avamo,  Brookl,'^,  K«v  T»^ 

We  have  been  advised  that  the  work  to  be  performed  pursuant  to 
the  conditional  commitment  in  the  above  case  has  been  completed. 

It  is  hereby  requested  that  an  inspection  be  made  as  soon  as  possible 
to  determine  if  the  work  has  been  performed  to  your  satisfaction. 

To  gain  access  to  the  premises,   please  contact    Hogir  Ftodlag  Oorp* 


Your  prompt  attention  to  this  request  will  be  appreciated. 

Very  truly  yours, 
HOGAR  FUNDING  CORP. 

By:  Joseph  Col6n,    President 

JC/orh 
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^^^^ 


t'lHte*"  bf*l(CiPt-Ci 


"«*• 


COMPLIANCE  INSPECTION  aEPOR .' 


RTCACEE-S  ttAMt  AND  ADDRESS 


I  b.  Hijho 


^  t^/X4^    /Z/y^^  /A^<{^  (^'j^/°- 


I -COMPLIANCE   INSPECTION  OF  0N-SITj^MPR0VEMENT3  REVEALS: 
7.  12<Cor.«lif"  e>»«n 


a  Cn„„<.  1,„. 
i     r;  FH4  opp.ovej. 


■.1,,  a  Ho""  i«i"j.  □  ' 


rib.d  bslou- 


'.d  by   n  Com 


:.p.cl.l. 


>lomcH  below.    Di>  nol 


8.  a  C-.c.i.n 
o.  r;  Will  f«. 
b.  G  Oo  not 

9.  [;,  No  ooncorr 

;o.  GA'co,.^!. 

11.  DE......1- 

„.  \2  Vo.irlM 

b.  □  U»o„. 

12.  LI  t—i"  ■" 


Ulol  O'.  ouplclrod  b<lo 


cd  enb^bits.  .'5ce  /I'teloK.J 
.:t6n.    ,'jte  ;i'  fcc/.JU'.J 
:0ptalilv  cemplclcd  •ubi«ct  to  tfccij' 
section  tc-  aals  sgtisfvcter/  complr. 


ll-FIELfc  INSHEi.';  1&>-  01-    OFF-SITE  IM.'^ljVEHnij 
„loiii'od  bclo.. 


E   IM.'^ljVEHrijVi   «■  VIThLS:     ...    „*"'m°"' """  '"  *'""" 
7.    Od-Si.c  }         3'A'".ptablvo,  -    .Jb,  c. 
^                                                                                         lmpc..c...-.                           JGf^"^''^^'''^- 

^"p±;;:;r^i,.d._     ;'17     ...    1    .       .„ .  i   ]__  <^<rcc^Afo  __    

yi---    /7^^/^/^<;  0^i^i^ i   J  ._ \ 

fC/^-^cf   PL^^f^'-f  _^€'i^^'f  SAA^       ,1..., - .-.    '•     ^ 

^'  ^ujC.^^L.r^S.'^r  /f^"''  fS      .J. : ■- . 


I  d^eic. 


Chief  Mt9."Cr-.  d-t  E:/. 


■  |i|  o':'5:}-'l"'-I:ti!:r;].j     ^     '"_ 


i-:'-"  .D,.,,__sVh^<? 


CHiof  Architvct  ,  "  0«1 


rt«r^^iR  inr.rtCTioN 
COo("LIANlF  INSPFCIION  '  cPOI.- 
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U.S.  DEPARTUENT  OF  HQ95ffis'  A  Nb\>R  BAN  oi  Sttei 


FEDERAL  HOUSIMG  ADMINISTRATION 


Font  Afsrowd        *  . 


373-i^mfe-aia 


MORTGAGEE'S  APPLICATION  FOR  MORTGAGOR  APPROVAL 
AND  COMMITMENT  FOR  MORTGAGE  INSURANCE  UNDER 
THE  NATIONAL  HOUSING  ACT 
SD  SEC.  203(b)   OSEC.      


S-     MORTGAGEE   -  ».»..  Add™..  &  zip  Cod.  (PUase    TypcJ 

r  >      .  n 

Segue  rmUBt  Ceryf* 

971  Bwadwf  _., 

BndUjB*  BoK  Xosk   IXZZZ 


L 


_l^ 


iPltast  loci.  ..<<<'< 


3.     PROPERTY    ADDRESS 


tta  admst  AvacBM 


4.     MORTGAGORS: 


la* 


4J_ 


Broaltlyn»  ^L 


>M|QQn|2L 


MORTGAGE 
APPLIED  FOR  • 


II5.&50.00 


gjji 


3tO  t»II»>73 


PURPOSE  Of  LOAN: 

Mortgagor  will  b.:.  .  . 


□  ""Own  Li 
K  Occuponl 


GBPu'cho"         □£...!. 
nLondlord         □  Build. 


CE. 


EMPLOYMENT 

cu[iollonX>fTlii    TlirilHIW  — 
im.  8.  oddn 


MONTHLY    INCOME 


TgMQ 


PREVIOUS  MONTHLY  HOUSING  EXPENSE 


Morigoge  poym.nt  i 


aouo 


PREVIOUS  MONTHLY   FIXED  CHARGES 

F.d.rol,  Slol.  &  Locol  incom.  lox.. S XsSIS. 

1.  lor  { Lil.  In 

Soclol  S.curit,  &  R.tlr.m.1,1  Poym.! 

lnslollm.nl  account  poym.nt. 

Oparoting     Expen.os,  oth.r  R.ol  E.I 
Oth.r  (..ploin) 


jCOO 


gg«<iP 


TOTAL  «        I00.0O 


12.  ASSETS  FOR  CLqSING 

Co.h  account,   fiCAJ^SIISBAJ^t- 


KT^ 


OTHER  ASSETS 
Cosh  d.posit  on  purchoai 
Olh.r  (..plo.ntJ 


(A)  TOTAL    i   J8Z»SS 

2000»00 


LIABILITIES  Monlhl,  fhyr.  'Unpd.  Bo 

Automobil.  ...»•• S  JbBM^ 1  JmUA 

D.bU,   oth.r   R.ol   Ejlot.  .   .......  ^____^         

L.f.  In.u.oncs  Loon -.   '     '    '-  .: 

Nof.s  poyobl. •'■vV  ^— ^— -.v*~.       

Crod.tUnii 
R.t.il  occt 


(B)  TOTAL  $  3,307«a9 


TOTAL  t 


FUTURE  MONTHLY  PAYMENTS 


15. 


SETTLEMENT   REQUIREMENTS 


s_2I5«53_ 
fe.23_ 


I0>00 


i-3'M 


(o)  Principol  &  Intttrol 

(b)  FHA  Mortgogc  Inluronc.  Pi.mluin      .... 

(c)  Ground  r.nl  (LMI.hold  only! 

(d)  TOTAL  DEBT  $ERVICE(o+bl-c) I2I«59 

(.)  Fir.  In.uronc 

(0    To...,  .p.c.ol  o».>..n.nt.     . 
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Tel.  443-5?23-4  .  F.H.A.  APPROVED 

443  5572-3  .i^^'^iw  LEKDIWS  INSTITDTIOIW 


HOGAR  FUNDING  CORP. 

MORTGAGE  FINANCING 

971  BROADWAY 

Brooklyn,  N.  Y.  11221 

Hfcy  15,  1970 


QuiaqiMU*  OrooBry  Store 
612  Etgukn  ATBm» 
Brooklyn,  Vn  York 


Gentlemen: 


R&:    

572  Itaw  Jersey  AT«nie,  Brooklyn,  Bm  Tezlai 


We  are  processing  an  FHA  mortgage  application  for  the  above  person  who  is 
employed  by  you. 

The  Federal  Housing  Administration  requires  that  the  employment  be  verified. 

We  are  enclosing  an  original  and  two  copies  of  request  for  verification  of 
employment,  partially  filled  out  on  the  basis  of  information  supplied  by  your 
employee. 

Kindly  complete  the  forms,  sign  original  and  one  copy,  and  return  same  to  us 
in  the  self-addressed  envelope  enclosed  herein  for  your  convenience. 

Your  prompt  reply  and  cooperation  will  be  appreciated  and  will  help  to 
expedite  your  employee's  application 


Very  truly  yours, 
iOGAR  FUNDING  CC 


MORTGAGE  BANKERS 


923 

]\fr.  Blum.  I  have  no  further  questions. 

Senator  Hart.  INfr.  Chnmbris,  do  you  have  any  questions  ? 

Mr.  Chumbris.  Yes.  Thank  you,  ]\Ir.  Chairman. 

Mr  Colon,  first  let  me  make  a  comment  that  you  are  pioneering  in  a 
new  project ;  is  that  correct  ? 

Mr.  Colon.  Yes. 

Senator  Hart.  Excuse  me.  We  will  recess  for  5  minutes. 

(A  short  recess  was  taken.) 

Senator  Hart.  The  committee  will  be  in  order.  Mr.  Chumbris,  you 
may  continue. 

Mr.  Chumbris.  Mr  Colon,  you  had  $118,000  in  assets  at  the  start  of 
your  corporation  ? 

Mr  CoLOx.  Yes. 

Mr.  Chumbris.  Is  this  still  at  the  same  figure,  or  are  you  increasing, 
or  what  is  the  status  at  this  time  ? 

Mr.  Colon.  About  the  same  thing. 

Mr.  Chumbris.  About  the  same  ? 

Mr.  Colon.  Yes. 

Mr.  Chumbris.  Now,  are  you  in  a  position  to  service  as  many  houses 
as  real  estate  brokers  may  bring  to  your  organization  ? 

Mr.  Colon.  If  we — we're  going  to  have  a  problem  because,  you 
know,  the  biggest  problem  is  to  sell  these  loans. 

Mr.  Chumbris.  To  sell  the  loans  ? 

Mr.  Colon.  Yes. 

Mr.  Chumbris.  Now,  let's  take  it  step  by  step.  Let's  assume  that — 
how  many  applicants  would  you  get  in  the  course  of  a  day,  or 
about 

Mr.  Colon.  About  one,  two. 

Mr.  Chumbris.  Let's  assume  that  for  some  reason,  your  name  has 
gained  prestige  in  your  community,  or  even  outside,  and  you  suddenly 
were  receiving  five  applications  per  day.  Would  you  be  able  to  negoti- 
ate the  sufficient  loans,  warehousing  sufficiently,  and  being  able  to 
service  your  community. 

]Mr.  Colon.  Yes.  Presently  this  is  my — this  is  what  I'm  doing  right 
now  at  the  present  time.  I'm  trying  to  increase  my  warehousing  line, 
and  I'm  trying  to  put  in  an  amount  of  money  for  working  capital. 

Mr.  Chumbris.  Now,  for  the  clarification  of  the  record,  you  may 
know  what  warehousing  means,  and  I  may  know  w^hat  warehousing 
means,  but  let's  explain  it. 

T\^iat  would  you  do  if  you  received  five  applications  today  ?  "Wliat 
steps  would  you  take  ? 

Mr.  Colon.  In  other  Avords 

Mr.  Chumbris.  AVho  would  you  go  to  ? 

Mr.  Colon.  In  other  words,  let's  sa}'  once  the  loan  is  approved,  and 
the  loan  is  closed,  in  other  words,  once  our  company  closed  the  loan,  in 
other  words,  we  have  to — we  put  that  loan  in  warehouse. 

Warehouse  means  until  I  get  the  final  insurance  of  that  loan  from 
the  FHA  or  from  the  VA,  and  normally  that  takes  about  3>d.  35,  40 
days  sometimes,  so  that  loan  has  got  to  I'emain  in  warehouse  until  I  get 
that  insurance  certificate,  until  I  get  my  title  policy,  my  papers  recall- 
ing the  package,  the  loan,  and  be  able  to  deliver  the  loan  to  final  take- 
out, which  is  the  investor  who  buys  the  loan  and  reimburses  us  for  the 
money. 
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j\Ir.  Chumbris.  Now,  you  say  it  takes  about  85  days  ? 
Mr.  Colon.  About  40  days.  ' 

Mr,  Chu.»ibris.  About  40  days.  Does  that  mean  your  company  takes 
40  days? 

]Mr.  Colon.  No,  no,  no.  In  other  words,  once  the  loan  is  processed  and 
approyed,  we  don't  need  the  money  until — the  loan  is  closed  by  our 
company.  Once  the  loan  is  closed  by  our  company,  then  we  haye  to  go 
ahead  and  warehouse  the  loan  until  Ave  get  the  balance  of  the  docu- 
mentation of  the  mortgage,  record  the  mortgage,  the  assignment  of 
the  title  policy,  and  the  certificate  of  insurance. 

Those  are  tlie  regular  documentation  that  goes  to  the  package  to  the 
final  takeout,  which  is  the  loan — the  company  that  buys  the  loan. 

]\Ir.  CiiirMBRis.  The  reason  why  I'm  asking  you  about  the  number  of 
days  is  because  Ave'ye  had  Avitnesses  testify  at  these  hearings  that  one 
of  the  reasons  that  a  prospective  buyer  or  a  particular  broker  Avill  not 
go  through  one  source  of  funds,  and  go  to  the  other,  say  like  Eastern, 
is  because  Eastern  has  the  reputation  of  closing  the  deal  faster. 
Mr.  CoLOx.  Oh,  yes. 

Mr.  CiiiTMBRTS.  Do  you  run  into  that  problem  also  ? 
Mr.  CoLox.  Oh,  yes,  it  takes  a  little — Ave  haA^e  one — our  cases  liaA'e 
taken  longer  than  normal. 
Mr.   Chumbris.  Longer? 

INIr.  CoLOx.  In  other  Avords,  to  get  the  final  appro A'al. 
Mr.  Chumbris.  It  takes  longer  than  normal — one  of  the  problems 
you  haye  ? 

:Mr.  CoLOx.  Yes. 

Mr.  Chumbris.  And  the  other  problem  you  have  is  getting  sufficient 
sources  of  funds  to  be  able  to  negotiate  your  applications  that  are 
made  in  your  office  ? 

INIr.  CoLox.  Yes.  You  see.  the  loss  is  that  AA'hen  aa'c  close  a  loan  and 
disburse  moneys,  Ave  have  to  have  the  money  in  our  bank  account  be- 
fore Ave  could  disburse  it. 

So,  that  means  tliat  right  noAV,  Avith  the  present  capitalization  that 
AA'e  haye,  Ave  could  only  close  maybe  four  loans  at  a  time.  In  other 
AA'ords,  Ave  haye  to  continue  running  around  and  close  one  loan,  bring 
it  to  the  bank  for  approval,  the  bank  Avill  appro A^e — pay  back,  and  in 
other  Avords,  AA-e're  looking  A^ery,  very  tight  right  noAv. 

Mr.  Chumbris.  And  you  have  just  anticipated  a  question  I  Avas  going 
to  ask  you.  And  that  was,  hoAv  much  money  do  you  haye  in  your  pool, 
let's  say,  for  negotiating  the  procedures  that  you  just  enumerated? 
HoAv  much  money  Avould  you  haA^e  to  be  able  to  accommodate  the  appli- 
cations— for  example,  and  I  want  to  use  it  as  an  example — we  had  be- 
fore us  Mr.  Franklin  Thomas,  Avho  is  president  of  the  Bedford-Stuy- 
yesant  Corp..  and  he  pointed  out  that  he  had  a  pool  of  $65  million 
to  loan  to  people  in  the  Bedford-Stuyvesant  area. 

But  his  problem  was  that  the  brokers  Avere  not  bringing  the  business 
to  him,  but  Avere  taking  the  business  to  Eastern  or  United,  and  the 
other  companies  that  haye  been  mentioned  during  the  course  of  these 
hearings. 

Do  you  have  problems  Avith  the  brokers  bringing  the  business  to  you 
or  the  brokers  taking  the  business  elseAvhere? 

Mr.  Colon.  Well,  practically,  T  Avould  say  that  our  present  A'olinne 
of  business  Avith  brokers  noAv,  I  don't  think  is  more  than  5,  0,  8  percent, 
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and  I  would  say  that  90  percent  of  our  business  now  comes  directly 
from  people — individuals. 

Mr.  Chumbris.  Came  directly  from  the  people.  You're  not  concerned 
about  the  brokers  ? 

Mr.  Colon.  Well,  not — as  far  as  I'm  concerned,  my  philosophy  is 
the  company  was  formed  to  help  the  Puerto  Ricans  and  to  help  the 
people  that  want  mortfrafres,  especially  refinancing. 

I  think  refinancing  is  one  of  our  biggest  problems  today  in  those 
areas. 

Mr.  Chumbris.  So,  in  your  operation,  actually,  you  bypass  the  broker 
altogether  because  the  buyer  of  the  house  comes  straight  to  you  rather 
than  go  through  the  broker  ? 

Mr.  Colon.  Yes. 

Mr.  Chumbris.  Mr.  Thomas  testified  that  their  problem  was  such 
that  they  were  even  considering  establishing  a  system  of  real  estate 
brokers  that  would  be  within  the  line  of  operation  with  his  corporation. 

Then  I  asked  him  if  he  had  anv  problems  with  State  law,  and  he  felt 
that  there  was  nothing  in  the  State  law  that  would  prohibit  his  cor- 
poration to  have  either  their  own  real  estate  brokers  or  a  working 
agreement,  whichever  the  case  may  be. 

But  you  have  to  worry  about  a  tie-in  arrangement  in  situations  like 
this.     ■  ■  ■ 

Mr.  Colon.  I  think  he's  got  a  good  idea.  As  a  matter  of  fact,  I'd  like 
to  elaborate  on  that.  I'd  like  to  go  further  on  that. 

As  a  matter  of  fact,  I  think  a  pool  of  money  should  be  created. 

Mr.  Chumbris.  We  want  you  to  elaborate  as  much  as  you  can  be- 
cause you  have  a  unique  program  and  we  want  to  hear  anything  that 
3^ou  have  to  tell  us. 

]\Ir.  Colon.  In  other  words,  they  should  create  a  pool  of  moneys  in 
these  areas. 

Let's  say  I'm  an  oldtimer  and  I've  lived  in  that  area  for  10,  15,  20 
years,  and  I  have  my  house  already  paid  for. 

If  I'm  a  Puerto  Rican — or  I  don't  care  what  I  am — black  or  some- 
thing else — I  live  in  that  area,  and  I  approach  owner  in  my  block  that 
that  house  is  for  sale,  the  guy  will  not  sell  it  to  me  because  I  don't 
have  the  cash  to  buy  it  to  pay  him  for  it. 

So,  this  is  why  a  lot  of  these  people,  they'd  rather  go  through  brokers, 
because  the  brokers  have  been  able  to  negotiate  the  transaction  and  get 
him  cash. 

So,  if  a  pool  of  money  was  established  where  these  people  could  go 
in  and  draw  from  that  pool,  and  say,  "I'm  going  to  buy  that  house.  I 
can  pay  you  all  cash." 

That  means  they  could  save  probably  between  3  to  4  or  5  thousand 
dollars,  because  they  don't  have  to  use  the  middle  man.  This  is  what 
I'm  saying  in  my  statement,  to  eliminate  the  middle  man. 

So,  in  other  words,  the  people  could  go  into  that  pool  knowing  that 
they're  going  to  have  cash  to  purchase  that  house  until  their  final 
mortgage  is  processed. 

IVIr.  Chumbris.  Thank  you  very  much  for  being  here  today. 

Senator  Hart.  Mr.  O'Leary  ? 

Mr.  O'Leary.  I  have  no  questions. 

Senator  Hart.  Mr.  Blum  ? 

Mr.  Blum.  Mr.  Colon,  can  you  tell  us  why  Mr.  O'Brien  left  your 
employ  ? 
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Mr.  CoLox.  Well,  one  of  the  reasons  that  I — Jack  left  our  employ, 
he  was  getting  $15,000  a  year.  In  other  words  his  responsibility  was 
to  go  out  and  bring  business  and  supervise  the  sales  at  the  office. 

And  at  times,  he  used  to  go  aAvay  a  month  on  vacation,  and  became 
a  point  that  the  company  either  had  to  close  the  doors — we  could  not 
afford  to  pay  him  the  salary. 

Mr.  Blum.  Did  you  ever  have  conversation  with  him  about  the  qual- 
ity of  business  he  was  bringing  in  ? 

Mr.  CoLox.  Oh,  a  number  of  times  I  used  to — in  other  words,  that 
we  wanted  to  make  sure  that  each  piece  of  business  that  was  brought 
into  our  office  met  the  standards  of  the  FHA  and  the  ability  of  the 
people  to  pay. 

Mr.  Blum.  Did  he  ever  call  you  "stupid"  for  not  being  willing  to 
take  some  of  that  business  ? 

Mr.  Colox.  a  lot  of  times  we  had  arguments. 

Mr.  Blum.  And  he  was  unhappy  with  you  because  you  weren't  will- 
ing to  take  some  of  the  business  that  he  brought  in ;  is  that  correct  ? 

Mr.  CoLox.  There  were  arguments,  a  lot  of  arguments  we  had. 

Mr.  Blum.  Had  you  heard,  by  reputation,  of  difficulties  with  any 
of  those  brokers  that  he  had  dealings  with,  either  Kapraki  or  Carrero  ? 

Mr.  Colox.  Well,  one  of  our  policies  that  we  are  trying  to  establish, 
and  we  are  going  to  be  establishing  very  soon  is  that  whenever  we  take 
an  application,  and  before  the  application  be  processed,  in  other  words, 
I  just  hired  another  person  in  the  office  that  is  going  to  go  out  and  look 
at  the  house,  inspect  the  house  first  before  we  submit  it  for  a  condi- 
tional commitment  to  the  FHA  or  to  the  VA,  and  then,  not  only  that, 
we  are  going  to  insist  that  the  person  that  is  purchasing  that  house 
come  into  contact  with  our  office  for  a  credit  taking. 

In  other  words,  we're  going  to  interview  that  person.  And  if  we  feel 
that  by  interviewing  that  person,  that  they  would  not — that  it's  not 
the  type  of  house  they  would  want,  we  would  not  make  the  loan. 

I  don't  care  whether  the  broker  gets  mad  or  not. 

Mr.  Blum.  Now,  in  some  of  the  documents  you  submitted  to  the  sub- 
committee, there  is  a  sheet  from  a  real  estate  broker.  I  believe  I  showed 
you  that  sheet  this  morning.  It  gave  a  kind  of  credit  rundown  on  the 
individual. 

Was  that  information  from  the  2900  form  ? 

Mr.  CoLOx.  I  think  that  was  information  that  was  given  to  us,  yes. 
Yes,  it  had  to  be.  In  other  words,  we  had  to  take  the  information  so 
that  we  could  single  out 

Mr.  Blum.  That  information  was  furnished  by  the  broker  to  you, 
rather  than  by  the  aj^plicant  to  you ;  is  that  correct  ? 

Mr.  CoLox.  Yes,  I  think  so.  You  see,  a  lot  of  the  times  when  they  go 
into  a  contract,  in  other  words,  the  r^iortgage  company  has  the  mort- 
gage solicitor  there  the  day  of  the  contract. 

And  that  information  is  taken  on  the  contract  most  of  tlie  time. 

Mr.  Blum.  Why  was  this  on  the  letterhead  of  the  real  estate  broker? 
Do  you  think  it  Mas  just  a  convenient  piece  of  paper  ? 

Mr.  CoLox.  To  tell  you  the  truth,  I  think  it  was.  In  other  words,  we 
must  have  asked  for  additional  information,  and  probably  this  is  what 
they  send  it  in. 

Mr.  Blum.  Mr.  Colon,  do  you  feel  that  because  you  were  new  to  the 
business  and  a  member  of  a  minority  group,  you  had  a  particularly 
difficult  time  in  gettin<2:  started  ? 
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Do  you  think  it  would  have  been  any  easier  if  you  were  not  a  mem- 
ber of  a  minority  group  ? 

Ml-.  Colon.  Well,  the  proof  is  there.  I  went  to  every  bank,  and  I'm 
still  ijoiujir.  You  see  the  numbers  of  letters  I  send  out  trying  to  get 
warehousing  and  takeout  commitments,  and  the  same  story  was  such — 
that  money  was  tight. 

And  I  still  get— when  I  call  institutions,  I  keep  getting  the  same 
story. 

Mr.  Blum.  You  said  that  one  of  the  institutions  that  helped  you  out 
was  Equitable,  and  they  did  it  under  their  $2  billion  program  for  the 
cities- 
Can  you  tell  us  how  many  points  Equitable  asks  for  the  loan  ? 

Mr.  Colon.  There  is — the  loan — a  four-point  discount  that  we 
charged.  The  four-point  is  1  percent  that  the  company  takes.  It's 
allowed  to  make  a  3-percent  discount — goes  through 

Mr.  Blum.  And  that  is  better  than  the  going  market  rate,  isn't  it  ? 

Mr.  Colon.  I  think  this  is  a  competitive  rate  right  now,  yes.  It's 
more  than  competitive  right  now. 

Mr.  Blum.  It's  better  than  the  going  market  rate  ? 

Mr.  Colon.  Yes. 

Mr.  Blum.  But  isn't  the  prime  beneficiary  of  that  a  real  estate 
speculator  ? 

Mr.  Colon.  If  the  deal  comes  through-,  and  the  deal  comes  from  a 
speculator,  the  speculator  gets  the  benefit,  naturally. 

Mr.  Blum.  He  gets  the  benefit,  and  not  the  home  buyer  because  it's 
the  speculator  who  has  to  pay  the  ^^oints,  is  that  correct  ? 

Mr.  Colon.  Right,  yes. 

Mr.  Blum.  So,  the  favor  that  Equitable  is  doing  in  providing  low- 
point  money  is  going  to  help  the  real  estate  speculator  and  not  going 
to  help  the  homeowners,  is  that  correct  ? 

Mr.  Colon.  Yes. 

Mr.  Blum.  I  have  no  further  questions. 

Senator  Hart.  Mr.  Chumbris  ? 

Mr.  Chumbris.  One  further  question  on  the  line  of  questioning  that 
we  had  earlier,  and  the  point  that  you  have  raised  about  the  pool  of 
money  that  you  may  have  available. 

How  much  money  would  you  say  you'd  have  available  immediately 
for  loans,  or  to  buy  a  house  directly  ? 

Mr.  Colon.  No,  no,  no.  In  other  words,  what  I'm  suggesting  to  this 
committee  is  that  they  should  try  and  make  recommendations  that  a 
pool  of  money  should  be  created. 

Mr.  Chumbris.  That's  what  I  want  to  get  to. 

Now,  that's  what  Franklin  Thomas  has.  In  other  words,  they've 
created  a  nonprofit  corporation  in  the  State  of  New  York,  covering  the 
Bedford-Stuyvesant  area.  And  they  have  a  pool  of  money  of  $65  mil- 
lion that  w^as  created  by  loans  from — by  the  cooperation  of  80  or  90 
banks,  and  about  nine  insurance  companies. 

Now,  I  was  wondering  if  your  thought  would  be  that  you  might  go 
in  that  same  direction  ? 

Mr.  Colon.  I'm  going  further  than  him.  I  say  that  that  pool,  that 
pool  of  money  that  he's  got  is  only  what  is  called  for. 

In  other  words,  the  loan  has  got  to  be  ready  to  process  and  approve. 
In  other  words,  what  I'm  saying  is  that  pool  of  money  should  be  avail- 
able to  those  people  so  when  the  guy  is  going  to  sell  a  house  and  he 
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says  to  the  prospective  purchaser — and  the  prospective  purchaser  has 
got  $2,000,  and  they  want  $17,000  or  $19,000  for  their  house,  tliat  the 
prospective  purchaser  should  be  able  to  say  "I'm  in  a  position  to  buy 
the  house,  cash,  from  you." 

For  that,  by  buying  it  cash,  by  putting  the  10  percent  down,  that 
person  could  be  able  to  go  out  and  borrow  the  additional  money — it 
could  be  from  a  commercial  bank — until  the  final  loan  is  processed  for 
that  person. 

And  then,  when  the  loan  is  closed,  the  loan  is  payed  back  to  that 
pool.  So,  in  other  words,  it  would  be  like  a  revolving  fund. 

Mr.  Chumbris.  Do  you  think  that  should  be  done  by  the  Federal 
Government  or  by  the  State  of  New  York,  or  you  don't  care  which  ? 

Mr.  Colon.  I  think — I  don't  care  which.  I  think  it's  the  responsibil- 
ity of  the  State  of  New  York — or  whether  it's  Federal  Government,  I 
think  they're  going  to  be  able  to  help  these  people. 

Mr.  Chumbris.  I  suggest  that  you  talk  to  Mr.  Blum  after  the 
hearing  is  over,  and  have  him  incorporate  it  in  some  kind  of  lan- 
guage, and  we'll  shift  it  over  to  the  Senate  Banking  Committee  be- 
cause they  have  jurisdiction  over  legislation  effecting  matters  that 
we've  been  discussing  here  today. 

Thank  you,  very  much. 

Senator  Hart.  Mr.  Kern  ? 

Mr.  Kern.  Mr.  Colon,  you  suggested  in  your  testimony  that  all  the 
mortgage  companies  were  promising  to  get  loans  through  the  FHA 
quicker  than  their  competitors,  and  that  this  was  the  chief  selling 
point  ? 

Mr.  Colon.  Oh,  yes. 

Mr.  Kern.  Do  you  have  any  personal  knowledge  of  why  or  how 
some  companies  get  expedited  FHA  service? 

Mr.  Colon.  Gee,  I  don't  know. 

I  guess  probably  they  have  been  in  business  so  much  longer  than  we 
wer; ,  maybe  eventually  they  knew  more  people  than  we  thought  we 
knew  down  there  in  FHA. 

Mr.  Kern.  It's  just  a  matter  of  knowing  people  and  having  a  larger 
volume  ? 

Mr.  Colon.  It's  a  matter  of  knowing  people.  I  think  it  was  the 
reason.  In  other  words,  you  get  more  service,  I  imagine. 

Mr.  Kern.  Do  you  have  any  knowledge  of  any  gratuities  that  might 
be  paid  to  expedite  processing  ? 

Mr.  Colon.  I  don't  know,  because  we  never  attempt  to  do  anything. 
In  other  words,  when  we  process  a  loan,  we  send  it  down  in  a  way  that 
that  loan  met  every  standard. 

As  a  matter  of  fact,  I'd  like  to  suggest  that  all  of  these  mortgage 
companies — legislation  should  be  passed  that  they  should  be  regulated ; 
in  other  words,  wliich  will  be  regulated  by — like  the  Banking  De- 
partment does. 

In  other  words,  we  have  to  go  away — they  have  got  more  money 
than  we  do.  We'd  be  able  to  compete  in  a  fair  way  because  they  have 
more  money. 

Mr.  Kern.  I  think  that's  been  suggested  before.  No  further  ques- 
tions. 

Senator  Hart.  Thank  you  very  mucli.  That's  all. 

(Exhibits  follow.  Testimony  resumes  at  p.  944.) 
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Material  Relating  to  the  Testimony  of 
Joseph  Colon 

EXHIBIT  2 
Documents  Submitted  With  the  Testimony  of  Joseph  Colon 

HoGAR  Funding  Corp., 
BrooJclyn,  N.Y.,  Nov€mJ)er  7, 1969. 
Mr.  Raymond  H.  Lapin, 

President,  Federal  Natiorml  Mortgage  Association, 
Washington,  D.C. 

Dear  Mr.  Lapin  :  Our  company  was  recently  organized  by  a  group  of  Puerto 
Rican  investors  here  in  New  York  City  and  approved  to  do  business  by  the 
Federal  Housing  Administration  on  June  2.">,  1969. 

We  submitted  an  application  to  your  Regional  Office  in  Philadelphia  a  couple 
of  months  ago  for  approval  to  sell  and  service  mortgages  to  your  Association  and 
after  a  visit  to  our  office  by  Mr.  Conway,  the  Field  Officer,  they  turned  us  down 
as  a  servicer  because  we  did  not  have  enough  equipment  for  the  service. 

It  is  our  belief  that  a  small  company  like  ours  has  to  start  not  spending  money, 
and  hiring  personnel  as  the  needs  arises.  At  the  beginning  we  could  service  loans 
annually.  Equitable  Life  has  given  us  the  opportunity  to  service  for  them  and 
we  hope  that  your  office  will  do  the  same. 

At  this  point  we  are  processing  and  ready  to  sell  $300,000  ghetto  loans  for 
low  income  families  and  we  like  to  sell  them  to  .your  association.  We  need  an 
answer  within  48  hours  from  your  Office  whether  they  will  accept  our  bid  and 
let  us  service ;  if  not,  our  Company  is  not  going  to  be  able  to  accept  applications 
and  in  turn  let  them  go  to  the  other  companies  doing  business  in  our  areas,  such 
as  United  and  Eastern. 

We  are  willing  to  service  these  loans  that  we  are  planning  to  sell  on  a  trial 
basis  and  if  for  a  period  of  time  your  association  is  not  satisfied  with  our  way  of 
servicing  then  you  could  assign  them  to  any  other  company  for  service  acceptable 
to  .vou. 

Hoping  that  you  will  give  us  a  fast  answer  and  give  us  the  opportunity  to  be 
able  to  service  and  in  turn  I  am  sure  that  our  compan.v  will  not  let  you  down 
for  the  trust  that  you  will  be  placing  on  us.  Again  I  have  to  emphasize  to  you 
that  we  have  loans  to  sell  you  and  ready  for  delivery  in  5  days  and  we  are  wait- 
ing for  a  favorable  answer  to  our  request. 

Thank  you  for  your  kind  cooperation  in  this  matter. 
Sincerely  yours, 

Joseph  Colon, 

President. 


State  of  New  York, 
Executive  Chamber, 
Albany,  N.Y.,  Novem'ber  24, 1969. 
Mr.  Joseph  Colon, 
President,  Hogar  Funding  Corp., 
Brooklyn,  N.Y. 

Dear  Mr.  Colon  :  Governor  Rockefeller  has  asked  me  to  reply  to  your  letter 
of  November  seventh  concerning  your  difficulty  in  obtaining  commitments  from 
lenders  to  purchase  mortgage  loans  made  by  your  company. 

At  the  Governor's  request,  inquiry  was  made.  The  Banking  Department  points 
out  that  current  pressures  in  the  money  markets  are  severe  and  that  your  in- 
ability to  obtain  mortgage  money  is  shared  by  many  in  the  housing  industry  and 
many  home  owners  throughout  the  country.  The  Department  advises  that  more 
and  more  financial  institutions  in  the  State  are  feeling  the  effects  of  tight  money, 
with  limited  funds  to  lend  in  the  fact  of  undiminished  demand.  ^Mutual  savings 
banks  located  in  New  York  State,  for  example,  are  experiencing  record  with- 
drawals by  depositors  who  seek  to  invest  their  funds  in  securities  offering  yields 
higher  than  those  permitted  by  applicable  interest  rate  ceilings  set  by  Federal 
agencies.  The  Department  notes  that  similarly,  to  protect  themselves  if  these 
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Federal  rate  ceilings  on  deposits  are  raised,  many  financial  institutions  have 
felt  obliged  to  maximize  the  return  on  their  investments  and  to  make  loans  only 
at  the  highest  possible  return,  frequently  in  excess  of  the  State's  usury  ceiling 
of  Ty2  percent  to  individuals. 

While  the  Governor  is  extremely  interested  in  insuring  a  flow  of  funds  into 
the  urban  areas  of  the  State,  there  is  no  public  agency  which  is  authorized  to 
grant  credit  to  mortgage  companies  for  the  purpose  of  making  mortgage  loans. 
The  only  immediate  solution  to  the  tight  money  problems  which  you  face  appears 
to  be  the  control  of  inflation  on  a  national  scale.  The  Banking  Department  sug- 
gests that  you  may,  however,  wish  to  bring  your  problem  to  the  attention  of  the 
Savings  Banks  Association  of  New  York  State,  200  Park  Avenue,  New  York 
City,  which  has  established  a  procedure  for  placing  individual  home  owners 
unable  to  obtain  a  mortgage  in  touch  with  a  savings  bank  willing  to  make  a 
limited  number  of  IMi  percent  mortgage  loans. 

Your  thought  in  writing  is  appreciated  and  it  is  hoped  that  the  situation  soon 
will  be  satisfactorily  resolved. 
Sincerely, 

Alton  G.  Marshall. 


John  Hancock,  Mutual  Life  Insurance  Co., 

Boston,  Mass.,  September  22, 1969. 
Mr.  Joseph  Colon, 
President,  Hogar  Funding  Corp., 
Brooklyn,  N.Y. 

Dear  Mr.  Colon  :  The  John  Hancock  has  oversubscribed  the  first  life  insurance 
pledge  and  is  now  involved  in  the  .second  billion  dollar  pledge.  However,  we  feel 
that  we  have  a  civic  responsibility  here  in  Boston  and  are  reserving  what  funds 
are  available  under  the  program  for  our  own  community.  We  must  therefore 
decline  your  offer  to  assist  us. 

Should  our  situation  change,  we  are  represented  throughout  the  country  by 
a  group  of  correspondents  who  would  be  capable  of  generating  and  servicing  our 
investments. 

Your  truly, 

James  E.  McGuire, 
Assistant  Treasurer. 


Phoenix  Mutual  Life  Insurance  Co., 

Hartford,  Conn.,  September  22, 1969. 
Mr.  Joseph  Colon, 
President,  Hogar  Funding  Corp., 
Brooklyn,  Tsl.Y. 

Dear  Mr.  Colon  :  In  reply  to  your  letter  of  September  17  I  am  sorry  to  say 
that  it  is  doubtful  we  will  be  able  to  be  of  service  to  you  in  connection  with  your 
attempt  to  locate  mortgage  funds.  At  the  moment  we  are  out  of  business  because 
of  heavy  forward  commitments  and  the  decrease  in  cash  flow  affecting  the  volume 
of  money  that  we  have  for  investment. 

Although  this  is  what  we  hope  a  fairly  temporary  situation  Phoenix  is  not  in 
the  market  for  FHA-VA  loans.  As  contrasted  to  the  Equitable  Life  Assurance 
Society  we  are  not  in  the  home  mortgage  market.  We  have  restricted  our 
activities  to  larger  income-producing  projects.  This  includes  our  participation  in 
the  urban  problems  program  undertaken  by  the  life  insurance  industry.  By  far 
the  larger  part  of  our  quota  for  the  program  has  been  filled  wlith  conventional 
loans. 

We  are  represented  in  the  New  York  metropolitan  area  by  the  Urban  Servicing 
Company,  60  East  42nd  Street,  New  York.  All  our  loans  in  the  area  are  negoti- 
ated and  recommended  by  them.  Should  you  have  occasion  on  any  larger  project 
to  think  that  we  could  be  of  service  I  would  suggest  that  you  contact  Mr.  John 
Longua  of  that  organization  as  he  is  entirely  familiar  witli  our  lending  policies. 
He  would  be  in  a  position  to  advise  you  as  to  our  interest. 

Wishing  you  every  success  in  your  program,  I  am 
Sincerely  yours, 

H.  Archer  Clark.  Jr. 
Vice  President,  Real  Estate  Investment. 
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The  Prudential  Insurance  Company  of  America, 

Vice  President,  Real  Estate  Investment. 
Re  Life  insurance  urban  investment  program. 
Mr.  Joseph  Colon, 
President,  Hogar  Funding  Corp., 
Brooklyn,  'N.Y. 

Dear  Mr.  Colon  :  During  the  past  two  years  Prudential  has  made  a  consider- 
able investment  in  the  purchase  of  FHA  loans  on  property  situated  in  the  Core 
Areas  of  New  York  City.  The  Majority  of  the.se  loans  are  concentrated  in  the 
Bedford-Stuyvesant  and  East  New  York  sections  of  Brooklyn. 

We  have  been  solicited  by  a  number  of  companies  to  originate  and  service  this 
type  of  business.  As  a  matter  of  policy  it  was  decided  to  place  these  funds  through 
a  single  source,  namely.  Eastern  Serviee  Corporation.  At  the  moment  our  allo- 
cation has  been  exhausted,  but  if  this  oflSce  is  granted  additional  funds,  place- 
ment will  be  made  through  Eastern. 

We  appreciate  your  interest  in  writing  us. 
Very  truly  yours, 

Edward  G.  Haldeman, 

Investment  Manager 


New  England  Mutual  Life  Insurance  Co., 

Boston,  Mass.,  September  25, 1969. 
Mr.  Joseph  Colon, 
President,  Hogar  Funding  Corp., 
Brooklyn,  N.Y. 

Dear  Mr.  Colon  :  This  will  acknowledge  your  letter  of  September  17  to  Mr. 
Hamilton  Coolidge  concerning  possible  financing  of  loans  under  the  urban  affairs 
program  of  the  Life  Insurance  Association  of  America.  We  have  read  your  gen- 
eral information  statement  with  much  interest  and  appreciate  the  job  you  are 
trying  to  accomplish. 

As  you  know  we  are  actively  participating  in  this  program  along  with  many 
other  insurance  companies  and  are  continuously  looking  for  good  situations  that 
would  qualify  under  the  program.  I  would  ask  you  to  refer  any  type  of  financing 
package  to  our  correspondent  in  New  York  City  which  is  the  Manufacturers 
Hanover  Trust  Co.,  350  Park  Avenue,  Mr.  Arthur  C.  Langsdorf,  vice  president 
who  is  completely  familiar  with  our  financing  arrangements  and  who  would  be 
of  help  to  you  in  these  matters.  Our  philosophy  under  the  program  has  been  to 
stress  job  creating  faciliti*'S  and  business  activity  among  the  minority  groups, 
and  though  we  have  done  some  housing  under  the  program  we  prefer  the  other 
type  of  investment. 

I  should  point  out,  however,  that  due  to  the  market  conditions,  our  policy  loan 
situation  and  our  market  cash  flow  at  the  present  time  we  are  unable  to  encour- 
age any  strong  support  for  any  type  of  loan  at  present.  We  can  only  look  at  one 
individual  case  at  a  time  on  a  mortgage  basis  and  are  not  looking  to  participate 
in  the  owner.ship  of  companies  in  general. 

Thank  you  for  your  interest  and  should  you  have  any  questions  please  don't 
hesitate  to  write. 
Respectfully, 

John  F.  Sweeney,  Jr., 

Investment  Analyst. 

October  14,  1969. 
Mr.  Austin  S.  Murphy, 
President,  East  River  Savings  Bank, 
New  York,  N.Y. 

Dear  Mr.  Murphy  :  Hogar  Funding  Corp.,  is  a  mortgage  originating  company 
recently  formed  by  a  group  of  Puerto  Rican  Businessmen  from  the  City  of  New 
York.  The  company  has  been  approved  by  the  Federal  Housing  Administration 
and  the  Federal  National  Mortgage  Association. 

We  have  warehousing  facilities  through  Banco  Popular  of  Puerto  Rico  for 
$1,500,000  and  are  equipped  to  iirovide  servicing  where  required. 

The  Equitable  Life  Assurance  Society  of  the  United  States  has  been  the  first 
company  to  contract  for  the  purchase  of  our  loans  and  their  first  commitment  is 
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for  the  amount  of  $500,000.  All  of  our  loans  are  on  one  to  four-family  homes, 
FHA  or  VA  insured  at  714%  interest  per  annum. 

The  success  of  our  company  will  depend  upon  our  ability  to  obtain  additional 
take-out  commitments. 

We  feel  that  our  company  is  unique  in  the  sense  that  although  it  is  privately 
owned,  it  represents  one  of  the  first  major  efforts  of  the  Puerto  Rican  Com- 
munity to  participate  in  a  large  financial  enterprise. 

We  feel  that  your  institution  is  interested  in  helping  to  develop  a  minority 
owned  and  operated  business  such  as  ours.  The  future  of  our  City  is  largely  in 
the  hands  of  forward-looking  businessmen  who  do  not  close  their  eyes  to  reality. 
Our  company  is  concerned  with  helping  enterprising  Puerto  Ricans  and  other 
minority  borrowers  to  obtain  their  own  homes. 

Home  ownership,  we  feel,  will  result  in  improved  neighborhoods,  better  citizens 
and  greater  productivity  and  business  activity. 

If  you  are  interested  in  investing  in  the  type  of  loans  that  we  offer,  and  in 
helping  in  the  development  of  this  minority  owned  and  operated  business,  please 
communicate  with  the  undersigned,  so  that  a  personal  meeting  can  be  arranged, 
at  which  time  we  will  be  in  a  position  to  give  you  whatever  additional  informa- 
tion you  may  require. 

Very  truly  yours, 

HoGAR  Funding  Corp., 
By    Joseph    Colon,    President. 


The  Chase  Manhattan  Bank, 
New  York,  N.Y.,  October  17, 1969. 
Mr.  Joseph  Colon, 
President,  Hogar  Funding  Corp., 
Brooklyn,  N.Y. 

Dear  Mr.  Colon  :  As  the  ofiicer  in  charge  of  home  mortgages  I  have  been  asked 
to  reply  to  your  letter  of  October  7th,  addressed  to  Mr.  Rockefeller. 

Several  years  ago  we  discontinued  purchases  of  mortgages  in  the  secondary 
market  and  have  only  been  making  home  loans  on  a  direct  application  basis. 
Should  the  situation  change  please  be  assured  that  we  will  give  consideration  to 
your  organization. 

I  wish  you  success  in  your  new  enterprise. 
Very  truly  yours, 

Lester  L.  Nielsen, 
Second  Vice  President. 


Savings  Banks  Association  of  New  York  State, 

New  York,  N.Y.,  December  8,  1969. 
Mr.  Joseph  Colon, 
President,  Hogar  Funding  Corp., 
Brooklyn,  N.Y. 

Dear  Mr.  Colon  :  Your  letter  addressed  to  me  at  the  East  River  Savings  Bank 
was  delayed  reaching  me  since  I  am  not  yet  at  the  East  River  and  since  I  have 
been  travelling  through  much  of  the  past  month.  Y'our  letter  asks  whether  our 
bank  would  be  interested  in  investing  in  7i/^%  FHA  mortgages  on  one  to  four- 
family  homes  to  be  offered  to  us  in  blocks  on  which  you  seek  a  commitment.  At 
pi-esent,  the  banking  institutions  are  under  going  the  serious  pressures  of  a  pro- 
tracted monetary  squeeze  and  I  regret  tha^  we  cannot  make  commitments  to  the 
extent  that  we  would  like  to  for  the  various  mortgage  originators  who  have 
solicited  this  business. 

To  the  extent  that  the  mortgage  loans  are  to  be  made  in  depressed  areas  to 
promote  home  ownership  for  low-income  families  it  may  be  that  a  suitable  com- 
mitment can  be  obtained  from  the  state-wide  urban  nffairs  program  of  the  savings 
banks.  The  matter  is  under  study  with  the  hope  that  a  suitnble  vehicle  can  be 
established  to  purchase  such  mortgages  centrally  on  behalf  of  the  various  par- 
ticipating savings  banks.   I  have  referred  your  inquiry  to  the  Savings  Banks 
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Association  of  New  York  State  with  a  request  that  they  get  in  touch  with  yoii  if 
they  are  able  to  establish  a  suitable  mortgage  program  of  this  type. 

While  we  are  interested  in  promoting  a  sound  and  viable  mortgage  origination 
we  must  necessarily  await  a  substantial  change  in  money  market  conditions,  and 
I  hope  that  this  change  will  come  before  long.  In  the  meantime,  let  me  wish  you 
and  yours  the  best  for  the  holiday  season  for  the  coming  new  year. 
Cordial  regards. 

Austin  S.  Murphy, 
Executive  Viee  President. 


Savings  Banks  Association  of  New  York  State, 

New  York,  N.Y.,  December  10,  1969. 
Mr.  Joseph  Colon, 
President,  Hogar  Funding  Corp., 
Brooklyn,  N.Y. 

Dear  Mr.  Colon  :  Your  letter  and  attached  presentation  offer  an  Interesting 
program  for  financing  home  ownership  under  the  FHA  one  to  four  family  mort- 
gage insurance  program.  While  these  are  difficult  times  in  the  mortgage  money 
market  because  of  the  shortage  of  available  funds  and  the  fact  that  mortgage 
rates  are  not  competitive  with  money  market  rates  generally,  nevertheless,  it  may 
be  possible  for  us  to  work  with  your  organization,  along  with  other  mortgage 
originators,  if  we  are  able  to  establish  a  special  mortgage  funding  operation  for 
New  York  City. 

We  are  now  exploring  the  possibility  of  such  an  operation  in  the  hope  that  we 
shall  be  able  to  buy  sizable  blocks  of  FHA  insured  home  mortgages  from  origina- 
tors and  thereby  provide  a  take-out  to  facilitate  the  financing  of  home  ownership. 
Our  present  plan  is  to  offer  such  a  service  through  an  organization  backed  by 
savings  banks  and  aimed  at  providing  mortgage  money  for  home  ownership  in 
depressed  areas  in  New  York  State. 

If  we  can  work  out  the  necessary  details  for  such  a  program  we  will  certainly 
make  it  known  through  real  estate  and  banking  circles.  Let  me  wish  you  good 
luck  in  your  undertaking. 
Sincerely, 

Lawrence  U.  Costiglio, 

Vice  President. 


Federal  National  Mortgage  Association, 

Washington,  B.C.,  January  H,  1970. 
Hon.  Jacob  K.  Javits, 
U.S.  Senate, 
Washington,  B.C. 

Dear  Senator  Javits  :  This  is  in  reference  to  your  January  7  inquiry  and  at- 
tachments concerning  Mr.  Joseph  Colon,  Hogar  Funding  Corporation,  Brooklyn, 
New  York. 

Our  records  show  that  Mr.  Colon's  November  7  letter  to  Mr.  Lapin,  requesting 
reconsideration  of  our  Philadelphia  Office's  declination  of  Hogar's  application  to 
become  a  FNMA  Servicer,  was  answered  on  November  20.  At  that  time,  Mr. 
Lapin  advised  Mr.  Colon  that  he  should  resubmit  the  company's  application  with 
additional  supporting  data  to  our  Regional  Office. 

I  am  pleased  to  advise  that  Hogar  Funding  Corporation  has  since  been  ap- 
proved as  a  full-fledged  FNMA  Servicer.  As  of  this  time,  the  company  has  not  yet 
sold  its  first  loan  to  FNMA ;  however,  we  expect  they  will  do  so  in  the  very  near 
future. 

I  trust  that  this  will  satisfactorily  resolve  the  matter.  Y'our  attachments  are 
returned  as  requested. 
Sincerely, 

William  B.  Ross, 
Chairman  of  the  Board  of  Directors. 
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Life  Insitbance  Association  of  America, 

New  York,  N.Y.,  July  15, 1970. 
Mr.  Joseph  Colon, 

President  and  Chairman  of  the  Board, 
Hogan  Funding  Corp.,  Brooklyn,  N.Y. 

Dear  Mr.  Colon  :  Thank  you  for  your  letter  of  July  13.  It  was  good  to  hear 
from  you  again. 

I  understand  the  difficulty  of  selling  FHA  and  VA  loans  in  New  York.  I  am 
enclosing  a  more  recent  list  of  those  life  insurance  companies  which  have  ex- 
pressed an  interest  in  considering  New  York  investments.  Some  of  the  life 
insurance  companies  are  interested  only  in  new  or  rehabilitated  housing  and 
are  unwilling  to  finance  existing  housing  under  the  Urban  Investment  Program. 

Several  mortgage  brokers  have  considered  the  possibility  of  issuing  mortgage- 
backed  securities  guaranteed  by  GNMA.  FHA  and  VA  loans  which  qualify  under 
the  Urban  Investment  Program  could  serve  as  a  pool  for  such  securities,  and 
then  the  purchase  of  these  securities  would  qualify  under  the  standards  of  the 
Urban  Investment  Program.  One  company  has  made  a  commitment  to  purchase 
securities  backed  by  FHA  mortgages  on  new  construction  under  Section  235. 

Naturally,  however,  it  is  difficult  to  sell  such  securities  to  those  companies 
which  prefer  the  higher  returns  of  direct  mortgage  lending. 
Sincerely, 

Ebio   Stevenson, 
Director  of  Urban  Affairs. 


The  Manhattan  Life  Insurance  Co., 

New  York,  N.Y.,  July  28, 1970. 
Mr.  Joseph  Colon, 
President,  Hogar  Funding  Corp., 
Brooklyn,  N.Y. 

Dear  Mr.  Colon  :  Thank  you  for  your  letter  dated  July  15th  concerning  the 
possibility  of  our  considering  FHA  and  VA  loans  on  one  to  four  family  homes 
located  in  New  Y^ork  State. 

Because  of  our  large  inventory  of  commitments  still  in  warehousing  banks 
as  well  as  an  unusually  high  demand  for  policy  loans,  we  have  withdrawn  from 
the  FHA  and  VA  mortgage  market  and  do  not  anticipate  that  we  will  reenter 
this  mortgage  market  in  the  foreseeable  future.  In  addition,  we  liave  not  had 
a  very  favorable  experience  with  many  of  the  two  and  three  family  residential 
properties  purchased  under  the  FHA  insurance  program  both  as  it  relates  to 
the  borrowers  and  the  foreclosure  procedure  and  requirements  of  the  FHA. 
Until  we  can  resolve  many  problems  which  we  have  incurred  with  respect  to 
FHA  foreclosures  our  Board  does  not  feel  that  we  should  continue  to  participate 
in  future  FHA  programs. 

We  appreciate  your  writing  to  us  and  will  keep  you  in  mind  if  our  policy 
should  change  sometime  in  the  future. 
Very  truly  yours, 

Frank  J.  Finan, 
Senior  Vice  President,  Investments. 


Federal  National  Mortgage  Association, 

Office  of  the  President, 
Washington,  B.C.,  February  16,  1972. 
Mr.  Joseph  Colon, 
President,  Hogar  Funding  Corp., 
Ridgeicood,  N.Y. 

Dear  Mr.  Colon  :  We  are  in  receipt  of  your  letter  of  January  31,  1972,  in  which 
you  are  requesting  the  opportunity  to  service  a  portion  of  Federal  National  Mort- 
gage Association's  multifamily  mortgages  placed  with  Servicers  in  our  experi- 
mental program. 

As  you  probably  know,  FNMA  does  encourage  and  supix)rt  economic  expan- 
sion of  minority  enterprises  in  the  mortgage  community.  However,  considering 
the  limited  nature  of  the  test  program  and  our  desire  to  experiment  with  com- 
panies within  each  regional  office  city  and  also  with  companies  having  the  facil- 
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ities  and  the  expertise  in  servicing  large  projects,  it  would  not  be  feasible  at  this 
time  to  add  other  Servicers  to  the  program. 

After  gathering  sufficient  information  and  evaluating  the  results,  we  will  be 
happy  to  discuss  with  you  our  considerations  for  future  servicing.  I  hope  you 
can  appreciate  our  position  in  this  area. 
Sincerely  yours, 

Oakley  Hunter. 


Department  of  Housing  and  Urban  Development, 

Federal  Housing  Administration, 
Washington,  D.O.,  January  18, 1971. 
Mr.  Joseph  Colon, 
President,  Hogar  Funding  Corp., 
Brooklyn,  N.Y. 

Dear  Mr.  Colon  :  Secretary  Romney  has  asked  me  to  reply  to  your  letter  of 
December  28,  1970,  concerning  your  plans  to  establish  a  real  estate  trust  for  the 
purpose  of  providing  interim  financing  needed  to  bring  about  housing  rehabilita- 
tion. 

We  are  pleased  to  know  of  your  efforts,  as  this  Department  shares  your  con- 
cern over  the  need  to  expand  efforts  in  the  area  of  housing  rehabilitation.  As  you 
may  know,  this  Department  is  making  a  concerted  effort  to  greatly  expand  the 
volume  of  rehabilitation  of  lower  income  housing.  A  little  over  a  year  ago.  Proj- 
ect Reliab  was  launched  for  the  purpose  of  generating  a  capacity  for  large  scale 
housing  rehabilitation  in  fifteen  cities,  A  goal  of  approximately  2,500  units  per 
city  was  set  for  fifteen  cities.  New  York  City  is  one  of  the  cities  selected  for  in- 
clusion under  this  program.  We  hope  to  be  able  to  expand  Project  Rehab  to  in- 
clude more  cities  in  the  near  future. 

The  efforts  of  those  such  as  yourself  wuU  be  helpful  to  this  Department  in  its 
goal  of  increasing  the  availability  of  rehabilitated  housing  for  lower  income  fam- 
ilies. We  wish  you  well  in  your  efforts. 
Sincerely  yours, 

M.  Carter  McFarland, 
Assistant  Commissioner  for  Rehabilitation. 


The  Secretary  of  Housing  and  Urban  Development, 

Washington,  D.G.,  March  2,  1971. 
Mr.  Nick  Ortiz, 

Deputy  Assistant  Administrator  for  Minority  Enterprise,  U.S.  Government  Small 
Business  Administration,  Washington,  D.G. 
Dear  Mr.  Ortiz  :  I  am  replying  to  your  letter  of  February  18,  1971,  written  on 
behalf  of  Mr.  Joseph  Colon,  President,  Puerto  Rican  Home  Owners  Associa- 
tion, Inc. 

The  Housing  and  Urban  Development  Act  of  1968  contains  a  provisions  author- 
izing counseling  for  lower-income  mortgagors  whose  mortgages  are  insured  under 
Section  235.  However,  Congress  has  not  yet  apupropriated  any  funds  for  such 
counseling  activities.  In  some  communities  volunteer  organizations  have  agreed 
to  provide  counseling  in  order  that  families  might  obtain  mortgage  insurance 
under  Section  237.  A  program  of  counseling  for  low-  and  moderate-income  fami- 
lies receiving  assistance  under  the  National  Housing  Act,  has  been  authorized 
by  Section  903(a)  (1)  (iii)  of  the  Housing  and  Urban  Devlopment  Act  of  1970. 
However,  this  program  is  not  yet  operational. 
Mr.  Colon  has  also  received,  this  information. 
Sincerely, 

George  Romney. 


Department  of  Housing  and  Urban  Development, 

New  York,  N.Y.,  March  9, 1971. 
Mr.  Joseph  Colon, 

President,  Puerto  Rican  Home  Owners  Association,  Inc., 
Brooklyn,  N.Y. 

Dear  Mr.  Colon  :  As  promised  you  in  my  letter  dated  February  26,  1971,  our 
staff  reviewed  your  counseling  proposal  designed  to  be  of  assistance  to  low  and 
moderate  income  families  in  New  York  State  to  determine  whether  HUD  funds 
might  be  available  to  finance  it. 
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While  vour  proposal  contains  many  intersting  and  benficial  features  outright 
grants  of  HUD  funds  cannot,  under  existing  regulations,  be  used  to  finance  the 
overall  operations  of  an  organization  established  to  provide  counseling  services, 
no  matter  how  beneficial  they  may  be.  ^  ■a^^AUr.r.ir 

As  set  forth  in  our  Low-Rent  Housing  Homeownership  Programs  Handbook, 
a  copy  of  which  is  herewith  annexed,  HUD's  ability  to  render  assistance  to  orga- 
nizations providing  counseling  services  is  limited  to  funding  through  annual 
contributions  contracts  to  finance  specific  contracts  between  a  particular  local 
housing  authoritv  and  a  contractor  providing  counseling  services  to  tenants. 
The  fact  that  the  counseling  service  is  nonprofit  in  nature  does  not  alter  this 
conclusion.  . ,  ._    .,  .„^  .^^ 

I  regret  that  our  Department  is  unable  to  provide  you  with  the  specific  type 

of  funding  which  your  organization  is  seeking. 

Very  truly  yours,  „   .^  „ 

S.  William  Green, 

Regicmal  Administrator. 

Department  of  Housing  and  Urban  Development, 

Office  of  Housing  Management, 

Washington,  D.C.,  March  15,  1971. 
Mr.  Joseph  Colon, 

President,  Puerto  Rican  Home  Owners  Association,  Inc. 
Brooklyn,  N.Y. 

Dear  Mr.  Colon  :  This  is  to  acknowledge  receipt  of  the  proposal  of  your  or- 
ganization to  become  an  authorized  counseling  agency  under  the  Section  237 
Credit  Assistance  and  Counseling  Program.  We  shall  communicate  with  you  fur- 
ther upon  preliminary  review  and  recommendation  of  this  submission  by  the  De- 
partment  of  Housing  and   Urban  Development  Hempstead  Insuring  Office. 

Sincerely, 

Clifton  P.  Lander,  Jr., 
Director,  Counseling  and  Tenant  Assistance  Staff. 


Department  of  Housing  and  Urban  Development, 

New  York,  N.Y.,  July  14, 1971. 
Mr.  Joseph  Colon, 

President,  Puerto  Rican  Home  Oicners  Association,  Inc., 
Brooklyn,  N.Y. 

Dear  Mr.  Colon  :  Thank  you  for  your  letter  dated  June  28,  1971,  in  which 
you  informed  me  that  you  learned  that  $3,000,000  will  be  appropriated  for  coun- 
seling services  similar  to  those  to  be  provided  by  the  Puerto  Rican  Home  Owners 
Association,  Inc. 

Section  237  of  the  National  Housing  Act  authorizes  budget,  debt  manage- 
ment, and  related  counseling  services  to  mortgagors  whose  mortgages  are  in- 
sured under  that  section  as  the  Secretary  may  determine  to  be  necessary.  The 
law  also  authorizes  counseling  to  other  eligible  families  who  lack  sufficient  funds 
to  supply  a  down  payment  to  help  them  save  the  amount  necessary.  Counsel- 
ing may  also  be  provided  to  families  who  are  eligible  for  assistance  payments 
under  Section  235,  and  to  families  living  in  public  housing  units. 

Up  to  the  present  time,  however,  no  appropriations  have  been  made  for  this 
program.  The  House  Committee  on  Appropriations  has  just  included  $3,000,000 
in  a  bill  to  provide  such  counseling  services  on  an  experimental  basis  for  eligible 
low  income  families. 

While  I  am  hopeful  that  this  bill  will  shortly  receive  final  Congressional  ap- 
proval, our  Department  must  await  such  approval  before  any  portion  of  this 
sum  of  .$3,000,000  can  be  allocated  to  your  organization.  Once  such  final  approval 
is  made,  there  still  remains  to  be  determined  whether  these  funds  will  be 
allocated  exclusively  by  the  Central  Office  or  whether  portions  thereof  will  be 
allocated  by  the  Central  Office  to  the  various  Regional  Offices  for  subsequent 
distribution. 

In  either  instance  we  shall  certainly  give  every  consideration  to  a  demonstra- 
tion counseling  project  to  be  conducted  by  the  Puerto  Rican  Home  Owners  Asso- 
ciation, Inc. 

Very  truly  yours, 

S.  William  Green, 
Regional  Administrator. 
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Proposal  for  a  Homeownership  Counseling  Program  To  Be  Administered  by 
Puerto  Rican  Homeowners  Association  in  the  New  York  City  Metro- 
politan   Area 

i.  background 

Pureto  Rican  Homeowners  Association  (PHRA)  was  organized  on  June  1st, 
1967,  to  provide  a  media  for  Puerto  Rican  liomeowners  in  the  New  York  Citj'  area 
to  exchange  information  on  problems  associated  with  homeownership  and  to  en- 
gage in  collective  action  directed  at  such  problems.  At  its  monthly  meetings, 
presentations  are  made  by  experts  on  mortgage  finance,  insurance,  real  estate, 
and  home  improvement  practices.  Some  of  the  PRHA's  publications  and  other 
material  presented  to  its  members  is  attached  to  this  proposal  as  Exhibit  1. 

At  present  PRHA  has  no  paid  staff.  Its  activities  have  been  carried  out  by 
Joe  Colon,  President  and  principal  founder,  and  by  its  other  officers.  Such  rela- 
tively informal  activities  have  effectively  met  the  needs  of  the  middle  income 
families  who  in  the  past  have  been  able  to  become  homeowners.  Recognizing 
the  need  to  create  homeownership  opportunities  and  sound  housing  for  low  and 
moderate  income  families — as  well  as  to  provide  services  to  those  who  become 
homeowner.s — PRHA  is  extending  the  scope  of  its  activities.  On  March  10.  1968, 
PRHA  initiated,  along  with  the  Saint  Ambrose  Catholic  Church,  a  project  to 
develop  120  units  of  moderate  income  housing  under  Section  221d3.  PRHA  is  sub- 
mitting this  contract  to  HUD  to  make  evaluations  and  recommendations  on 
mortgage  credit  applications  of  families  who  would  not  otherwise  meet  FHA's 
underwriting  requirements  ("special  credit  risk  cases").  The  purpose  of  this 
proposal  is  to  present  PRHA's  contemplated  programs  and  funding  requirements 
for  establishing  a  professional  organization  to  support  low  and  moderate  home- 
ownership  programs. 

II.      contemplated     PROGRAMS 

Homeownership  counseling  programs  must  have  a  defined  scope  in  order  to 
be  effective.  To  attempt  to  serve  all  low  and  moderate  income  families  in  New 
York  City  who  might  conceivably  become  homeowners  in  the  future  would  in- 
sure the  failure  of  such  programs.  A  vast  budget  would  be  required  to  prepare 
substantial  numbers  of  families  who  have  never  owned  a  home  for  the  responsi- 
bilities of  homeownership.  Not  only  must  such  families  be  familiarized  with 
technical  matters,  such  as  mortgage  finance  and  insurance,  but  training  also  is 
required  to  change  basic  social  attitudes  developed  over  years  of  residence  as 
tenants  in  phy.sically  dilapidated  private  housing  or  socially  ineffective  public 
housing. 

A  realistic  contraint  on  homeownership  opportunities  will  be  the  extremely 
small  (relative  to  homeownership  aspirations)  number  of  housing  units  which 
can  be  developed  through  rehabilitation  and  new  construction  techniques,  with 
appropriate  housing  assistance  subsidies  for  low  and  moderate  income  families, 
or  for  that  matter,  any  families.  Even  if  all  families  in  New  York  had  an  income 
sufficient  to  meet  the  unsubsidized  housing  expense  pattern  associated  with 
homeownership,  several  decades  would  be  required  imder  present  housing  pro- 
duction rates  to  construct  and  rehabilitate  a  sufficient  number  of  standard  units 
for  New  York  City's  present  population. 

To  focus  its  programs  upon  families  with  an  imminent  home  ownership  oppor- 
tunity, PRHA  will  work :  1 )  through  non-profit  housing  development  corpora- 
tions engaged  in  redeveloping  blighted  areas  and  2)  through  community  groups, 
real  estate  brokers,  mortgage  companies,  insurance  agencies,  and  attorneys  in- 
volved in  individual  homeownership  transactions  in  transitional  areas.  PHRA 
will  also  initiate  demonstration  programs  to  assist  over-income  public  housing 
tenants  and  a  limited  number  of  welfare  families  in  becoming  homeowners.  While 
the  emphasis  of  its  programs  will  be  upon  the  homeownership-related  needs  of  the 
individual  family.  PRHA  will  also  be  prepared  to  provide  limited  technical 
assistance  to  non-profit  housing  development  corporations  regarding  creating  con- 
dominium and  cooperative  organizations  and  making  appropriate  financing 
arrangements.  Efforts  further  will  be  made  to  train  its  personnel  to  identify  other 
(non-homeownership  related)  problems  of  individual  families  and  to  refer  the 
family  to  the  appropriate  agency  dealing  with  such  problems  (i.e.,  "A  gatekeep- 
ing function"). 

Aside  from  special  programs  dealing  with  public  housing  and  welfare  programs, 

the  aid  of  PRHA's  homeownership  development  programs  will  be  to  establish 

an  initial  contact  with  a  family  when  it  has  signed  a  contract  to  purchase  a 

home.  The  credit  underwriting  characteristics  of  the  home  purchase  will  be  re- 
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viewed  to  determine  if  the  purchaser  should  be  processed  under  PRHA's  special 
program  or  through  normal  mortgage  processing  channels.  The  terms  of  purchase 
will  be  check3d  for  unconscionable  provisions  and  conditions.  Where  neces.sary, 
purchasers  will  be  referred  to  community  legal  service  groups  or  private  attor- 
neys. A  brief  orientation  will  be  given  to  the  purchasing  family  regarding  the 
nature  of  the  documents  which  will  be  executed  at  the  closing,  the  obligations  and 
duties   of  a   homeowner,   and  the  nature  of  PRHA's  activities   and   services. 

Within  two  weeks  after  the  orientation  visit,  a  purchasing  family  will  be 
invited  to  an  informal  evening  meeting  of  a  small  group  of  prospective  home 
owners  in  the  area  where  that  family  is  purchasing  its  home.  In  addition  to  a 
staff  member,  that  meeting  will  be  attended  by  several  families  who  already  own 
homes  in  the  area.  Each  prospective  homeowning  family  will  be  assigned  to  a 
family  already  owning  its  home  and  with  similar  interests  (age  of  family  mem- 
bers, etc.)  on  a  type  of  "buddy  system".  The  reactions  of  the  prospective  home- 
owners to  matters  presented  in  the  orientation  talk  and  other  questions  of  such 
families  wuU  be  discussed  at  this  meeting. 

The  prospective  homeowning  family  also  will  be  visited  at  least  once  prior  to 
closing  and  once  after  closing  by  a  field  staff  worker  trained  in  home  economics. 
That  field  staff  worker  will  attempt  to  determine  in  an  informal,  non-bureau- 
cratic manner,  any  home-making  and  social  problems  the  family  might  have. 
The  family  will  be  referred  to  appropriate  agencies  and  programs.  The  staff 
home  economist  also  will  assist  the  family  in  preparing  a  budget  including  a 
determination  of  the  maximum  installment  indebtedness  the  family  can  incur  on 
furniture  and  other  home  furnishings. 

After  closing,  the  "buddy  family"  will  encourage  the  new  homeowning  family 
to  join  PRHA ;  attend  meetings  of  the  appropriate  chapter  of  PRHA  ;  and  request 
assistance  from  the  office  of  PRHA  on  insurance,  mortgage  finance  and  other 
homeownership  related  problems. 

PRHA  will  notify  financial  institutions  holding  mortgages  on  families  pro- 
cessed through  its  homeownership  development  programs  to  notify  it  of  any 
delinquencies  which  arise  on  such  mortgages.  Upon  being  notified  of  such  a  delin- 
quency a  field  investigation  will  be  made  to  determine  how  the  family  might  be 
assisted  in  overcoming  the  conditions  leading  to  the  delinquency.  It  is  contem- 
plated that  special  financing  assistance  can  be  arranged  with  commercial  banks 
to  assist  families  with  temporary  loss  of  income  because  of  unemployment,  sick- 
ness, and  other  temporary  conditions.  Eventually,  consumer  credit  unions  might 
be  created  under  PRHA  auspices  to  assist  homeowners  to  meet  such  situations 
and  to  make  loans  to  prospective  homeowners  for  furniture  and  basic  appliances. 

Where  a  family  is  unable  to  continue  meeting  its  homeownership  obligations, 
PRHA  will  refer  the  family  to  real  estate  brokers  who  can  assist  it  in  disposing 
of  the  imit,  on  a  reasonable  basis,  to  a  family  capable  of  meeting  such  obligations. 
PRHA  will  also  assist  the  defaulting  family  to  obtain  rental  housing.  It  is  fur- 
ther contemplated  that  a  fund  will  be  established  which  will  permit  PRHA  to 
take  over  a  unit  for  which  an  immediate  purchaser  cannot  be  found  and  to  rent 
such  imit  until  a  purchaser  can  be  found.  Through  the  above  procedures  PRHA 
should  be  able  to  guarantee  cooperative  lenders  that,  luider  normal  circumstances 
(barring  major  recessions,  etc.)  they  will  not  be  required  to  foreclose  a  mortgage 
made  to  a  PRHA  assisted  purchaser.  The  above  programs  will  also  minimize  the 
FHA  underwriting  risk  on  "special  risk"  cases  recommended  for  insurance  by 
PRHA. 

In  the  case  of  "special  risk"  moregage  credit  applications,  PRHA's  first  resonsi- 
bility  will  be  to  obtain  full  information  regarding  past  conditions  whch  might 
otherwse  disqualify  a  prospective  borrower  and  to  document  how  such  condi- 
tions have  changed.  Inve.stigations  will  be  made  to  determine  if  FHA  should  be 
requested  to  waive  restrictions,  on  the  nature  and  length  of  employment,  the  re- 
lationship of  housing  expense  to  income,  and  other  basic  underwriting  require- 
ments. Where  applicants  have  present  credit  and  social  problems  which  normally 
would  disqualify  them,  a  determination  will  be  made  whether  the  family  can 
obtain  effective  assistance  to  overcome  such  problems. 

The  results  of  staff  investigations  on  "special  risk"  mortgage  credit  cases  will 
be  submitted  for  final  decision  to  evaluating  committees  containing  both  staff  and 
citizen  members.  Both  the  staff  and  citizen  members  of  such  committees  will  be 
periodically  rotated  to  prevent  favoritism  and  other  abuses.  Any  applicant  will 
have  a  right  to  personally  appear  before  the  evaluating  committee.  Since  home- 
ownership  is  more  of  a  privilege  than  a  right,  tlie  evaluating  committees  will  be 
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equipped  to  make  both  absolute  and  conditional  decisions — i.e.,  conditional,  in 
the  sense  of  granting  approval  provided  that  the  applicant  meets  certain  reason- 
able conditions,  such  as  reducing  installment  indebtedness,  etc.  Moreover,  re- 
jected applicants  will  have  an  opportunity  to  make  a  new  application  within  60 
or  90  days  after  being  initially  rejected. 

An  important  aspect  of  the  success  of  PRHA's  "special  risks"  mortgage  credit 
program  will  be  to  insure  that  mortgage  companies  and  real  estate  brokers  refer 
to  it  all  credit  applications  of  minority  applicants  rejected  by  the  FHA.  Recom- 
mendations will  be  requested  from  the  mortgage  company  or  broker  making  such 
referrals.  PRHA  personnel  also  will  confidentially  discuss  the  rejected  case  with 
the  FHA  credit  underwriter  who  handled  it. 

III.   ORGANIZATIONAL  AND  FUNDING  REQUIREMENTS 

The  organization  required  by  PRHA  to  administer  the  contemplated  home- 
ownership  development  programs  will  consist  of  three  district  components:  1) 
an  Executive  Director  and  Core  Service  Group;  2)  a  division  for  providing  serv- 
ices to  organizations;  and  3)  a  division  for  providing  services  directly  to  fami- 
lies. An  organizational  chart  and  job  descriptions  are  presented  as  Exhibit  2. 
Through  its  Organizational  Service  Division,  PRHA  should  be  able  to  service 
approximately  75  organizations ;  and  through  its  Family  Service  Division,  it 
should  be  equipped  to  service  approxinjately  600  routine  cases  and  300  special 
credit  cases. 

The  Executive  Director  and  the  two  Deputy  Directors  in  the  Core  Service 
Group  will  establish  and  maintain  the  relationships  with  both  community  and 
private  groups  and  individuals  through  which  PRHA  will  offer  its  services. 
They  will  also  establish  arrangements  for  referring  non-homeownership  prob- 
lems to  other  organizations. 

The  Organizational  Service  Division  will  assist  housing  development  corpora- 
tions and  other  housing-related  organizations  in  establishing  appropriate  units 
for  administering  their  own  homeownership  development  programs.  This  PRHA 
division  will  actually  conduct  training  programs  to  equip  community  persons  to 
discharge  the  intake,  investigations,  and  home-making  functions  performed  by 
its  staff  personnel  in  PRHA's  own  family  service  division.  The  Organizational 
Service  Agents  will  be  assigned  to  service  other  specific  groups  or  areas.  They 
also  will  serve  as  Executive  Secretaries  to  the  Chapters  of  the  PRHA  formed 
in  the  areas  they  are  servicing. 

The  Family  Service  Division  of  PRHA  will  primarily  assist  individual  fami- 
lies referred  to  PRHA  by  mortgage  companies,  real  estate  brokers,  attorneys, 
etc.  The  initial  interview  or  intake  function  will  be  under  the  direct  supervision 
of  a  Case  Analyst.  Through  appropriate  training,  the  interviewers  will  be 
equipped  to  spot  cases  which  should  be  referred  directly  to  the  Special  Credit 
Department.  Cases  not  requiring  the  special  processing  of  that  department  will 
be  immediately  serviced  in  the  field  by  the  Homemaking  Department.  Of  course, 
cases  recommended  for  insurance  by  the  Special  Credit  Department  also  will 
receive  field  services  from  the  Homemaking  Department. 

A  budget  for  the  PRHA  Homeownership  Counseling  Program  is  presented  in 
Exhibit  3.  The  salary  levels  presented  in  that  budget  are  based  upon  comparable 
salaries  paid  by  community  organizations  to  personnel  performing  similar  func- 
tions. It  is  estimated  that  approximately  2400  square  feet  of  office  space  will  be 
rented  at  a  cost  of  $2.50  per  square  foot  per  year.  Office  equipment,  consumable 
supplies  and  the  other  administrative  expenses  also  are  based  upon  costs  budg- 
eted by  other  community  organizations  for  similar  operations.  It  is  contemplated, 
with  the  approval  of  the  F.H.A.  that  a  reputable  consulting  firm  will  be  retained 
on  an  annual  basis  to  assist  both  the  staff  and  directors  of  PRHA  in  program 
development  and  execution  including  establi-shing  relationships  with  both  service 
supportive  and  recipient  organizations  in  preparation  of  program  guidelines, 
procedures,  and  forms,  and  in  development  of  standards  for  evaluating  program 
effectiveness. 

JOB  DESCRIPTIONS 

Executive    Director 
Responsibilities : 

To  serve  as  liason  betw^een  the  Board  of  Directors,  the  staff,  and  the  organiza- 
tions being  serviced  by  PRHA  programs. 

To  make  initial  contacts,  along  with  the  appropriate  Deputy  Director,  with 
important  community  organizations  and  financial  institutions  involved  in  PRHA's 
programs. 

To  supervise  staff  and  establish  appropriate  personnel  policies. 
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To  represent  PRHA  in  FHA  and  other  government  agencies. 
To  coordinate  ttie  development  of  systems  and  procedures  tlirough  wtiich  home- 
ownership  training  will  be  administered. 

Required  background: 

Bacculaureate  (and  preferably  Masters  Degree)  in  Business  Administration, 
Social  Work  or  Education ;  or  executive  level  experience  in  community  action 
programs  or  with  financial  institutions. 

Demonstrated  ability  to  motivate  people  and  exercise  effective  administrative 
leadership. 

Deputy  Director — Fincmcial  Services 
Responsibilities : 

To  establish  relationships  with  financial  institutions,  real  estate  brokers,  and 
attorneys  who  might  refer  prospective  homeowners  to  PRHA. 

To  develop  and  administer  credit  union  and  other  consumer  finance  programs. 

To  develop  and  administer  programs  for  meeting  the  lenders  financial  obliga- 
tions on  properties  where  the  buyer  defaults. 

Required  background: 

Baccalaureate  degree  in  liberal  arts  or  business  administration,  or  acceptable 
work  experience. 

Demonstrated  ability  in  a  sales  capacity,  preferably  with  real  estate  operations. 

Knowledge  of  mortgage  finance  practices  and  procedures. 

Deputy  Director — Social  Services 
Responsibilities: 

To  establish  relationships  with  community  organizations  which  can  deal  with 
non-homeownei'ship  related  problems  encountered  through  PRHA'S  activities. 

To  train  PRHA  personnel  and  those  of  community  organizations  serviced  by 
PRHA  in  Social  Service  techniques. 

Required  background: 

Baccalaureate  degree  in  social  work  or  acceptable  work  experience. 

Knowledge  of  governmental  and  private  programs  to  provide  social  services 
and  of  organizations  administering  such  programs. 

Deputy  Director — Organizational  Services 
Responsibilities : 

To  establish  relationships  with  non-profit  housing  groups  and  other  organiza- 
tions invohed  in  housing  development. 

To  develop  programs  to  train  the  personnel  of  such  groups  and  organizations 
in  the  systems  and  procedures  devised  to  administer  homeownership  training. 

Required  background: 

Baccalaureate  degree  in  education  or  acceptable  work  experience. 

Denionstrnted  leadership  ability  as  a  public  school  teacher  or  administrator  or 
as  an  official  of  a  non-profit  housing  group. 

Deputy  Director — Family  Services 
Responsibilities : 

To  supervise  the  PRHA  staff  engaged  in  administering  homeownership  training 
and  assistance  to  individual  families. 

To  establish  the  committees  and  evaluation  procedures  used  to  handle  special 
risk  mortgage  credit  cases. 

Required  background: 

Baccalaureate  degree  in  social  services  or  business  administration  or  accept- 
able work  experience. 

Knowledge  of  mortgage  credit  underwriting  procedures. 
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Administrative  Assistants 

Responsibilities:  To  assist  the  Deputy  Director  to  whom  they  are  assigned  in 
dischai'ging  his  or  her  responsibilities. 

Required  background :  Administrative  experience  in  community  action  programs. 

Organizational  Service  Agents 
Responsibilities : 

To  maintain  liaison  with  organizations  being  serviced  by  PRHA  home-owner- 
ship development  programs. 

To  assist  the  staff  of  such  client  organizations  in  actually  servicing  prospective 
and  actual  homeowning  families. 

To  serve  as  the  Executive  Secretary  of  regional  chapters  of  PRHA. 

Required  background:  Experience  as  a  volunteer  leader  of  a  community  organiza- 
tion or  as  an  executive  in  a  private  or  public  organization. 

Case  Analyst 
Responsibilities : 

To  supervise  interviewers  of  families  referred  to  PRHA  and  conduct  such  in- 
terviews when  necessary. 

To  review  all  applications  being  processed  by  PRHA  in  order  to  refer  special 
cases  to  other  staff  members  of  PRHA  (i.e.,  to  refer  families  with  social  prob- 
lems to  the  Deputy  Director  Social  Services,  etc. ) 

Required  background:  Experience  as  a  social  worker  or  as  a  mortgage  processing 
oflScer. 

Home  Economist  • 
Responsibilities : 

To  conduct  field  interviews  of  individual  families  being  assisted  by  PRHA. 

To  develop  and  administer  training  programs  dealing  with  problems  of  home 
management  and  repairs.  Evaluation  of  building  contracts. 

Required  background:  Baccalaureate  degree  or  acceptable  work  experience  in 
housing  and  community  developjuent  for  over  three  years. 

Manager — Special  Credit  Department 
Responsibilities: 

To  diagnose  the  conditions  leading  to  the  case  being  classified  as  a  special 
credit  case  and  to  request  appropriate  investigations. 

To  make  recommendations  on  the  disposition  of  the  case  to  the  evaluating 
committees. 

Required  background:  Experience  in  mortgage  or  consumer  credit  underwriting. 

Executive  secretaries 
Responsibilities : 

To  handle  appointments  and  correspondence  of  the  oflBcial  to  whom  she  is 
assigned. 

To  assist  in  the  preparation  of  management  reports  on  the  activities  of  the 
department  to  which  she  is  a,ssigned. 

To  supervise  Clerk  Typists  assigned  to  her  department. 

Required  background: 

Excellent  dictation  and  typing  skills. 
Demonstrated  oflice  management  experience. 

Clerk  Typists 
Responsibilities:  To  handle  routine  form  preparation,  typing  and  filing. 

Required   background:  Completion  of  Stenography  course  or  acceptable  work 
experience. 
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Bookkeeper 

Responsibilities : 

To  maintain  the  general  accounting  records  of  the  organization. 
To  prepare  payroll  and  accounts  payable  checks. 

Required  background: 

Completion  of  a  Bookkeeping  Course. 
Experience  as  a  bookkeeper  in  other  organizations. 

Interviewers,  Investigators,  Assistant  Home  Economists. —  (Community  people 
who  can  be  trained  to  discharge  the  duties  of  these  positions 

EXHIBIT  2 
PRHA  Homeownert     p  Develop! emt  Program 
Organizational  Chart 
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EXHIBIT  3 

prha  homeownership  development  program,  budget — (ist  year  of 

Operation 

Personnel :  ^^ 

Executive  Director $15,  000 

4  Deputy  Directors  @  $12,000  each 48,  000 

2  Administrative  Assistants  @  $9,000 18,  000 

5  Executive  Secretaries  @  $7,500  each  of  the  Executive  Director 
$8,500    38,  500 

5  Clerk  Typists  @  $5,200  each 26,  000 

Bookkeeper   7,  500 

3  Organizational  Service  Agents  @  $9,000 27,  000 

Case    Analyst 9,  000 

2  Interviewers  @  $7,500  each 15,  000 

Homemaker  &  Maintainer  training 9,  000 

2  Assistant  Home-makers  @  $7,500 15,000 

Special  Credit  Manager 9,  000 

2  Investigators  @  $7,500  each 15,  000 

Total  salary 252,  000 

Fringe  benefits 36,  000 

Total  personnel  costs 288,  000 

Consulting  30, 000 

Administrative : 

Rent 6,  000 

Travel . 9,  000 

Consumable    supplies 3,  000 

Postage    3, 000 

Office    furniture 5,  000 

Telephone    4, 000 

Miscellaneous   3,  000 

Total  budget 351,  000 


Letter  to  Senator  Philip  A.  Hart  from  Joseph  Colon  dated  May  31,  1972 

EXHIBIT  3 

Hogab  Funding  Corp., 
Ridffewood,  N.Y.,  May  31, 1972. 
Senator  Philip  A.  Hart, 

U.S.   Senate,    Senate   Antitrust   and  Monopoly  Subcommittee,   Senate  Annex, 
Washington,  D.O. 

Hon.  Philip  A.  Hart  :  Enclosed  please  find  my  corrected  testimony  as  per 
your  instructions.  The  only  correction  that  I  could  see  is  Item  #5  in  question 
of  Mr.  Chumbris  what  part  of  our  business  came  from  local  brokers.  Please  note 
that  same  was  received  by  me  on  Friday  and  today,  Tuesday  was  the  earliest  that 
I  could  send  same  out  to  you. 

I  hope  that  your  office  could  pass  legislation  where  financing  would  become 
available  on  five  families  and  over  in  the  City  of  New  York  so  that  poor  families 
could  buy  same  with  10%  down  payment. 

I  also  hope  that  you  could  establish  the  pool  of  monies  that  I  talked  about 
during  my  testimony.  Rent  control  and  taxes  will  soon  kill  this  type  of  housing 
plus  the  fact  that  there  is  no  financing  available  in  New  York  City. 

I  will  be  more  than  happy  to  cooperate  with  any  government  agency  that 
wants  to  develop  a  program  to  save  this  type  of  housing  that  is  so  much  needed  in 
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our  city.  There  is  not  enough  money  to  rebuild  our  cities  and  this  type  of  housing 
we  should  encourage  our  people  to  buy  because  this  way  we  do  not  need  any 
subsidies,  the  rental  will  provide  the  extra  income. 

I  am  prepaied  to  help  process  these  loans  in  cooperation  with  H.U.D.  to  show 
us  how  it  is  done.  In  my  letters  that  I  submitted  to  you  there  is  a  proposal  for  the 
same  program  including  counseling  that  is  so  important.  I  will  be  willing  to  take 
some  time  to  prepare  it  if  it  means  helping  our  people  own  this  type  of  housing 
which  is  out  of  there  reach. 

Thank  you  for  the  opportunity  given  to  me  and  hope  that  we  could  help  in 
our  housing  problems  so  badly  needed. 
Very  truly  Yours, 

Joseph  Colon,  President. 
EXHIBIT    4 

Hogar  Funding  Corporation  Delinquency  Ratios 

HOGAR  FUNDING  CORP.,  RIDGEWOOD,  N.Y.,  SERVICING  DEPARTMENT-DELINQUENCY  RATIO 


Number 
of  Mort- 
gages 

Amount 

Delinquent 
Number      Percent 

Forbea 
Number 

ranee 
Percent 

Foreclosure 
Number     Percent 

FNMA 

Equitable 

Hogar._ _. 

169 
71 
16 

$3,455,000 

1,617,000 

340, 000 

7 

1 
1 

4.1 

1.4 

.2 

3 

1 
0 

1.8 

1.4 

0 

10 
0 
0 

5.9 
0 
0 

Total... 

256 

5,415,000 

9 

3.5 

4 

1.5 

10 

3.9 

VA(26.2) 

67 
189 

1,429,000 
3, 986, 000 

4 
5 

6.0 
2.6 

3 

1 

4.5 
.5 

6 

4 

9.0 

FHA(73.8)    . 

2  1 

)  service) .. 

Total... 

256 

5,415,000 

9 

3.5 

4 

1.5 

10 

3.9 

Soldtobanks(n 
Total  in  service 

23 
256 

527,  000 
5,415,000 

0 
9 

0 
3.5 

0 

4 

0 
1.5 

0 
10 

0 
3.9 

mortgages 
ted 

Total 
origina 

279 

5, 942, 000 

9 

3.2 

4 

1.4 

10 

3.5 

Senator  Hart.  Do  you  swear  the  testimony  you  will  give  in  this 
proceeding  shall  be  the  truth  and  nothing  but  the  truth,  so  help  you 
God? 

Mr.  Cohen.  I  do,  sir. 

Senator  Hart.  Mr.  Cohen,  I  believe  perhaps  it  might  be  helpful  if 
you  read  for  the  record  the  letter  that  you  directed  to  the  subcom- 
mittee. 


STATEMENT  OF  THEODORE  P.  COHEN,  SECOND  VICE  PRESIDENT 
AND  COUNSEL,  BANCO  POPULAR  DE  PUERTO  RICO 

Mr.  Cohen.  I'll  be  happy  to,  sir. 

Again,  I  would  like  to  apologize  for  the  delay  in  your  receiving  it, 
but  there  was  a  m.ixup  in  the  mails. 

The  Banco  Popular  de  Puerto  Rico  is  a  full  service  commercial 
bank  chartered  over  75  years  ago  under  the  laws  of  the  Common- 
wealth of  Puerto  Rico,  and  is  duly  licensed  to  do  business  in  the  State 
of  New  York. 

The  bank  is  one  of  the  top  100  banks  in  the  Nation.  In  New  York, 
the  bank  has  been  operating  for  approximately  10  years,  has  seven 
offices,  and  conducts  all  business  normal  to  any  commercial  bank  in  the 
city  of  New  York. 

The  bank,  because  of  its  Latin  origin,  does  deal  extensively  with  the 
Latin-Spanish-speaking  community  as  well  as  the  general  public. 
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The  president  and  chairman  of  the  board  of  the  bank  is  Rafael 
Carrion,  Jr.,  and  in  New  York  the  bank  is  directly  supervised  by 
Luis  A.  Abudo,  as  vice  president  of  the  bank. 

In  the  course  of  the  bank's  dealings,  the  bank  has  developed  a  rela- 
tionship with  Hogar  Funding  Corp.  and  Mr.  Joseph  Colon.  Mr.  Colon 
sits  on  the  bank's  advisory  Ijoard  in  the  city  of  New  York,  and  has 
been  dealing  with  the  bank  for  a  number  of  years. 

The  bank  was  instrumental  in  helping  Mr.  Colon  set  up  Hogar 
Funding  Corp.,  which  was  the  first  Spanish-speaking  mortgage  FHA- 
approved  funding  company,  and  has  lent  ISIr.  Colon  assistance  in  this 
regard  since  the  date  of  the  company's  inception. 

The  bank  has  a  line  to  Hogar  Funding  Corp.  to  warehouse  its  mort- 
gages pending  the  permanent  takeouts.  JNIr.  Colon,  at  times,  in  order 
to  compete  with  other  companies,  has  requested  the  bank  to  make  short- 
term  mortgage  loans  to  owners  of  property  for  whom  his  company  was 
handling  FHA  mortgage  applications;  and  the  bank,  in  order  to  as- 
sist INIr.  Colon,  went  along  with  the  request. 

Mr.  Colon  and  Hogar  Funding  Corp.,  with  every  such  interim  loan, 
agreed  with  the  bank  to  purchase  said  mortgage  at  its  face  value  on  its 
due  date,  if  the  mortgage  was  not  paid  prior  to  said  time.  The  terms 
on  said  "interim  mortgage  financing"  were  directed  by  the  going  rates 
for  like  financing  in  the  community. 

The  bank  has  bank  account  relationships  with  Commonwealth  Land 
Title  Co.  of  New  York,  and  does  some  of  its  title  business  with  said 
company.  These  dealings  arise  out  of  the  fact  that  some  of  the  officers 
and  personnel  of  the  bank  are  known  to  the  title  company  and  vice 
versa. 

It  should  be  noted  that  the  bank  has  account  relationships  with  sev- 
eral title  companies  in  the  New  York  area  and  offers  general  banking 
services  to  all  of  them.  As  far  as  the  bank  is  concerned,  there  is  no  rela- 
tionship between  Commonwealth  Land  Title  Insurance  Co.  and  Hogar 
Funding  Corp.  business  with  the  bank. 

I  trust  this  information  will  be  of  assistance,  and  I  am  here  to 
answer  any  questions  you  gentlemen  may  have. 

Senator  Hart.  Thank  you  very  much. 

Mr.  Blum.  ]\Ir.  Cohen,  you  said  that  the  Banco  Popular  is  chartered 
under  the  laws  of  Puerto  Rico,  is  that  correct  ? 

Mr.  Cohen.  That  is  correct,  sir. 

Mr.  Blum.  Who  regulates  it  ? 

Mr.  Cohen.  We  are  regulated  by  the  Commonwealth — the  treasury 
department  of  the  Commonwealth  of  Puerto  Rico ;  in  New  York,  the 
bank  is  regulated  by  the  State  of  New  York  Banking  Department. 

We  are  also  a  member  of  the  FDIC ;  and,  as  such,  the  FDIC  exam- 
iners also  examine  the  bank ;  so  it's  threefold. 

Mr.  Blum.  How  large  is  the  bank  ? 

Mr.  Cohen.  Excuse  me  ? 

Mr.  Blum.  How  large  is  the  bank  ? 

Mr.  Cohen.  In  assets  and  size,  the  bank  rates  approximately  87th 
in  the  Nation ;  its  assets  run  over  three-quarters  of  a  billion  dollars. 

Mr.  Blum.  And  you  say  it  has  operated  in  New  York  City  for  ap- 
proximately 10  years  ? 

Mr.  Cohen.  It's  approximately  10  years.  It  just  had  its  10th  anniver- 
sary in  New  York. 
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Mr.  Blum.  Is  it  engaged  in  the  FHA-VA  mortgage  business  in 
Puerto  Kico  ? 
Mr.  Cohen.  Yes,  it  is,  sir. 

Mr.  Blum.  Rather  extensively,  is  that  not  correct  ? 
Mr.  Cohen.  They  have  a  large  department  down  there;  they  are 
one  of  the  largest  on  the  island. 

Mr.  Blum.  And  that  bank  does  sell  FHA  and  VA  mortgages  in  the 
secondary  mortgage — operates  as  an  originator  and  sells  mortgages 
is  that  correct  ? 

Mr.  Cohen.  It  also  sells — yes. 

Mr.  Blum.  Does  the  bank  originate  home  mortgages  in  New  York. 
FHA-VA? 
Mr.  Cohen.  No,  sir ;  it  does  not. 
Mr.  Blum.  Why  not? 

Mr.  Cohen.  Basically,  because  it  does  not  have  a  department  for 
it  in  New  York  and  it  is  not  set  up. 
Mr.  Blum.  Have  you  ever  considered  setting  up  such  a  department  ? 
Mr.  Cohen.  Possibly  in  the  future.  At  this  point,  the  operation  in 
New  York  is  fairly  self-sufficient ;  it  has  to  be.  The  New  York  opera- 
tion is  governed  by  the  New  York  State  Banking  Department.  That 
is  the  only  part  of  the  operation  they  oversee.  And  the  New  York 
operation  is  not  as  large  as  the  Puerto  Rican  operation,  and,  at  this 
point,  that  particular  area  of  business  has  not  been  gone  into. 

Mr.  Blum.  Are  there  any  specific  reasons  for  not  developing  that 
business  ? 

Mr.  Cohen.  Press  of  time  and  personnel  at  the  moment ;  none  others. 
Mr.  Blum.  Does  Banco  Popular  provide  warehousing  lines  of  credit 
to  other  mortgage  companies  besides  Hogar  ? 

Mr.  Cohen,  They  had  a  line  of  credit  to  another  mortgage  funding 
company,  yes.  It  was  not  utilized. 

Mr.  Blum.  Do  you  recall  who  that  was  ? 
Mr.  Cohen.  Yes,  I  do.  It  was  Springfield  Equities. 
Mr.  Blum.  They  had  been  doing  business  with  Banco  prior  to  the 
Hogar  warehousing? 

Mr.  Cohen.  No,  sir ;  that  would  have  been  subsequent  to  it. 
Mr.  Blum.  Subsequent  ? 

Mr.  Cohen.  They  came  in  after  Ho^ar.  Hogar  was  the  first  com- 
pany that  the  bank  did  warehousing  for  m  New  York. 

Mr.  Blum.  What  steps  did  you  take  to  check  Mr.  Colon's  refer- 
ences prior  to  your  doing  business  with  him  ? 

Mr.  Cohen.  Well,  Mr.  Colon  was  known  to  Mr.  Abudo;  he  has  also 
been  known  to  numerous  personnel  of  the  bank  in  his  position  with  the 
Puerto  Rican  Homeowners  Association ;  and,  as  a  matter  of  fact,  Mr. 
Colon  has  sat  for  several  years  on  the  bank  advisory  board  in  New 
York. 

Mr.  Blum.  So  he  was  well  known  to  you  when  he  approached  you 
for  this  line  of  credit  ? 

Mr.  Cohen.  He  was  known.  I  was  not  there  at  the  time,  but  I  do 
know  he  was  known  to  individuals  with  the  bank. 

Mr.  Blum.  What  are  the  risks  to  a  commercial  bank  in  granting  a 
warehousing  line  of  credit  ? 

Mr.  Cohen.  You  are  taking  a  loan,  literally  at  the  moment  it  is 
made.  The  documents  are  not  in  recorded  form  as  yet.  You  have  only 
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a  notation  that  the  loan  has  been  closed ;  you  don't  have  the  original 
documents,  you  don't  have  the  original  commitments,  you  don't  have 
the  original  insurance/ It  is  really  in  the  stage  of  packaging. 

The  risks  should  be  minimal  m  the  sense  that,  if  everything  is  done 
the  way  it  should  have  been  done,  you  can  sell  it  to  the  Fannie  Mae  or 
another  one  of  the  institutions  that  are  purchasing  or  interested  in  pur- 
chasing these  loans. 

However,  when  they  take  the  mortgage,  every  document  has  to  be 
fully  in  order.  Your  risk  is  basically  if  there  has  been  an  error  made. 

Mr.  Blum.  But  isn't  that  covered  by  the  errors  and  omissions  bond 
held  by  the  mortgage  company  ? 

Mr.  CoHEX.  "\ATien  we  did  this  originally,  there  were  no  errors  and 
omissions  bond.  We  were  doing  this  before  Joe  had  this. 

Mr.  Chumbris.  Will  you  speak  up  ? 

Mrr.  Cohen.  Yes,  I  am  sorrry. 

INIr.  BLU]\r.  Isn't  it  true  that  all  of  the  loans  which  you  warehouse 
for  Mr.  Colon  are  under  takeout  commitment  at  the  time  he  brings 
them  to  you  for  warehousing? 

Mr.  CoHEX.  Yes.  He  has  a  takeout  in  a  sense  from  either  a  life  in- 
surance company,  a  savings  bank,  or  his  purchase  funds  under  Fannie 
Mae. 

Mr.  Blum.  And  those  loans  are  subject  to  an  FHA  firm  commit- 
ment, is  that  correct  ? 

INIr.  Cohen.  They  are  subject  to  a  commitment  letter.  We  don't  have 
the  certificate.  VA  or  FHA. 

Mr.  Blum.  You  don't  have  any  insurance  certificate  at  that  point, 
but  there  is  a  firm  commitment?  Even  lacking  the  certificate,  there  is 
no  question  that  the  Federal  Government  will  pay  if  they  were  in- 
volved in  that  loan  ? 

Mr.  CoHEx\  You  need  the  final  certificate. 

Mr.  Blum.  But  there  is  no  question  ? 

Mr.  Cohen.  If  it  was  issued,  no. 

Mr.  Blum.  So  in  effect  you  have  a  loan  which  is  backed  by  federally 
insured  commercial  paper,  a  form  of  federally  insured  commercial 
paper  on  which  the  holder  of  that  paper  has  a  contract  to  sell  it  to 
someone  else,  and  that's  firm.  "\Aniat  is  the  risk?  I  still  don't  see  it. 

Mr.  Cohen.  There  have  been  occasions  where  Fannie  Mae  has  re- 
fused to  accept  mortgages  because  of  errors  in  documentation.  It  must 
be  correct.  And  if  there  is  an  error,  and  possibly  you  cannot  go  back 
and  find  these  people  to  correct  it,  you  are  taking  a  risk. 

Mr.  Blum.  Have  you  ever  lost  money  on  a  warehousing  line  ? 

Mr.  Cohen.  No,  sir;  we  have  not  lost  money  on  this  warehousing 
line. 

Mr.  Blum.  Do  you  know  of  any  commercial  bank  that  has  lost 
money  on  a  warehousing  line? 

Mr.  Cohen.  I  believe  that  banks  have  taken  a  loss  on  warehousing 
lines.  I  could  not  give  you  chapter  and  verse  or  cite  it,  but  there  are 
potential 

Mr.  Blum.  FHA-insured  mortgages  or 

Mr.  Cohen.  Only  whether  the  FHA  insurance  was  in  effect  at  that 
point. 

Mr.  Blum.  Is  it  very  involved  in  terms  of  handling  a  warehousing 
line  of  credit  ?  Does  it  "take  much  work  on  the  part  of  the  bank? 
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Mr.  Cohen.  Yes,  sir ;  it  does.  We  check  each  and  every  document  as 
it  comes  in.  We  check  for — we  review  all  the  documents,  insurance, 
the  takeouts,  and  make  sure  that  he  has  ample  takeouts  at  any  one 
time. 

Mr.  Blum.  Would  you  explain,  again,  where  the  danger  is  on  the 

warehousing  loan  ? 

Mr.  Cohen.  If  the  documentation — if  there  is  an  error  in  documen- 
tation and  it  is  not  accepted  by  the  takeout  bank  or  the  takeout 
institution. 

Mr.  Blum.  But  you  mentioned  something  about  the  availability  of 
insurance.  I  thought  I  heard  you. 

Mr.  Cohen.  I  am  referring  to — we  require,  for  example,  that  the 
property  be  covered  by  fire  insurance  There  is  a  risk  there.  If  the 
building  is  not  covered  by  fire  insurance,  and  the  property  would  burn, 
they  wouldn't  accept  the  mortgage.  These  are  highly  unlikely  things. 

Mr.  Blum.  But  the  loan  would  never  have  been  closed,  would  it? 

Mr.  Cohen.  There  have  been  occasions  where  we  have  found  the 
insurance  was  not  in  force. 

Mr.  Chumbris.  The  reason  why  I  asked  the  question  the  other  day, 
Mr.  Duncan  referred  to  the  fact  that — if  it  wasn't  Mr.  Duncan,  it 
might  have  been  another  witness — that  if  the  insurance  runs  out;  in 
other  words,  if  the  FHA  losses  are  greater  than  the  insurance  they 
have  covering  it — I  was  just  wondering  if  you  weren't  alluding  to  that 
at  that  point. 

Mr.  Cohen.  No,  sir ;  no. 

Mr.  Blum.  Do  you  know,  Mr.  Cohen,  what  the  present  rate  of  inter- 
est on  short-term  Federal  Treasury  notes  might  be  ?  Would  it  be  on 
the  order  of  2l^  to  3i/^  percent  ? 

Mr.  Cohen.  I  wouldn't  know,  sir. 

Mr.  Blum.  Would  you  agree  that,  generally,  short-term  Federal 
commercial  paper  bears  a  very  low  interest  rate  ?  In  relation  to  long- 
term,  short-term  federally  insured  paper  is  generally 

Mr.  Cohen.  I  would  take  your  word  for  it,  sir;  I  am  not  an  expert 
in  the  field. 

Mr.  Blum.  But  what  is  your  rate  of  interest  to  Mr.  Colon  on  his 
warehousing  line  of  credit  ? 

Mr.  Cohen.  It's  a  product  of  the  prime  rate. 

Mr.  Blum.  The  principle  plus  1  ? 

Mr.  Cohen.  I  think  it's  prime  plus  11/2  or  2, 1  am  not  sure.  This  fluc- 
tuates, also. 

Mr.  Blum.  At  times  that  interest  rate,  according  to  records  we  have 
received  from  the  bank,  has  gone  as  high  as  10  and  lOi/^  percent. 

Mr.  Cohen.  When  the  prime  rate  was  up  to  81/^,  I  imagine  it  would 
have  been  up  there. 

Mr.  Blum.  It  was  up  to  101/2-  We  have  received  records  from  other 
commercial  banks  with  respect  to  other  warehousing  lines  of  credit, 
and  they  usually  charge  prime,  plus  a  quarter,  or  prime  plus  one-half. 

You  seem  to  be  charging  Mr.  Colon  a  considerably  greater  amount. 
Why? 

Mr.  Cohen.  That  was  the  rate  that  was  set.  This  was  at  the  start 
of  his  operation.  The  rate  has  come  down  as  he  has  gone  further  into 
the  business,  and  gains  greater  experience.  This  took  an  inordinate 
amount  of  time  on  the  part  of  personnel  with  the  bank  in  lielping  him 
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to  get  this  set  up.  And  the  only  Avay  that  a  bank  can  be  compensated 
is  through  its  interest  rate. 

Mr.  Blum.  The  difference  in  interest  rate  was  to  compensate  the 
bank  for  the  extra  work  it  did  in  helpintj  Mr.  Colon  <2:et  started,  is 
that  correct? 

Mr.  Cohen.  I  would  say  that  is  definitely  one  of  the  factors. 

Mr.  Blum.  Mr.  Cohen,  who  first  approached  you  with  respect  to 
the  lending  of  interim  funds  to  real  estate  brokers? 

Mr.  CoiiEx.  Mr.  Colon. 

Mr.  Blum.  And  what  was  his  explanation  to  you  for  it  at  the  time  ? 

Mr.  CoiiEX.  He  said  that  he  had  to  make  these  if  he  was  to  keep 
the  loan,  the  package. 

Mr.  Blum.  And  these  loans  were  considered  an  accommodation  to 
Mr.  Colon,  is  that  correct  ? 

Mr.  Cohen.  Yes.  As  a  matter  of  fact,  the  only  way  they  would  be 
made  was  with  an  understanding  that  Hogar  would  take  them  back 
out. 

]Mr.  Blum.  Take  them  back  out  in  the  event  they  weren't  paid  of? 

Mr.  Cohen.  Eight. 

Mr.  Blum.  So  he  had  to  guarantee  them  before  you  would  make 
them  ? 

Mr.  Cohen.  Well,  it  wasn't  a  guarantee;  it  was  a — he  agreed  to 
purchase  them. 

Mr.  Blum.  He  agreed  to  purchase  them.  "We  received  from  you, 
under  subpena,  documents  relating  to  these  short-term  loans,  and  they 
indicate  that  on  the  loans  referred  by  Mr.  Colon,  Banco,  as  a  general 
rule,  charged  21  percent  annual  interest.  Is  that  an  average  kind  of 
interest  rate  for  a  Banco  loan? 

(The  documents  referred  to  follow:) 

EXHIBIT  1 

Mortgages  With  a  Term  of  One  Year  or  Less  Originated  by  Banco  Popular  de 

Puerto  Rico 

1.  Name  of  mortgagor. 

(a)   Business  address. 
(ft)   Principal  officers. 

2.  Address  of  mortgaged  property. 

3.  Date  of  mortgage. 

(a)   Due  date. 
(6)   Date  paid. 

4.  Rate  of  interest. 

5.  Amount  of  mortgage. 

6.  Discount  at  which  mortgage  was  purchased,  if  any. 

7.  Amount  of  commission  or  finder's  fee  for  procurement  of  mortgage. 

Not  Referred  By  Any  Funding  Company 

1.  Pampas  Homes,  Ltd. 

a.  40-20  Junction  Boulevard,  Jackson  Heights,  Queens,  N.Y. 

b.  Franklin  Rand  Weiss,  Pres. 

2.  111-47  43rd  Avenue,  Corona,  Queens,  N.Y. 

3.  November  30,  1970 

a.  March  1,  1971 

b.  January  3,  1972 

4.  5^/4%  per  quarter 

5.  $25,000 

6.  None 

7.  None 
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1.  Toro  33  Realty  Corp. 

a.  75-18  Broadway,  Jackson  Heights,  Queens,  N.Y. 

b.  Alfredo  I.  Piccone,  Pres. ;  Rene  Cambert,  Secretary 

2.  31-12  93rd  Street,  Jackson  Heights,  N.Y. 

3.  February  19,  1971 

a.  May  20,  1971 

b.  April  27,  1971 

4.  4y2%  per  quarter 

5.  $16,800 

6.  None 

7.  None 

1.  Total  Operation  for  Neighborhood  Environment,  Inc. 

a.  330  West  58th  Street,  New  York,  New  York 

b.  Joe  E.  Hunt,  Pres. ;  Robert  Bell,  V.P. ;  Rodolph  Morgan,  Sec'y 

2.  24  Furman  Avenue,  Brooklyn,  New  York 

3.  February  17,  1971 

a.  February  17,  1972 

b.  Open 

4.  9%  per  annum 

5.  $40,000 

6.  None 

7.  None 

1.  Alisha  Estates  Inc. 

a.  40-20  Junction  Boulevard,  Corona,  Queens,  New  York 

b.  Isabel  D.  R.  Wood,  Pres. ;  Alfredo  I.  Piccone,  Secretary 

2.  90-25  24th  Road,  East  Elmhurst,  Queens,  New  York 

3.  December  30,  1971 

a.  March  30,  1972 

b.  Open 

4.  51/4%  per  quarter 

5.  $25,200 

6.  None 

7.  None 

Referred  by  Hogar  Funding  Corp. 

1.  Celar  Operating  Corp. 

a.  410  New  Lots  Avenue,  Brooklyn,  New  York 

b.  John  Morales,  Pres. ;  Alvin  Tahlor,  Secretary 

2.  862  Belmont  Avenue,  Brooklyn,  New  York 

3.  March  24,  1970 

a.  June  24,  1970 

b.  July  2,  1970 

4.  51/4%  per  quarter 

5.  $5,000 

6.  None 

7.  None 

1.  Esperanza  Properties  Ltd. 

a.  1732  Coney  Island  Avenue,  Brooklyn,  N.Y. 

b.  Eugene  De  Vries,  Pres. ;  Npios  R.  Soto,  Secretary 

2.  1433  36th  Street,  Brooklyn,  New  York 

3.  December  14,  1970 

a.  March  15,  1971 

b.  April  6,  1971 

4.  514%  per  quarter 

5.  $12,500 

6.  None 

7.  None 

1.  Gilbo  Properties  Inc. 

a.  2  Reid  Avenue,  Brooklyn,  New  York 

b.  Gilbert  Martinez,  Pres. ;  Robert  Perla,  Asst.  Secretary 

2.  136  Coffey  Street,  Brooklyn,  New  York 

3.  May  1,  1970 

a.  July  31,  1970 
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b.  June  1,  1970 

4.  51/4%  per  quarter 

5.  $8,000 

6.  None 

7.  None 

1.  Koa  Realty  Corp. 

a.  221  Fifth  AA-enue,  Brooklyn,  New  York 

b.  Ortrud  A.  Kapraki,  Pres. ;  Harold  S.  Keller,  Secretary 

2.  5420  6tli  Avenue,  Brooklyn,  New  York 

710  6th  Avenue,  Brooklyn,  New  York 
604  Carroll  Street,  Brooklyn,  New  York 

3.  April  3,  1970 

a.  July  2,  1970 

b.  5420  6th  Ave.,  Brooklyn,  assigned  to  Hogar  Funding  Corp.  7-10-70 
710  6th  Ave.,  assigned  to  Koa  Realty  Corp.  6-1-70 

604  Carroll  Street,  released  to  Koa  Realty  Corp.  7-10-70 

4.  51/4  7o  per  quarter 

5.  $38,000 (5420  6th  ave  $7,000) 

(710  6th  Ave.  19,000) 

(604  Carroll  St.  12,000) 


(  38,000) 

6.  None 

7.  None 

1.  Mardeb  Enterprises,  Inc. 

a.  1128  Nostrand  Avenue,  Brooklyn,  N.Y. 

b.  Milford  Kashetsky,  V.P. ;  David  Kay,  Secretary 

2.  281  Midwood  Street,  Brooklyn,  New  York 

3.  October  21,  1971 

a.  January  25,  1972 

b.  Open 

4.  51/4%  per  quarter 

5.  $15,000 

6.  None 

7.  None 

1.  Suarez  Properties,  Inc. 

a.  936  Manhattan  Avenue,  Brooklyn,  New  York 

b.  Carlos  Suarez,  Pres. ;  Nathan  V.  Bertman,  Asst.  Secretary 

2.  1636  Summerfield  Street,  Ridgewood,  Queens,  New  York 
i\.  February  10,  1971 

a.  May  11,  1971 

b.  April  9,  1971 

4.  4i/^%3  per  quarter 

5.  $17,000 

6.  None 
^.  None 

Mr.  Cohen.  No,  sir ;  it  is  not. 

Mr.  Blum.  How  come  the  interest  rate  was  21  percent? 

Mr.  Cohen.  AVe  asked  ]\Ir.  Colon  and  did  some  checking,  and  this 
was  the  going  rate  for  such  loans  in  the  community  at  that  time. 

Mr.  Blum.  Are  you  aware  of  any  commercial  banks  in  New  York 
State  that  charged  21  percent  for  construction  lending? 

ISIr.  Cohen.  I  am  not  familiar  with  the  market,  sir.  These  loans  were 
short-term,  sir;  they  Avere  3-month  loans.  There  was  a  lot  of  work 
involved  in  doing  it,  and  it  was  a  way  of  attaining  compensation  for 
the  short-term  lending. 

Mr.  Blum.  Do  you  make  other  short-term  loans  of  this  amount,  and 
charge  similar  rates? 

Mr.  Cohen.  Yes ;  there  have  been  some  made. 
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Mr.  Blum.  You  furnished  us  with  data  of  other  loans  of  this  nature, 
which  were  not  referred  by  anyone.  Mr.  Cohen,  how  did  those  come 
to  pass? 

Sir.  CoHEX.  Again,  these  were  by  people  who  were  customers  with 
the  bank,  who  needed  short-term  interim  money  and 

Mr.  Blum.  Were  these  real  estate  broker  customers  who  came  in  and 
said,  "We  need  to  borrow  temporarily,  and  can  you  give  us  some 
accommodation"  ? 

Mr.  CoTiEN.  It  wasn't  accommodation.  I  am  not  familiar  whether  all 
\vere  brokers,  but  I  think  all  were  connected  with  real  estate  opera- 
tions. 

Mr.  Blum.  Do  you  have  any  qualms  about  this  kind  of  business  ? 

Mr.  CoHEX.  Well,  it's  not — it's  a  very  hard  question  to  answer  "Yes" 
or  "No." 

Mr.  Blum.  Did  you  have  any  feeling  about  the  character  of  the 
property  or  people  who  closed  any  of  these  loans  ? 

Mr,  CoHEX.  I  did  not  see  the  property.  We  took  appraisals  that  ]\Ir. 
Colon  would  obtain  for  us,  or  FHA. 

Mr.  Blum.  Where  did  those  appraisals  come  from  ?  Were  those  the 
FHA  appraisals  ? 

Mr  CoHEX.  Generally,  They  were  usually  from  the  FHA  or  Mr. 
Colon — we  would  ask  Joe  to  look  at  the  property.  ]\Ir,  Colon  would 
look  at  the  property,  and  Ave've  used  Mr,  Colon  as  an  appraiser  for 
the  bank  to  view  the  property,  to  check  it  out.  His  word  is  accepted. 

]\Ir.  Blum.  You  made  these,  and  these  were  in  the  nature  of  first 
mortgage  loans,  and  you  were  relying  on  the  FHA  appraisal 

Mr.  CoHEX.  No ;  we  were  relying 

Mr.  Blum  (continuing) .  And  Mr.  Colon's  appraisal  ? 

Mr.  CoHEX  (continuing).  We  Avere  relying  on  Mv.  Colon  and  his 
evaluation  of  the  property.  And  since  he  had  agreed  to  purchase  the 
mortgage,  that  Avas  sufficient  for  the  bank, 

Mr,  Blum.  And  the  interest  rate  was  21  percent? 

]Mr.  CoHEx.  On  some.  On  some  it  Avas  18  percent. 

Mr.  Blum.  Noav,  in  your  statement  you  said  that  there  Avas  no  rela- 
tionship betAveen  INIr.  Colon's  business  and  the  CommouAvealth  Land 
Title  Co.  and  your  bank,  is  that  correct  ? 

EXHIBIT  3 

Material  Relating  to  Hogar  Funding  Corp.  Received  From  Banco  Popular  de 

Puerto  Rico 

Hogar  Funding  Corp. 

general  information 

The  corporation  was  organized  for  the  purpose  of  engaging  in  the  business  of 
originating,  processing  and  servicing  FHA  and  VA  approved  mortgages. 

The  idea  originated  with  Mr.  Joseph  Colon,  a  real  estate  broker,  who  has 
earned  a  fine  reputation  both  in  the  business  community  and  as  a  civic  leader. 

Mr.  Colon  has  been  actiA'e  in  the  mortgage  and  real  estate  business  for  the 
last  elcA'en  years  in  the  City  of  New  York,  and  is  acquainted  with  the  problems 
of  members  of  minority  groups  Avho  seek  home  ownership,  particularly,  those  of 
the  Puerto  Rican  and  Spanish-speaking  groups.  Mr.  Colon  can  well  appreciate 
the  feasibility,  need  and  potential  of  a  facility  of  this  type  at  this  time. 

An  annual  FHA  volume  of  150  million  dollars  is  currently  being  generated  by 
four  existing  mortgage  companies  in  the  Brooklyn  area.  A  new  facility  such  as 
Hogar  Funding  Corp.,  could  conservatively  generate  over  20  million  dollars  of 
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loans  per  year,  which  based  upon  the  net  profit  normally  earned  by  mortgage 
originators,  would  result  in  net  profits  to  the  company  in  excess  of  $200,000.00. 

It  is  expected  that  the  minority-owned  and  minority-managtHl  mortgagee  Cor- 
poration will  be  superior  to  the  existing  facilites  for  the  following  reasons : 

The  present  facilities  have  been  charging  the  minority  borrowers  discount  rates 
of  ten  and  twelve  per  cent  when  the  FNMA  discount  rate  has  been  approximately 
four  per  cent.  Hogar  Funding  Corp.,  will  charge  only  reasonable  discount  rates 
and  will  pass  on  to  the  borrower  any  savings  below  going  rates  that  may  be  avail- 
able due  to  special  minority-oriented  programs. 

The  existing  facilities  are  located  outside  of  the  areas  where  the  lending 
transactions  actually  take  place,  and  it  is  extremely  inconvenient  for  the  bor- 
rowers to  deal  with  them. 

The  new  facility  proposed  will  be  minority  oriented  and  will  be  located  in  the 
immediate  areas  where  the  lending  transaction  take  place.  The  company's  oflBce 
will  be  easily  accessible  to  the  borrower  for  continued  counselling,  aid,  and 
orientation. 

Once  the  company  is  in  operation  to  handle  individual  home  sales  to  middle- 
income  purchasers,  it  could  then  provide  mortgage  financing  and  related  services 
for  low-moderate-income  families  under  Sections  235  and  236  and  under  other 
Sections  of  the  Housing  Act  of  1968. 

The  Certificate  of  Incorporation  was  filed  with  the  Secretary  of  State  on 
March  6,  1969.  The  corporation  is  authorized  to  issue  1,000  shares  preferred 
stock  at  a  par  value  of  $100.00,  and  500  shares  of  common  stock  at  no  par  value. 
The  common  stock  has  been  subscribed  for  by  Air.  Joseph  Colon  and  a  group 
which  he  represents  for  the  amount  of  $50,000.00. 

Under  FHA  regulations,  the  corporation  is  required  to  maintain  a  net  worth  of 
$100,000.00  and  must  have  an  initial  operating  capital  of  $50,000.00  per  oflBce. 
Management  is  now  in  the  process  of  raising  the  additional  required  capital  so 
that  application  for  FHA  approval  can  be  made. 

Warehousing  lines  for  three  million  dollars  have  been  established  with  Banco 
Popular  de  Puerto  Rico  and  the  Chase  Manhattan  Bank. 

Pending  commitments  for  the  same  amounts  for  take-out  are  presently  being 
negotiated. 

In  evaluating  the  profit  potential  of  the  company,  the  following  factors  are  of 
vital  importance : 

A.  Corporate  policy  will  be  to  keep  operating  expenses  at  a  minimum  during  the 
initial  stages  of  operation  and  to  show  the  highest  possible  return  on  the  initial 
investment. 

B.  The  corporation  has  submitted  formal  application  to  the  Federal  National 
Mortgage  Association  to  be  designated  as  a  Loan  Correspondent  under  a  recent 
program  announced  by  the  Association,  designed  to  create  opportunities  for 
minority-owned  businesses.  This  program  Is  in  keeping  with  the  announced 
policy  of  the  present  administration  to  create  business  opportunities  for  minor- 
ity groups.  With  such  a  designation  by  the  Association,  the  corporation  would 
be  able  to  dispense  with  warehousing  expenses  and  would  have  a  virtually  un- 
limited take-out  commitment  at  the  FNMA  rates.  In  addition  to  those  important 
advantages,  under  the  FNMA  program  the  corporation  would  not  be  required 
to  maintain  a  permanent  net  worth  of  $100,000.00  but  only  of  $5,000.00.  If  the 
FNMA  designation  is  obtained,  it  would  virtually  assure  the  success  of  the 
company  for  the  company  would  be  in  a  position  to  undersell  its  competitors, 
thus  passing  on  to  the  borrower  considerable  savings  in  the  discount  charges. 

MANAGEMENT 

The  corporation  will  be  managed  by  its  President  and  Chairman  of  the  Board, 
Mr.  Joseph  Colon,  whose  Resume  is  attached. 

Personnel  will  be  hired  as  the  need  arises  and  several  applicants  for  the  differ- 
ent positions  are  being  presently  considered.  The  policy  of  the  corporation  will 
be  determined  by  its  Board  of  Directors,  which  is  constituted  as  follows : 

1.  JOSEPH  COLON,  real  estate  broker.  Resume  of  experience  attached. 

2.  HON.  GILBERT  RAMIREZ,  attorney  admitted  to  practice  in  the  State  of 
New  York,  former  member  of  the  New  York  State  Assembly,  former  Delegate 
to  the  New  York  State  Constitutional  Convention  of  1967  and  presently  a  Judge 
of  the  Family  Court  of  the  State  of  New  York.  First  nousighted  person  elevated 
to  the  Bench  in  the  history  of  the  State  of  New  York. 

3.  CESAR  H.  QUINONES,  attorney  at  law  admitted  to  practice  in  the  State 
of  New  York  since  1955,  with  extensive  experience  in  real  estate  transactions. 
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He  is  also  legal  counsel  for  such  organizations  as  Puerto  Rican  Community 
Development  Project,  Consumer  Action  Program  of  Bedford-Stuyvesant,  and 
Vice-Chairman  of  Bedford-Stuyvesant  Community  Legal  Services  Corporation. 
Mr.  Quiiiones  nas  been  recently  appointed  as  Law  Secretary  to  Supreme  Court 
Justice,  Thomas  H.  Cullen. 

4.  NICK  ORTIZ,  banker  by  profession,  is  presently  employed  as  Assistant 
Vice-President  of  the  Banco  Popular  de  Puerto  Rico,  here  in  New  York.  Mr. 
Ortiz  is  a  highly  regarded  civic  leader  among  the  Puerto  Rican  community,  and 
was  formerly  an  Assistant  Commissioner  in  the  Housing  and  Development  Ad- 
ministration of  the  City  of  New  York,  in  charge  of  small  business  development. 

5.  ROBERT  L.  ORTIZ,  an  experienced  accountant  who  has  demonstrated  pro- 
ficiency in  business  administration  in  several  successful  business  ventures.  Mr. 
Ortiz  will  personally  participate  in  the  management  of  the  corporation. 

6.  LEGAL  COUNSEL:  Office  of  Frank  A.  Oritz,  I48  Livingston  Street,  Brook- 
lyn, New  York.  This  is  a  firm  of  three  attorneys,  whose  senior  partner  is  Frank 
A.  Ortiz,  graduated  from  City  College  and  Harvard  Law  School.  Mr.  Ortiz  was 
admitted  to  practice  in  the  State  of  New  York  in  1959. 

The  firm  has  had  extensive  experience  in  the  real  estate  and  mortgage  area. 
It  is  presently  representing  clients  engaged  in  several  projects  which  require 
not  only  proficiency  in  the  law,  but  also  the  ability  to  promote  new  business 
among  minority  groups  and  the  financing  of  construction  and  real  estate  projects 
through  the  utilization  of  available  federal  resources  such  as  the  Small  Business 
Administration,  Federal  Housing  Administration,  and  the  new  provisions  of  the 
National  Housing  Act. 

ESTIMATED    OPERATING   EXPENSES 

Rent $3,  000.  00 

Heat/utilities  and  maintenance 1,  000.  00 

Depreciation  office 500.  00 

Mailing 1,  000.  00 

Office  phones 2,  500.  00 

Advertising 3,  000.  00 

2  girls  processing 13,000.00 

Mortgage  solicitor 9,  000.  00 

Bookkeeper  servicing 8,  000.  00 

Manager    office 10,000.  00 

Interest  preferred  stock 7,  000.  00 

Miscellaneous   expenses 2,  500.  00 

Total  60,  500.  00 

ESTIMATED    PROJECTED   INCOME 

$8,000,000.00  per  year  {QV2%  discount) $520,000.00 

Origination  fees  (1%) 80,  000.  00 

Projected  income 600,  000.  00 

Banks  discounts 

Permanent  financing  (takeouts)  @  4%) $320,000.00 

Interest  warehousing  (@i%) 80,000.00 

Additional  bank  expenses  for  disbursements  (a  contingency) 40,  000.  00 

Total  440,  000.  00 

Net  projected  income  before  operating  expenses 160,  000.  00 

Operating  expenses 60,  500.  00 

Net  estimated  income  for  first  year 99,  500.  00 

Payroll   taxes 2,  300.  00 

Estimated  corporate  taxes 24,300.00 

Total   taxes 20,  600.  00 

Net  estimated  income  after  taxes 72,900.00 


955 


-cu-- 


(S?M?^  %te 


EFFECTED-WITH  UlSDERWRITERS  AT 


NO 32AL/aM/0682 


(NOT  INCORPORATED) 
We    confirm    thit    acting    upon    your    insiniciions  wc  have  effected  ituurayce  for  youi  acctmnt 
with   Undcrwiiteij   it   LLOYD'S,    LONDON,   each    for    his   own   part   and   not   one    for   another,   in 
rhe    form    encbsed    herewith. 


Assured: 
P.O.  Aiidress: 
Tern: 

Coverage : 
Limit: 

Deductible: 
Premluro: 

State  Tax:- 
Conditions: 


HOGAR  FUNDING  CORPORATION 

971  Broadway,  New  York,   N.Y. 

August   2li,    1970   to  August  24,    1971  Noon  Standard  Time 
both  dates 

MORTGAGE  BANKERS   BLANKET  BOND 

76.57.  of   $150,000  each  and  every   loss,   but   limited  $10,000 
for  closing  attorneys  not  full   time 
employees  of   the  assured 

$500.    each  and   every   loss 

$1,500  for   1007.  limits 
Premium  for   76.57.  -   $1U7.50 

3.257.  -  $37.29 

Mortgage  Bankers  Blanket  Bond   including  Broad  Form  Errors  & 
Omissions 

Service  of  Suit  Clause  NMA   772-Mendes  &  Mount 
Cancellation  Clause  NMA   1331 
Nuclear  Clause  NMA    1191 


The  insurance  effected  by  this  cover  note  is  subject  to  10  days  canceUatioa  clause. 


This  coi 
or  certificate 
by   delivery   of  policy   or  certificate   o 

DATED  AT        New  York.   N  Y. 
October  12,  . 

(Louis  Vallack  Corp.)   gf 


>  all  terms  aod  conditions  of  the  policy 

automatically  terminated  and  voided 


3ERSON,  LTD. 
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^~^  RADIOACTIVE   CONTAMINATION    EXCLUSION   CLAUSE-- 

^HYSICAL    DAMAGE  — DIRECT 

(Apprited  by  Lloydl  Vnderwr,(ert-  fin  and  A'..n  .\tar,„r  *,.„.c,nl:;n- 

Thii  policy  doe«  not  cover  aoy  !os»  or  rtamAK*  •J'lsinj;  directly  or  indircrlly  from  nucleai 
reactioo  nuclear  rtdiacion  or  rAdioaclive  coolamicaliou  however  Buch  nuclear  reaction  nuclear 
radiation  or  radioactive  contaminatJon  may  have  been  cau«  1  '  NtVERTUELESS  i(  Kire  is  an 
meured  p»nl  and  a  F^n  arieea  directly  or  indirectly  (rotn  nuclear  reaction  nuclear  radiation 
..r  radioactive  eoc tarninauon  any  loaa  or  damage  ar.sing  directly  from  that  Fire  ehall  (subject 
Ut  the  provisioovof  tLis  policy)  be  covered  KXCLUDINO  however  all  loss  or  damuije  caused  by 
liuc'.ear  reaction  nucletr  radiation  oi  radioactive  contarninalioo  arisinn  dirpclly  or  indirrclly 
.liom  that  Fire. 

•  Ntmt.— If  Ftr»  is  not  an  insured  peril  under  this  policy  the  words  from  "  NKVERTHE- 
I  j:8S  "  to  the  end  of  tb»  clause  do  not  apply  asd  should  be  disregarded. 


Prlawd  >t  Ll07d'>,  LoiulaB.  RofUad 
J/8/41 
h.M.A.    U»l 

.^  -(.ip/jroifff-py  mLyns  T-Tracr  "-riryrr  nrr  (nta  ,>fln  Jtormc  ain^etaKont 

NOTWITHSTANDING  anj'thing  ron-aincd  in  Ih.s  Insurance  to  the  -^""^'''y  '';'',,'°on't''ract 

S^gt^  he  .L.ur;d  or  by  o.a,l,ng't«  the  A.,ured,  by  registered,  certified  or  other  first  cU«  mail  at 
^l  A6,ured'8  adrlresi  as  »hn«n  ,n  this  In-urance,  .ritt^n  oMico  stating  when,  not  >*«  than  10  days 
thereaiter  the  cancfilation  shall  be  effective.  The  mailing  of  such  notice  as  aforesaid  shall 
be  sufficient  proof  .'(  "otice  and   thi^  Insurance  shall   terminate  at  the   dat«  and   hour  specified 

'"  'Tt\h?s'"n.urance  shall  bo  cancelled  by  the  AMured  the  Underwriter,  shall  retain  the 
customary  short  rate  <,ro^.rt,on  of  th".  premium  hereon,  except  that  ''  '"'•  '°'"~°'»  '."^^""/^ 
admstaMe  basis  the  •Underuritcrs  shall  r.r.Mve  the  cat  .e-l  premium  hereon  or  .'•'»•  ':"««'r°»7 
.^t\J  r..„  nrnnnrlion  of  anr  minimum  premium  iIium  ated  herein  whichever  is  the  greiflter. 
"""^U  ^hta  'neran^e  shairb'o  clnieiled  by  o™  on  b.h.iH  of  tho  Underwriter,  the  UnderwriUrs 
shrOJ  retain  the  pro  rat*  proportion  of  the  premium  hereon,  except  that  il  this  1°»H;»°"  "  °" 
In  adjustable  basis  the  Underwriters  ehall  receive  the  cArned  premium  hereon  or  the  pro  rat* 
orotxirtion  of  any  mininium  premium  stipulated  herem  whichev«r  la  the  gr«at«r. 
^^ayment  or  Under  of  any  unearned  premium  by  the  UnderwriUrs  shaU  not  be  a  condition 
precedent    to    the   enectivcnres    of    Cancrllation    but   such    payment    shall    be    naade    as    soon    as 

'^'^Vf^the  period  of  limitation  relatinK  to  the  giving  of  notice  is  prohibited  or  made  void  by 
any  iLw^ntriumg  the  construction  thereof,  such  period  shall  be  deemed  U.  be  amended  «, 
aa  to  be  equal  to  the  minimum  period  of  limitation  permitted  by  such  law. 


-aicTTon  unu'Uir matters  orTsingTiereu'naer  shall  be  determined  in  accordance  with  the  law 
and  practice  of  such  Court 

It  is  further  agreed  that  service  of  piocess  in  such  suit  may  be  made  upon 

MENDES  h  MOUNT 

27  William  Street 

New  York,  New  York 
and  that  in  any  suit  instituted  against  any  one  of  them  upon  this  contract,  Underwrite-.-s 
will  abide  by  the  final  decision  of  auch  Court  or  of  any  Appellate  Court  in  the  event  of 
an  appeal. 

The  above-named  are  authorized  and  directed  to  accept  service  of  process  on  be- 
half of  Underwriters  in  any  such  suit  and/or  upon  the  request  of  the  insured  (or  reinsured) 
to  give  a  written  undertaking  to  the  insured  (or  reinsured)  that  they  will  enter  a  general 
appearance  upon  Underwriters'  behalf  in  the  event  such  a  suit  shall  be  inptituted. 

Further,  pursuant  to  statute  of  any  state,  territory  or  district  of  the  Uruted  States 
which  makes  provision  tlierefor.  Underwriters  hereon  hereby  designate  the  Superintendent, 
Commissioner  or  Director  of  Insurance  or  other  officer  specified  for  that  purpose  in  the 
statute,  or  his  successor  or  successors  in  office,  as  their  true  and  lawful  attorney  upon 
whom  may  be  served  any  lawful  process  in  any  action,  suit  or  proceeding  instituted  by  or 
on  behalf  of  the  insured  (or  reinsured)  or  any  beneficiary  hereunder  arising  out  of  this 
Contract  of  insurance  (or  reinsurance),  and  hereby  designate  the  atKive-named  as  the  per- 
■on  to  whom  the  said  officer  is  authorized  to  mail  such  process  or  a  true  copy  thereof. 
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Mr.  Cohen.  To  my  knowledge. 

Mr.  Blum.  Mr.  Chairman,  we  have  received  a  number  of  documents 
from  Banco  Popular  under  subpena.  Among  them  is  the  loan  binder 
for  the  Hogar  Funding  Co.  I  ask  that  appropriate  sections  of  this  file 
be  made  part  of  the  record.  I  should  like  to  read  a  segment  of  that 
now. 

Senator  Hart.  Xo  objection. 

Mr.  Blum.  It's  at  the  end  of  the  sheet. 

The  accounts  carried,  including  aflBliated  or  influenced  accounts,  title  Common- 
wealth Land  Title  Insurance  Company,  SC  Number  96-9-20311,  $50,000. 

Mr.  Cohen.  That  is  a  savings  certificate  like  a  certificate  of  deposit. 
I  thought  you  were  referring  to  demand  deposit  accounts  with  the 
bank.  I  know  Commonwealth  has  them.  They  are  with  the  bank,  I  be- 
lieve, in  the  Rockefeller  Branch.  And,  I  think  I  am  correct  in  saying 
that  those  accounts  have  no  connection  with  it. 

We  do  a  lot  of  business  Avith  Commonwealth  Land  Title,  and  they 
may  have  put  a  certificate  of  deposit  in  the  bank  at  their  request. 
That's  a  savings  certificate. 

Mr.  Blum.  The  deposits  that  you  keep  or  that  you  have  from  Com- 
monwealth relate  to  the  business  that  you  do  with  CommonMealth, 
rather  than  the  business  that  Hogar  does  with  them  ? 

Mr.  Cohen.  T  don't  believe  that  they  relate.  We  offer  a  general  bank- 
ing service  to  the  community  and  Commonwealth  takes  advantage  of 
it.  As  I  say.  I  know  some  of  the  people  at  Commonwealth.  Other  peo- 
ple in  the  bank  know  people  at  Commonwealth.  And  they  know  our 
bank,  and  we  do  banking  business  with  them,  and  we  do  title  business 
with  them, 

Mr.  Blum.  And  they  offer  a  general  service  to  the  community,  and 
you  take  advantage  of  their  general  service  to  the  community  as  well  ? 

Mr.  Cohen.  That  is  correct.  I  would  also  add.  by  the  way,  that 
accounts  have  been  solicited  personally  by  me,  from  Commonwealth. 
Every  officer  of  the  bank,  people  on  the  advisory  committee,  and 
everyone  who  is  friendfy  to  the  bank  is  always  interested  in  soliciting 
accounts  and  in  attempting  to  get  business.  This  is  how  the  bank  has 
grown  in  New  York  and  this  is  how  we  hope  the  bank  will  continue 
to  grow  in  New  York. 

It  is  only  increasing  our  deposits  and  obtaining  new  deposits  that 
we  can  offer  services  to  the  community. 

Mr.  Blum.  I  have  no  further  questions. 

Senator  Hart.  Mr.  Chumbris? 

Mr.  Chumbris.  Thank  you.  In  your  relationship  with  Mr.  Colon, 
how  has  your  bank  fared  ?  Have  you  had  any  problems  ? 

Mr.  Cohen.  Problems  with  Mr.  Colon  ?  No,  sir ;  none  at  all. 

Mr.  Chumbris.  I  mean  as  far  as  any  losses  or 

Mr.  Cohen.  No,  sir. 

Mr.  Chumbris.  Have  you  noticed  an  improvement  in  Mr.  Colon's 
operation  since  he  first  began,  or  since  you  started  servicing  his  cor- 
poration with  the  warehousing  loans  ? 

Mr.  Cohen.  Do  you  mean  as  an  operation,  internal,  or  as  a  financial 
improvement  ? 

Mr.  Chumbris.  I  mean  as  a  financial  improvement.  Is  his  business 
a  business  that  is  moving  forward,  or  at  least  holding  its  own  for  a 
short  operation  ? 
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Mr.  Cohen.  He  is  holding  his  own.  It  could — the  improvement  has 
been  slow  financially. 

Mr.  Chumbris.  Now,  both  of  you  fellows  are  in  the  finance  busi- 
nes,  and  both  of  us  up  here  are  not.  And  you  are  discussing  some 
things  that  may  shoot  over  our  heads.  We  catch  it  maybe  2  days  later. 

You  heard  his  answer  to  some  of  my  questions  toward  the  end  about 
pool  of  money.  How  could  he  be  helped  ?  I  mean,  who  would  be  in  a 
position  in  the  community,  whether  it  be  a  Federal  bank,  a  State  bank, 
or  a  mortgage  company,  or  whatever  it  may  be,  how  could  his  cor- 
poration be  helped  in  carrying  out  the  objectives  of  their  particular 
community  of  financing  homes  for  the  Puerto  Rican  people  ? 

Mr.  Cohen.  The  community  needs  a  fund  of  capital  available.  How 
this  fund  is  put  out  is  obviously  the  problem. 

Mr.  Chumbris.  Well,  that  is  the  question  I  am  asking  you. 

Mr.  Cohen.  Right. 

Mr.  Chumbris.  Who  can  help?  I  mean,  many  times  you  give  us  a 
lot  of  technical  information  and  what  we  really  need  is  something 
that  really  can  look  into  the  heart  of  the  matter  rather  than  just  the 
mind  of  the  matter. 

Mr.  Cohen.  I  really  have  not  studied  it  sufficiently  so  far  as  to  make 
a  study  as  to  how  it  could  help.  I  do  know  this ;  that  the  bank,  itself,  is 
prepared  and  has  spoken  with  Mr.  Colon,  about  extending  his  ware- 
housing line  to  the  point — again,  there  are  limits  put  on  this  very  often 
for  the  borrower's  own  protection. 

For  every  dollar  that  he  puts  out,  or  puts  in  a  mortgage,  he  does 
need  a  certain  amount  of  working  capital.  And  his  working  capital, 
his  equity  in  the  business,  is  limited.  The  more  this  would  be  increased, 
the  more  business  he  would  be  able  to  handle. 

His  problem,  I  would  think,  is  obtaining  the  permanent  takeout. 
The  banks  per  se  have  limited  capital.  The  Banco  Popular  in  New 
York  does  not  do  permanent  mortgage  financing  on  residential  homes 
as  a  practice.  Even  in  Puerto  Rico,  where  we  are  actively  engaged,  as 
Mr.  Blum  pointed  out,  we  also  go  into  the  secondary  market  and  sell 
these  loans. 

Otherwise,  we  also  have  limits — our  basket  would  fill  up  rather 
quickly.  There  has  to  be  a  source  of  funds  where  these  mortgages  can 
be  put.  I  think  the  Fannie  Mae-Ginnie  Mae  operations  have  gone  very 
far  in  this  regard,  and  quite  possibly  they  could  be  expanded  or 
enlarged. 

But  I  am  not  expert  enough  in  the  field. 

Mr.  Chumbris.  I  know  you  haven't  had  too  much  time  to  reflect  on 
this,  but  these  hearings  will  be  open  for  quite  some  time  yet.  We  have 
several  other  areas  we  are  going  to  have  hearings  on,  and  if  you  have 
some  additional  thoughts,  we  would  appreciate  a  letter  from  you  on 
it  for  the  record. 

Mr.  Cohen.  It  would  be  my  pleasure,  sir. 

Mr.  Chumbris.  Thank  you. 

Senator  Hart.  Mr.  O'Leary  ? 

Mr.  O'Leary.  Mr.  Cohen,  looking  at  the  warehousing  line  of  credit, 
the  last  paragraph  on  this  particular  page— I  think  it's  the  third 
page — reads  as  follows : 

An  excellent  relationship  was  developed  since  the  opening  of  this  account. 
Joseph  Colon,  President.  And  has  referred  many  profitable  and  influential  cus- 
tomers to  us. 
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I  am  just  wondering,  does  this  refer  to  the  short  money  loans  of 

other  brokers ?  ^  .   ,  ^   -,■  ^       ^       •*.    ^.u  ^■   -R„f  t 

Mr  Cohen.  No,  I  wouldn't  thnik  so.  I  did  not  write  that.  But  i 
would  not  think  so.  Mr.  Colon  is  on,  as  I  explained,  the  advisory  com- 
mittee. Mr.  Colon  is  well  known  in  the  community.  And  the  bank  holds 
itself  out  to  service  the  community  and  where  he  could  help,  he  has 
been  very  helpful  to  the  bank. 
Mr.  O'Leary.  Thank  you. 
Senator  Hart.  Thank  you,  sir. 

Material  Relating  to  the  Testimony  of 
Theodore  Cohen 
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EXHIBIT  2 


Line  of  Credit  memos  from  Hogar  Funding  Loan  Binder 


(         )  K'FW. 

^  Ml  OF  CREDIT 

)  GUIDANCE 

-   ■ 

(X 

)  REPORT 

.  <     3^  KNf  WAt                                                       (g 

■                                                    ( X    )  ADVISED                ^B                                                    (         )  OFFERING 

o«T.         '' 

8-12-71. 

Delancey          ,'  500.000.00 

*->*r»^,._ 

s  300,000.00 

8-31-71. 

BORROWER 

A60RESS 

HOGAR  FCNBI13G  CORP. 

971  Broadway.  Brooklyn,  B.  T. 

LINE  OF  BUSINESS 

TENOR  AND  PURPOSE  OF  ADVANCES  TO  BE  MADE  UNDERLINE 

tlnrtgage  Bankers-  PHA  and  V.A. 
inaui.bd  mortgages 

Se«  reoarks 

VIE  Of  CREDIT 

LINE  LIMIT 

INTEREST  RATE 

SERVICE  CHARGE 

CURRENT 

PREVIOUS 

CURRENT 

PREVIOUS 

SAVINGS  CERTIFICATES  OR  ACCOUNTS 

MAJUCfTAdLE  SECURITIES 
REAl  ESTATE  MORTGAGES 

$500, 000. 0( 

1%  Over 
Prima 

8  1/2 

35.00 

25.00 

250,470.00 

CHAHEL  MORTGAGES 

ASSIGNMENT  OF  ACCOUNTS  RECEIVA61E 

WAREHOUSE  RECEIPTS 

FACTOR'S  HEN 

TWIST  RECEIPTS 

CROP  HEN  ON 

IMONORiTinM  OF                                                       .  -  ; 

.  -  ■     ^  f  t% 

ra    :.j^ 

COSIGNERS  OR  GUARANTORS 

OEAN 

- . ,  - 

OVERDRAFT 

PAID  t/C  DRAFTS  NOT  REIMBURSED 

X  X  X  X  X  X  X 
X'X  X  X  X  X  X 

.,...^- 

DISCOUNTED  PAPER 

UTTERS  OF  CREDIT                                                 ■  T  "■- 

.'■:■     -■-■-    ;-- 

-.r     -',■- 

■     ■"',;    'irK: 

&\^?--- 

v.-  ,.  M- 

-- 

GUARANTIES  TO  CARRIERS 

OTHER 

' 

TOTAl  DIRECT  llABIlirr 

$500,000.0(1 

.  CO^ICNAIURES/GUARANTIES  GIVEN 

X  X  X  X  X  X  X 

OTHER 

X  X  X  X  X  X  X 

,      t? ,- .-  -  - , 

'        '- 

lOTAt  CONTINGENT  IIABIIIIY 

ACCEPTOR  OF  DISCOUNTED  DRAFTS 

X  X  X  X  X  X  X 

MAKER  OF  DISCOUNTED  NOTES 

XX  X  XX  XX 

35.00 

TOTAL  INDIRECT  LIABILITY 

GRAND  TOTAL                                 J 

500,000.00 

25.00 

250.470.00 

All  approved  FBA,  conventional  and  V.A.  first  mortgages. 


Sea  rentarics 


LAST  FINANCIAL  STATEMENT 


LAST  CLEAN  UP 


DIRECT  DEBT  LAST  13  MONTHS 


(  X  )  AUDITED 

(         ;  NON-AUOtTED 


5467,130.0)    Jslll.ljJ.OO 


ACCOUNTS  CARRIED,  INCLUDING  AFFILIATED  OR  INFLUENCED  ACCOUNTS 


AVERAGE  BALANCES 


96-01482-2 

Hogar  Funding  Corp. 
(See  attached  list) 


$62,100.00   $42,4)16.00 


Terms  and  conditionat  This  will  be  a  revolving  line  1  |  """"'i 


LAST  NAME  AND  f 


than   an  aggregate  principal  aaount  of  $75M  of  such  ! 

first  mortgages  whore  tha   FHA  iosurajjce  certificate  i 

is  niiGsinq.  ' 

2)  That  ncgar  will  deliver  to  Eanco  an  original  of  ' 

the  fiia  consnitnent  froQ  a  pencanent  institutional  I 
lenr'er  accpotnb.'.e  to  Banco  which  htn  cr-. fitted  itjiclf 
to  purchase  from  Hogar  an  aggregate  principal  assouat 


A.  ScarLorouHh  {  - 


!/_     /^     6c/v,-N 


CREDIT  INFO.  PEPT. 
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use  this  ccr^aitiaent  from  Federal  Uaticnal  MoTtgago  Aaaociatioa  for  t'.-.a 
purpose  of  obtaining  wareh-^sing  without  first  getting  written  penalssion    ,S 
froa  Banco.  -- 


A 


V 


3)  That  Hogar  notify  Fannie  Mae  in  writing  that  Banco  has  the  first  claim 
on  the  payments  to  be  made  by  Fannie  Mae  under  its  cooanititent  to  Hogar  and 
farther  agrees  not  to  warehouse  with  any  other  bank  While  the  coBmitment 
with  Banco  is  outstanding. 

4)  That  Bogar  will  deliver  to  Banco  all  of  the  documents  it  is  reijulred  to 
de  I  iver  under  the  conanitment  issued  to  Hogar  by  the  permanent  take  out 
Bortgag<>:. 

5)  Banco  will  ?>ot  warehouse  any  mortgage  or  mortgages  where  in  the  opinion 
of  the  Bank's  counsel  the  papers  do  not  meet  either  the  requirements  of  the 
FHA  or  the  requirements  of  the  permanent  take  out  mortgage  or  the  standards 
■et  by  Banco  Popular  de  Puerto  Rico  or  where  the  mortgiige  is  not  acceptable 
to  the  B^Ulk's  counsel. 

6)  Each  mortgage  purchased  by  Banco  Popular  de  Puerto  Rico  will  be  atl%%  over 
prime  per  annum  and  in  no  event  shall  the  amount  advanced  exceed  the  amount 
which  the  permanent  take  out  mortgages  has  agreed  to  purcheise  froa  Hogar  or 

.  from  •■a-   as  the  warehousing  bank. 

7)  That  each  mortgage  to  be  purchased  by  Banco  Popular  de  Puerto  Rico  must 
be  eligible  for  purchase  bytthe  bank  under  the  Banking  Law  of  the  Estate  of 
■cm  7ozfc.  ■' 

8)  That  the  interest  rate  on  each  loan  shall  be  the  maximum  rate  permitted 
by  the  FHA,  but  in  no  event  shall  it  be  less  than  7   per  annum  plus  the 
PBA  insurance  preolum. 

9)  That  the  purchase  of  each  mortgage  by  the  Bank  shall  be  without  cost  to 
the  Bank  zuid  that  Hogar  will  pay  a  bank  services  fee  of  35.00  ^or  each 
mortgage  reviewed  plus  the  recording  charges  of  the  assignment  and  that  Hogar 
Also  pay  for  the  preparation  of  the  asslgniaent  froa  Banco  Popular  de  Puerto 
Sico  to  the  permanent  take  out  mortgage  plus  the  recording  charges  of  that 
assignment. 

10)  There  are  no  other  financings  outstanding  on  Hogar  except  those  speci- 
fically set  forth  in  writing  and  no  filings  under  the  Uniform  Commercial 
Code  of  Hew  York  without  written  approval  by  the  Banco  popular  de  Puerto  Rico. 

11)  That  eogar  will  service  each  mortgage  for  Banco  during  the  interia 
period  of  warAhousing  without  cost  to  the  Bank  and  that  aogar  will  remit 
monthly  within  3  days  after  receipt  of  Hogar  the  interest  payment  for  the 
period  of  ti::.a  the  Bank  holds  each  mortgage.   If  the  pcsyTMTt  is  not  so 
recci.v.=d  within  tha  5  cays  frcn  tha  due  cate  of  each  instalteent,  the  E^nk 
•hall  charge  Bogar  this  amount  against  the  deposit  maintained  by  Eogar  with 
BancOf  and  Cacco'a  failure  to  so  charge  the  account  does  not  negate  the 
provision. 

12)  Any  and  all  nortgagts  held  bytthe  Bank  for  over    days  will  bo  bou-ht 
by  Hogar  upon  written  deaand  to  include  mortgages  not  acceptable  by  the  Bank 
within  5  days  written  demand.      Upon   Ho^.'.r  ^^•i  lure  to  repurrhssp  the  snr.-.o 
wit-Mn  the  tisa  specific-.'  herein,  the  er~jnt  cf  czch   r:ortg?."S  not  co  rept?r- 
fA^.-r^   shall  'b*'   ch?"— -^  T-n^'r.st  9rrr   sr.'?  sil  (J-r-oslts  fi-t  t*-.*^"  ^^rrn  vi\'^ 

on  deposit  with  Banco  c'opular  de  Puerto  Rico. 

13)  if  for  any  reason  t>-e  corrtnitr^ent  for  chs  perr»n'?'«t  t!»>s  ort  Tiort<^="^3  is 
ccincsllf^^  cr  rr'^ci'*^"'—  oz   r?.c-<lifi.£:i#  th^ii  this  ccrt^^tr'.C'St  3>»1I.  Cw^^ir.-'i*- 
iiji.iJiitcJ.7  withiut  notice  t-  U-Siv.   U^gir  v.ll  i^tify  the  Sar^  in  writing 
on  all  changes  in  its  oucstandiog  take  out  csmuxtcents. 
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LINE  OF  CiaBDIT  (8-12-71)-  Hogar  Funding  Corp.  (continuaclfin) 

14)  That  no  mor*  than  $75,000.00  of  mortgage*  ahall  b«  Insured  by  any  one 
title  company  and  further  that  the  title  company  used  by  Hogar  will  be 
acceptable  to  the  Bank's  counsel. 

15)  Before  this  coBunitiaent  becomes  effective  Hogar  to  deliver  to  the  Bank's 
couinsel  a  corporate  resolution  which  shall  be  adopted  at  a  meeting  of  the 
board  of  directors  and  which  shall  ronain  in  effect  until  rescinded  by  notice 
to  Banco  and  which  authorizes  the  president  of  Hogar  to  transfer  by  written 
assignment  to  Banco  each  said  mortgage  »«rehousing  and  further  that  each 
transaction  is  within  the  regular  course  of  Hogar '•  business  and  that  such 
transaction  will  not  render  Hogar  Insolvent. 

An  excellent  relationship  has  developed  since  the  opening  of  this  account. 
Joseph  Colon,  President,  has  referred  many  profitable  and  influential 
customers  to  us.  The  growth  of  the  business  and  their  average  balances  have 
been  more  than  satisfactory  to  warrant  a  renewal  of  the  line.  The  latest 
financial  information  reveals  K/W  125.0|<>  total  assets  407. 2K»  total 
liabilities  282. 2K>  Gross  income  257. 6M>  net'  income  before  taxes  3.9M. 

This  accommodation  has  been  fully  discussed  with  Mr.  Abudo  who  has  approved 


ACCOWJTS  CARRIED  INCLUDING  AFFILIATED 
OR  INFLUENCED  ACCOUNTS 

Title  Huniber         P/B  A/te  • 

Bogar  Funding  Corp. 
(FHA  Trust  Acct.)  96-01534-9      9     5,591.95   $  10,250.00 

Bogar  Funding  Corp. 
(Clearing  Acct.)  96-01535-7         1,703.49     1,450.00 

Ool6n  Real  Estate  96-01273-0  169.44       666.00 

Joseph  Coian  96-21112-1  187.48       183.00 

Robert  L.  Ortiz  96-21331-0         1,112.41     2,166.00 

Cosmonwealth  Land 

Title  insurance  Co.   S/C      96-9-20311        50,000.00       — 
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■  HOGAR  FUNDING  CORP. 
971  BROADWAY 
BROOKLYN,  N,Y. 

We  have  received  the  unqualified  Fiscal  Audit  for  February  28,  1971, 
prepared  by  Weeks ler,  Cohen  &  Co.  P.A's. 

The  overall  picture  is  a  good  one. 

We  do  not  receive  the  volume  figures.  However,  in  this  second  year 
of  operations,  the  gross  income  increased  91%.  Going  from  $135>1  to 
$258M.  And  with  discounts  comparatively  the  same  ($65M  vs.  ?63M) , 
income  increased  169%  ($193^  vs.  $72}<)  .  The  other  mortgage  expenses 
tripled  and  principals  increased  their  salaries  from  ?8M  to  $43M- 
Resulting  on  a  before  Federal  Tax  profit  of  $4><  as  compared  to  $5>< 
in  1970. 

After  an  adjustment  of  $1>1,  the  balance  was  retained,  thereby 
increasing  net  worth  to  $125M. 

Working  capital,  declined  from  $114M  to  $88M,  primarily  because  of 
increased  investments  in  Fnma  stock. 

This  ($25J<)  investment  is  in  truth  a  bid  requirement  of  the  Fnma 
and  represents  deposits  as  well  as  being  an  indicator  of  future 
business  with  them. 

A  balance  sheet  contra  item  "Trust  Funds   in  escrow.  These  funds 

held  in  BPPR  for  various  home  owners  for  the  payment  of  their  taxes 

and  insurance. 

As  such  it  is  carried  as  a  current  liability  offset  as  a  current  asset. 

The  tirue  liability  is  practically  nil,  except  for  monies  due  to  the 

Bank  ($223M  vs.  $350J<)  which  is  secured  by  the  mortgages. 

14  mortgages  at  Feb.  1971  and  24  mortgages  in  Feb.  1970. 

Mortgages  placed  with  BPPR  approximate  $2>1)<  per  year. 


-/  7/— 

*^  John  Rugg^ri 

Credit  Administration 
August  13,  1971 
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(         )  NEW 

.<4E  OF  CREDI1 

1  GUIDANCE 

(  2 

L  )  REPORT 

--     fXlRENEWAl                                                                                                      ■ (XjAOViSeD                  '         1                                                   I         1  OFfE«INO 

2-4-71 

ornc 

OEIAHCEY 

'500.000.00 

8-31-71 

•500.000.00 

2-27-71 

•ONROWCR 

ADDRESS 

BOGAR  FORDIHQ  CORP.                             ,     ' 

971  Broadway,    Brooldyn,    B.T. 

LINI  OF  BUSINESS 

TENOR  AMD  FURPOSE  OF  ADVANCES  TO  BE  MADE  UNDEHI-INK 

Mortgage  Banlcers  -  FHA  and  V.A. 

Insured  nortgages 

LINE  LIMIT 

INTEREST  RATE 

SERVICE  CHARGE 

CURRENT 

PREVIOUS 

CURRENT 

PREVIOUS 

SAVINc:  CERTIFICATES  OR  ACCOUNTS 

MARXETABLC  (CCUIITIES                               ^-^    ;_,. 
•EM  ESTATE  MORISAC.ES 
CHAna  MOMOAGES 

iSOO,  000.00 

3  over 
prime 

1054 

•        • 

:;195.276.00 

ASSIGNMENT  OF  ACCOUNTS  ReCEIVABlE 

WAtEHOUSE  RKEIPTS 

*■' 

fACTOR^  HEN 

nusi  RKEinS 

CROP  LIEN  OH 

PWMPIAIION  OF                 .         .-.^-,^>9^arr^r- 

•  41   ■  ■-->»     ,-..  ,     r  .1 

:  -    -f.      »-i-_5 

t  -^ 

-^.•^. 

CO-SIGNERS  OR  GUARANTORS 

•a         ■    ;-  •  '- 
eUAN 

'' 

OVERDRAFT 

X  X  X  X  X  X  X 

fAW  l/C  DRAFTS  NOT  REIMBURSED                         '' 

X'X  X  X  X  X  X 

— 

"  ■' 

DISCOUNTED  PAPER 

" 

UTTEHS  Of  CREDIT                  "  c  ^^ttZrVi    i-- 

r;^:^^  cise; 

Lwi  ,,;-5    ." 

.-  -.  3;«- 

;wvi  ;iJ--- 

■7.  . 

GUARANTIES  TO  CARRIERS 

„ ^   _ 

_ ,  _  ^ ^ 

..-.,- 

.onrat.     . 

■          .  .       :.. 

TOTAL  DIRECT  LIABILITY 

iCOSIONATURES/OUARANTIES  GIVEN 

xxxxxxx 

OTHER 

X  X  X  X  X  X  X 

■   :     -    c: 

;  -~'t.     ;• 

:   ,     ■       ,          ■■  ■    TOTAL  CONTINGENT  LIABILITY 

- 

ACCEPTOR  OF  DISCOUNTED  DRAFTS 

xxxxxxx 

MMB  OF  DISCOUNTED  NOTES 

xxxxxxx 

TOTAL  INDIRECT  LIABILITY 

\    ■   **  ■ 

GRAND  TOTAL 

» 

500.000.00 

;195,276.00 

All  approved  FHA,  conventional  and  V.A.  first  mortgages. 


See  remarlcs 


LAST  FINANCIAL  STATEMENT 


LAST  CLEAN  UP 


DIRECT  DEBT  LAST  12  MONTHS 


tX     }  AUDITED 

(        )  NON-AUOIT£D 


^93.^i?H-.00     :s,i,4|^.oo 


ACCOUNTS  CARRIED.  INCLUDING  AFFILIATED  OR  INFLUENCED  ACCOUNTS 


96-014&2-2 

Bogar     Funding  Corp. 

(See  attached  list) 


$53,300.00      $35,560.00 


Tenaa  and  conditionst     This  will  be  a  revolving  line 


than  an  aggregate  principal  amount  of  $73>(  of  such 
first  mortgages  where   the  FHA  insurance  certiricate 
la  missing. 

2)      ihac  K0j3r  will  t'eliver   to  3;inco  an  oriji.ial  of 
the  firm  coiiinii  tatent  frou  apersiancnt  institutional 
lender  acceptable  to  Banco  which  has  couaiitted   itself 
to  .;atchase   frcn  Oogar   an  aggregate   principal  a.;iounc 


{>,i<UlS   A.    ACUdO     lii^) 


// 


CREDIT  INFO.  DEPT. 
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oC  snch  moxtgagea  of  at  '  aat  $50C^  and  that  Hogar  '  ye«s  not  to  apply  or 
aae   this  cotmaitraent  frou  Federal  national  Mortgage  Asaoclatlon  for  the 
purfloae  of  c^talning  warehousing  without  first  getting  written  permission 
fron  Banco. 

3)  That  Hogar  notify  Fannie  Kae  in  writing  that  Banco  has  the  firts  claim 
on  the  payments  to  be  made  by  Fannie  Mae  under  its  ccEomitment  to  Hogar  and 
further  agrees  not  to  «nirehouse  with  any  other  bank  while  the  coBBaitment 
with  Banco  is  outstanding. 

4)  That  Hogar  will  deliver  to  Banco  all  of  the  docomenta  it  is  required  to 
deliver  under  the  coonitaent  issued  to  Hogar  by  the  permanent  take  out 
mortgage. 

5)  Banco  will  not  warehouse  any  mortgage  or  mortgages  where  in  the  opinion 
of  the  Bank's  counsel  the  papers  do  not  meet  either  the  requirements  of  the 
FBA  or  the  requirements  of  the  permanent  take  out  mortgage  or  the  standards 
■et  by  Banco  Popular  de  Puerto  Rico  or  where  the  mortgage  is  aot  acKzeptable 
to  the  Bank's  counsel. 

6)  Bach  Bcrtgage  purchased  by  Beuoco  Popular  de  Puerto  Rico  will  be  at  3  over 
priiae  per  annuo  and  in  no  4vent  shall  the  amount  advanced  exceed  the  amount 
which  the  permanent  take  out  mortgagee  has  agreed  to  purchase  from  Hogar  or 
£rcm  us  as  the  warehousing  bank. 

7)  That  each  mortgage  to  be  purchased  by  Banco  Popular  de  Puerto  Rico  must 
be  eligible  for  purchase  by  the  Bank  under  the  Banking  Iiaw  of  the  Estate  of 
■ew  Tork. 

8)  That  the  interest  rate  on  each  loan  shall  be  the  maxlaww  rate  permitted 
by  the  FBA,  but  in  no  event  shall  It  be  less  than  7.5%  per  annum  plus  the 
FBK  insurance  premium. 

9)  That  the  purchase  of  each  mortgage  by  the  Bank  shall  be  without  cost  to 
the  Bank  and  that  Bogar  will  pay  a  bank  service  fee  of  $2S.OO  for  each 
■nrtgage  reviewed  plus  the  recording  cbatrges  of  the  assignment  and  that  Bogar 
also  pay  for  the  preparation  of  the  asslgnxent  from  Banco  Popular  de  Puerto 
Rico  to  the  permanent  talce  oat  mortgagee  plus  the  recording  charges  of  that 
assignment. 

10)  There  are  no  other  financings  outstanding  on  Bogar  except  those  speci- 
fically set  forth  in  writing  and  no  filings  under  the  Uniform  Ccoenerclal 
Code  of  Bew  York  withiMit  written  approval  by  the  Banco  Popular  de  Puerto  Rico. 

11)  That  Bogar  will  service  each  mortgage  for  Banco  during  the  interim 
period  of  warehousing  without  cost  to  the  Bank  and  that  Ho^ar  will  reriit 
monthly  within  3  days  after  rsceiot  of  Ho^jar  tha  interest  paycent  fcr  ths 
period  of  tine  the  Bank  holds  each  mortgage.   If  the  payxsnt  is  not  ao 
received  within  the  3  days  frcaa  the  due  date  of  each  Installment,  the  Bank 
shall  charge  Bogar  this  amount  against  the  deposit  maintained  by  Hogar  with 
Banco,  aivd  Banco 's  failure  to  ao  charge  the  accc*uut  uo«3  not  ne^^ta  t'.i^ 
provision. 

12)  Any  and  all  mortgages  held  by  the  Bank  for  over  60  days  will  be  b-:ught 
by  Bcgar  upon  written  dsaand  to  include  mortgages  not  acceptable  by  fhs   Scjik 
within  5  days  written  demand.  Upon  Hogar  failure  to  repurchase  the  sarw 

Sajico  Po^uIjx  a«»  ^usrso  Kico  including  ai-ji?  reserve  acccunts,  that  tncy  lurther 
grant  to  Banco  a  security  interest  arrf  right  of  see  off  to  all  fuai2»  j2  Uojak 
on  deposit  with  Banco  Pornilar  Oe  Puerto  Rico. 

12)   If  for  any  reason  the  coKraitioent  for  the  pcrrjanent  taje  ooc  aortg-is  i.3 
cancalled  or  reaclnco-J  or  tnodifica,  then  tins  cc:j=  i c=ent  shall  temiauLd 
i"ra»dlately  without  notice  to  Hogzu'.  H->^=>t   will  notify  the  Bank  in  v-xiting 
on  all  oh»jQ-,„3  j^jj  j^^s  out^tari-'in-j  take  a".t  c-c?T~itn-?nts. 
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LINE  OF  CREDIT  (2-4-71)  Hogar  Funding  Corp.   (continuation) 

14)  That  no  more  than  $75,000.^00  of  mortgages  shall  be  insured  by  any  one 
title  company  and  further  that  the  title  company  used  by  Hogar  will  be 
acceptable  to  the  Bank's  counsel. 

15)  Before  this  commitment  becomes  effective  Hogar  to  deliver  to  the  Bank's 
counsel  a  corporate  resolution  which  shall  be  adopted  at  a  meeting  of  the 
board  of  directors  and  which  shall  remain  in  effect  until  rescinded  by  notice 
to  Banco  and  which  authorizes  the  president  of  Hogar  to  transfer  by  written 
assignment  to  Banco  each  said  mortgage  warehousing  and  further  that  each 
transaction  is  within  the  regular  course  of  Hogar 's  business  and  that  such 
transaction  will  not  render  Hogar  insolvent. 

An  excellent  relationship  has  developed  since  the  opening  of  this  account, 
joofeph  Colon,  President,  has  referred  many  profitable  and  influential 
customers  to  ue.   The  growth  of  the  business  and  their  average  balances  have 
been  more  than  sztisfactory  to  warrant  a  renewal  of  the  line.   The  latest 
financial  information  reveals  N/Vj  $123>(,  total  assets  ?535>^,  total  liabi- 
lities $412^,  gross  income  $41|(. 

This  accomodation  has  been  fully  discussed  with  Mr.  Abudo  who  has  approved 
same. 


ACCOONTS  CARRIED  INCLUDING  AFFILIATED 
OR  INFLUENCED  ACCOUNTS 


P/B  A/B 


Hogar  Funding  Corp. 

(FHA  Trust  Acct)  96-01534-9        $  12,828.52    $  14,864.00 

Hogar  Funding  Corp. 

(Clearing  Acct)  96-01535-7  2,229.01       4,733.00 

colon  Real  Estate  96-01273-0  1,331.15       1,433.00 

Joseph  Colon  96-21112-1  404.95        483.00 

Robert  L.  Ortiz  96-21331-0  4,670.68      1,700.00 

Commonwealth  Land 

Title  Insurance  Co.   s/C   96-9-20311  50,000.00 


LTE/sc 


967 


I  GUIDANCE 
iX   )  ADVISJD 


(         I  OHtllNC 


-Bin 

2-27-70 

0EUNCB7 

•500.000.00 

8-27-70 

*     500,000. 

3-31-70 

■OHROWER 

BOGAS  ymmiaG  oorp. 

ADO.ESS  97X  Broadway 
..Brooklyn.   H.T. 

Mortgage  Banker*  -  FHA  (umI  V.A. 
insured  mortgagea. 

LINE  LIMIT 

INTEREST  RATE 

SERVICE  CHARGE 

TYPE  OF  OEOII 

CURRENT 

PREVIOUS 

CURRENT 

PREVIOUS 

SAVINGS  CERTIFICATES  OB  ACCOUNTS 
MARKETAJIE  SECUHITIES 
«*l  ESTATE  MOtTGAGES 

$500,000.00 

XX  %  XX  X  X 
XX  X  X  X  X  X 

lOK/2% 

■••-V/rf*%! 

$360,121. 

ASSIGNMENT  OF  ACCOUNTS  HECEIVAILE 
WA.tK^.f.  RECEIPTS 
FACTOR'S  UEN 

•AK3.3«r*!r 

»♦ 

TRUST  RECEIPTS 

.*^' 

CROP  LIEN  ON 
PIGNORATION  OF 
CO-SIGNERS  OR  GUARANTORS 
CIEAN 

PAID  L/C  DRAFTS  NOT  RE-IMIURSEO 

DISCOUNTED  PAPER 

UTTERS  OF  CREDIT                                   .1 

GUARANTIES  TO  CARRIERS 

OTHER 

TOTAL  DIRECT  LIABILITY 

CO^IGNATURES/GLJARANTIES  GIVEN 

XXXXXXX 
XX  XX  XX  X 

„ 

•  f-- 

lOIAl  CONTINGENT  IIASIUTT 

>•-««*«. 

ACCEPTOR  OF  DISCOUNTED  DRAFTS 
MAKIR  OF  DISCOUNTED  NOTES 

XXXXXXX 
XXXXXXX 

«  ■SLWC-.n. 

y    . 

TOTAL  INDIRECT  LIABILITY 

GRAND  TOTAL 

s 

500,000.00 

10  V2* 

10.« 

♦350.12  7. 

All  approved  F.B.A. 


and  V.A.  First  Mortgages 


See  reaarka 
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LAST  FINANCIAL  STATEMENT                                                  1                 LAST  CLEAN  UP 

DIRECT  DEBT  LAST  12  MONTHS 

e-»-69 

(        )  FISCAL  YEAR                   '         (X    )  AUDITED                       [  FROM 
rr     )  INTERIM                           '         (        )  NON.AUOITED            1  TO 

S 

S 

ACCOUNTS  CARRIED,  INCLUDING  AFFltiATEO  OR  INFLUE:^CED  ACCOUNTS 

AVERAGE  BAUNCES 

ACCT.  NO, 
AND  NAME 

See  attac) 

ted  Bchedale. 

TexiDS  and  conditioos: 


—- Mt   fr)-  all 


kv-rr'T^ir^n"  (2 


53) 


.       .     _.-,.-::      .  .       :      :  1   .   ;t=    c;i£Q   en 

aggregate  principal  aniount  of   ?1S0, 003.00  of  such 
first  r:;crtJa-^ea  vnere   tl'.G  FTIA  ineiirarice  certificate 

2)  v'/;at  ii>-c,ar  will  lioliver  to  baaco  an  ori.-inal  of  ■ 
the  firn  ccit2u.tE"ent  frca  a  :>err'2neTit  institutional  | 
lender  acceptablQ  to  Banco  v.hich  has  coumittcd  itself 
to  ;iurcna33   i*aa  fiogar   an  ag-j-reja^e   principal   araoAnt 


^f,.A.  Abt^o   (82) 

°! 

^U.E.   Doivning    (247) 
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of  such  wtgages  in  an  amount  o£  at  least  $500,000.00  and  that  Bogar  agrees 
r.ot  '.J  a.-^.  Y  OJ^  '1=°  this  camitEcnt  frcn  Fedaral  Kstional  Mortgage  Association 
£cr  th-s  p^st>ose  of  ebtaining  wareltouairKj  without  first  g<Bttin-3  written  per- 

7>;  f^--':  Fo^'pr  notlfv  Federal  national  Mortgage  Association  in  writing  that 
r-.-,.,_-  v-_  ^y,^  first  clain  c!i  r?-fi  ^svTv^nts  to  "oe  narfe  by  Federal  Hational 
;-.  :'--.:iZ'   Associiticn  un-'cr  its  ccct.-.itin2nt  to  Eogar  and  further  agrees  not  to 
varehouse  vitli  any  other  banJ;  while  the  co^iciitiuent  with  Banco  is  outstanding. 

^'.  '.'  -  >  w.rr-r   vixi  c'-li'T^r   CO  ^-'-'co  all  of  the  docc—r.ts  it  is  re'^tiired  to 


5}  ISanco  vill  not  varehouse  any  sortgago  or  mortgages  where  in  the  opinion 
of  the  banlc's  counsel  the  papers  do  not  meet  either  the  remilrenients  of  the 
FHA  or  the  recuirenenta  of  the  pemanent  ta>te  out  mortgage  or  the  standards 
set  by  Banco  Popular  de  Puerto  Rico  or  where  the  Bsortgage  is  not  acceptable 
to  the  oank's  counsel. 

6)  Each  mortgage  purchased  by  Banco  will  be  at  10%  per  annoD  and  in  no  event 

shall  the  aiount  advaacsd  exceed  the  amount  which  the  permanent  take  out 
ccrtcijca  has  agreed  to  porcdiase  fron  Hogar  or  from  us  as  the  wetfehousing  bank. 

7)  That  each  Mortgage  to  be  purchased  hy   Banco  most  be  eligible  for  porcSiase 
by  the  Bank  under  the  Banking  Law  of  the  Batata  of  a«w  York. 

8)  That  the  interest  rate  oa   eac^  loan  shall  be  the  aaximun  rata  permitted 
by  the  FHA.  but  In  no  event  shall  it  be  less  than  7.5%  per  annua  plus  the 
FHA  insurance  preninm. 

9)  That  the  purchase  of  eadi  aiortgage  by  the  bank  shall  be  without  cost  to 
the  bank  and  that  Hcgar  will  pay  a  bank  service  fee  of  $25.00  for  each  Dort- 
gage  reviewed  p^s  the  recording  charges  of  the  assignment  and  that  Bogar  also 
p^  for  the  preparation  of  the  assigoDent  from  Banco  to  the  permanent  take 
oa£  Bortgagee  plus  the  recording  charges  of  that  asslgmsnt. 

10)  That  there  are  no  other  fln2mcinga  ootstaoding  oa  Bogar  except  those 
specifically  set  forth  in  writing  and  no  filings  under  the  Onifom  Cononerclal. 
Code  o£   Hew  Tork  without  written  ai^roval  t^  the  bank  -Banco  Popular  de  Puerto 
Rico-. 

11)  That  Bogar  will  service  each  Boftga^a  for  Banco  during  the  inter la  period 
of  warehousing  without  cost  to  the  bank  and  that  Bogar  will  remit  monthly 
within  3  days  after  receipt  by  Bogar  the  Interest  payment  for  the  period  of 
time  the  bank  hold*  each  mortgage.  If  the  payaant  is  not  so  received  within 
the  3  days  froB  the  due  date  of  each  Inatallment,  the  bank  shall  charge  Bogar 
this  amount  against  the  deposit  oalntainsd  by  Bogar  with  Banco.  moA   Banco'* 
failure  to  *o  charge  the  account  does  not  negate  the  provision. 

12]  Any  and  all  mortgages  held  by  the  Bank  for  over  60  days  will  be  bought 
by  Hogar  upon  written  demand  to  include  mortgages  not  acceptable  by  the  Bank. 
Opon  Bogar *s  failure  to  repurchase  the  same  within  the  time  specified  herein, 
the  aiaonnt  of  each  mortgage  not  so  repurchased  sahall  be  charged  against  any 
and  all  deposits  that  they  have  vMb  Banco  including  aoy  reserve  accounts. 
That  they  further  grant  to  Banco  a  security  interest  and  right  of  set  off  to 
all  funds  of  Bogar  on  deposit  with  Banco. 

13)  If  for  any  reason  the  commitaent  for  the  permanent  take  out  mortgage  i* 
cancelled  or  rescitoded  or  raodified.  then  this  coaniitaent  shall  terminate 
iimaediately  without  notice  to  Hogar.   Bogar  will  notify  the  Bank  in  writing 
all  changes  in  its  outstanding  teOce  out  coamitisents. 

Cont'd 
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"bine  of  ccadit   (2-27-70)  Oogmr   Funding  Corp.  >a<w 


14)  Thla  coonitraant  may  also  b«  tarminatad  by  Beuieo  for  any  raaaon  on 
writtan  notlea  to  aogar  by  cartiflad  or  ragiatarad  mall. 

15)  That  no  mora  than  $153,000.00  of  nort'jagaa  ahall  ba  insured  b/  aay 
ona  title  company  --nd  further  that  the  title  company  used  by  aogar  vill 
be  aeeeotable  to  the  bank 'a  counael. 

16)  Before  thla  consnitmbnt  becomaa  effective  Bogar  to  deliver  to  the  ■ 
Bank's  ooiinsel  a  corporata  resolution  which  shall  be  adopted  at  a  meeting 
of  the  board  o<  -Jlrectora  and  which  shall  remain  in  effect  until  rescinded 
by  notice  to  Banco  and  which  authorizes  the  president  of  Bogar  to  transfer 
by  %fritten  asvignment  to  Banco  each  said  mortgage  warehouaing  and  further 
that  each  transaction  is  within  the  regular  course  of  Hcgar'a  business  and 
that  such  transaction  will  not  render  Uogar  insolvent. 


This  acconmodation  has  been  fully  discussed  with  Mr.  L.A.  Abudo  vtto  ha* 
approved  sarae. 


LTE/sc 
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LiM  of  Credit   (2-27-70)  ao4ar  Funaiag  Corp. 


tsaa-J. 


Accotmrs  oJutzxD  zaajaoiaa  ArrzLXAtsD 


Bbgar  Funding  Corp. 

Bogar  Funding  Corp. 
(FBA  Trust  Acet) 

Bogar  Funding  Corp. 
(CI«aring  Acet) 

Colon  R«»l  Satato 

Joaaph  Colon 

Conoonwaalth  Ziand 
Vitla  Znauranca  Co. 


S&-01482-2 

96-01534-9 

96-01535-7 
96-01273-0 
96-31113-1 

8/C96-9-30311 


■orthaaatam  Titla 

Ooaranty  Corporation     96-01625-6 


$  9,715.34 

7,943.71 

643.00 

-10,617.55 

370.88 

50,000.00 

10.  OOP. 00 
I  89.189.38 


f  31,333.00 

3,683.00 

2.183.00 

9,t33.00 

183.00 

10.  OOP.  00 
f   56.715.00 


-jjy    u.c   tJ«xiaane«c    caxe    out 


■  suajitr  IB  IIS  a-fisviiiii. 
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D*M-n  ..,  JLAK  DE  PUERTO  RIG 


(         )  N£W 

UN   "^         ,«DIT 

)  CUlDANCe 

■     -- ' 

iZ 

)  REPORT 

( X    )  lENEWAt                                                                                   '                               (  X    )  AOVIStD                                                                            I         1  OffHING 

8-27-70 

DEiANcarr 

'500.000.00 

2-27-71 

•500,000.00 

8-27-70 

■ORROWCR 

ADDRESS 

HOGAR  FUHDIHS  CCRP. 

971  Broadv^,    BrooULya,   V.T* 

Iilortgage  Bankers  -  FBA  and  V.A. 

Incurea  laartgages 

■ 

tINC  LIMIT 

INTEREST  RATE 

SERVICE  CHARGE 

CURRENT 

PREVIOUS 

CURRENT 

PREVIOUS 

SAVINGS  C€«I., 'CAT'S  08  ACCOUNTS 

MAHKETAftlE  SECURITIES 

WAl  (STATE  MOHTGAGES 

$500,000.00 

10-1/2X 

10-1/2% 

:     ?385,H0.00 

CHAHEL  MORTGAGES 

J-'-  .'i:^ . 

- 

ASSIGNMENT  OF  ACCOUNTS  HECEIVABIE 

__j 

■    -       • 

.-!•    ■     ...--v. 

r.-CTC«  HEN 

TRUST  RECEIPTS               .^.-jw    j„_mii    rj:    —   ». 

J^»^i.—  _>^  — 

.   - 

-1.... 

CROP  LIEN  ON 

"  ' 

■   •; 

CO-SIGNERS  OR  GUARANTORS 

• 

CUAN                                                                         •     - 

'^'f"  7''C-  ~   '■ 

■    X- 

.  :  -r.  ■         ^ 

;    .-'  c  .  i>: 

'wii-.i;.--  V 

.      ,.  . 

OVERORAET 

xxxxxxx 

PAID  l/C  DRAFTS  NOT  RE.IM5URSED  .    .     ^  , ;  .  .  -_:, 

XX XXX XX    .. 

.-..'-  ,..^ 

... 

DISCOUNTED  PAPER 

UnERS  OF  CREDIT 

~ 

■  - 

GUARANTIES  TO  CARRIERS 

- 

....-■. 

-.^i.'~:x^ 

C(MIGNATURES/aUAIiANTIES  GIVEN 

xxxxxxx 

-i ;-_ 

xxxxxxx 

-■       '  -^ 

,.. 

ACCEPTOR  OF  DISCOUNTED  DRAFTS 

xxxxxxx 

xxxxxxx 

V-    -'■ 

•-    ■  -- 

TOTAL  INDIRECT  LIABILITY 

GRAND  TOTAL 

S 

SOO.000.00 

>385.110.00 

All  approved  FBA.  conventional  and  V.A.  first  aortgages. 


See  renarks 


LAST  FINANCIAL  STATEMENT 

LAST  CLEAN  UP 

DIRECT  DEBT  LAST  12  MONTHS 

""                    K    )  FISCAL  TEAR 
2-28-70            (        )  INTERIM 

g(    )  AUDITED 

(        )  NON-AUOITEO 

FROM                 _ 
TO 

^00.000.00    ^5,000.09 

ACCOUNTS  CARRIED.  INCLUDING  AFFILIATED  OR  INFLUENCED  ACCOUNTS 

AVERAGE  BALANCES 

ACCT.  NO. 

AND  NAME       36-01';32-2 

Hogar  Funding  Corj 
See  attached  list 

>•■ 

1)  That  at  no  tiiae  shall  Banco  Populeur  acmpt  more 
than  an  aqgrecrate  principal  aiac'-iiit  of  S3r5^^  of  such 
rirst  nort-jagss  vhera  the  iPUA  insurance  c:ertitioate 
is  missing. 

2}  That  aogar  will  deliver  to  Banco  an  ortginol  of  the 

fim  coT^itEsnt   frca  a  pcrrrsnent   institutional   lender 
a^ :  ;    -^.lle   to  i,-jr.co  ^.licii   'it<i.i   coi-^.itcOi,    itu;jiiJ    to 
purchsTc  froQ  Zlogor  aa  aggregate  priscipsl  xsssst  o£ 


h     1              LAST  NAME  AND  NUMBER 

1    INITlAl    1 

---     -      --■'     • 

1;  Luis  A.   Abodo    (52) 

lO 

.<                                                       1 

1        -           •                                    ■  i 

i 

■r.,*.(f- 


CREDIT  INFO.  DEPT. 
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-  LINE  OP   CREDl   (8-2 /-70)        Pag*   2 
BANCO  POPULAR  DE  PUERTO  RICO 

13)  If  for  any  reason  thtt  commltjnent  for  the  permanent  take  out  mortgage 

ia  cancelled  or  rescinded  or  modified,  then  this  commitment  shall  terminate 
iomedlately  without  notice  to  Hogar.   Hogar  will  notify  the  Bank  in  writtlng 
on  all  changes  in  its  outstanding  take  out  coramltments. 

14)  That  no  more  than  $150,000.00  of  mortgages  shall  be  insured  by  any  one 
title  company  and   further  that  the  title  ccanpany  used  by  Hogar  will  be 
•cc«ptabls  to  the  Bank's  counsel. 

15)  Before  this  canoaitment  becoraes  effective  Hogar  to  deliver  to  the  Bank's 
counsel  a  corporate  resolution  which  shall  be  adopted  at  a  meeting  of  the 
board  of  directors  and  w&ich  shall  remain  in  effect  until  rescinded  by  notice 
to  Banco  and  which  authorizes  t\i3   president  of  Hogar  to  transfer  by  written 
assignment  to  Banco  each  said  mortgage  weirehousing  and  farther  that  each 
transaction  is  within  the  regular  course  o£  Hogar *s  business  and  that  such 
transaction  will  not  render  Hogar  insolvent. 


An  excellent  relationship  has  developed  since  the  opening  of  this  account. 
Joseph  Colon,  President,  has  referred  many  profitable  and  influential 
customers  to  us.   The  growth  of  the  business  and  their  average  balemces  have 
been  more  than  satisfactory  to  warrant  a  renewal  of  the  line.   The  latest 
financial  information  reveals  hA  $123)(.  total  assets  $535)(.  total  liabilities 
9412K,  gross  Income  $41>(. 

This  accoranodation  has  been  fully  discussed  with  Mr.  Abudo  «^o  has  approved 


OR/sc 
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'sach  mortgages  o£  a-  ^ east  $500^  and  that  Bogar  -!>greea  not  to  apply  or 
aso  this  commitmsnt  .  .cm  Federal  National  Hortg.  3  Association  for  ttim 
parpose  of  obtaining  warehousing  without  first  getting  wrjttan  permission 
froa  B2U1CO. 

3)  That  Hogar  notify  Fannie  M2m  in  writtlng  that  Banco  has  the  first  claia 
on  the  payments  to  be  made  by  Fannie  Mae  under  its  coonnitment  to  Bogar  and 
further  agrees  not  to  wiurehouse  with  any  other  bank  while  the  coomitmsnt 
with  Banco  is  outstanding. 

4)  That  Bogar  vill  deliver  to  Bimdai' all  of  the  docoaents  it  is  required  to 
deliver  under  tho  coanitBant  issued"  to  Hog«r  by  the  permanent  tajce  out 

mortgage.  . '    r 

5)  Banco  will  not  warehouse  vny  BKztgage  or  mortgagee  where  In  the  opinion 
of  cfca  Bank's  counsel  the  papers-  do  not  raset  either  the  reguireiaents  of  the 
TBH  or  the  requirements  of  the  per&anent  take  out  mortgage  or  the  standards 
set  by  Banco  Popular  de  Puerto  Rico  or  where  the  mortgage  is  not  acceptable 

.  to  the  Bank's  counsel. 

6)  Bad!  mortage  purchased  by  Banco  Popular  de  Puerto  Rico  will  be  at  10-1^% 
per  »""""  and  in  nl  event  shall  the  amount  advanced  exceed  the  amount  which 
the  pemansnt  take  out  mortgagee  has  agreed  to  purchase  froai  Bogar  or  frca 
OS  as  the  warehousing  bank. 

7)  That  each  mortgage  to  be  purrhesed  by  Banco  Popular  de  Piwrto  Rico  must 
be  eligible  for  purchase  by   the  Bank  under  the  Banking  Iiaw  of  the  Estate  of 
tUM  York. 

8)  That  the  interest  rate  on  each  loan  shall  be  the  maTliiBiw  rate  permitted 
by  the  FH&,  but  in  no  event  shall  it  be  less  than  7.5K  per  annum  plus  the 
FH&  insurance  premiisB. 

TBat  the  purchase  of  eadtt  mortgage  by  the  Bank  ahiill  be  without  cost  to 
the  Beuik  ai>d  that  Hogar  will  pay  a  bank  service  fee  of  $25.00  for  each 
mortgage  reviewed  plus  the  recording  hcarges  of  the  assignment  and  that 
Bogar  also  pay  for  the  preparation  of  the  assigiment  from  Banco  Popular 
de  Puerto  Sico  to  the  permanent  take  oat  martg^ee  plus  the  recording 
charges  of  that  assigimsnt. 

10)  There  are  no  other  financings  outstanding  on  Bogar  except  those  speci- 
fically set  forth  in  writtlng  and  no  filings  under  the  Ozxiform  Ccracercial 
Code  of  Hew  Tork  without  written  approvetl  by  the  Banco  Popular  de  Puerto 
Rico. 

11)  That  Bogar  will  service  each  mortgage  for  Banco  during  the  Interim 
period  of  wcurahousing  without  cost  to  ths  Bank  aiid  that  Hogar  vlll  remit 
monthly  within  3  days  after  receipt  of  Hogar  the  interest  paiiaent  for  the 
periodc  of  time  tho  Bank  holds  each  martgage.   If  the  payment  is  not  so 
received  within  the  3  days  frora  the  due  data  of  each  installment,  the  Bank 
shall  charge  Hogar  this  amount  against  tlia  deposit  E^iotain^ivl  by  liogar  witl^ 
Banco,  and  Banco's  failure  to  so  charge  the  account  does  not  negate  ths 
provision. 

12)  Any  and  all  mortgages  held  by  the  Saiui   for  over  60  days  will  bd  bought 
by  Hogar  upon  written  desand  to  ineloda  iBort<yagea  not  acceptable  by  the 


repurchasea  shall  be  charged  against  any  aud  all  deposits  thsc  z'.^ey   iiave 
with  Banco  Popular  de  Puerto  Rico  including  any  reserve  accounts, that  they 
further  grant  co  ,iinco  a  security  inc^rest  aad  rigbt  of  sst  oif  to  all 
funds  of  Hogar  on  deposit  with  Banco  Popular  de  Puerto  Rico. 
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Senator  Hart.  Our  next  witness  is  Mr.  Richard  ]\Iarcus. 

(The  witness  was  duly  sworn  by  the  chairman.) 

Senator  Hart.  Have  a  seat,  Mr.  ISIarcus. 

You  were  kind  enough  to  give  us  your  statement  in  advance.  If 
you  will  read  it  and  identify  those  accompanying  you,  and  then  after- 
wards there  may  be  questions. 

STATEMENT  OF  RICHARD  MARCUS,  EXECUTIVE  VICE  PRESIDENT 
OF  COMMONWEALTH  LAND  TITLE  INSURANCE  CO.  OF  NEW  YORK 

Mr.  Marcus.  My  name  is  Richard  Marcus,  M-a-r-c-u-s,  executive 
vice  president  of  Commonwealth  Land  Title  Insurance  Co.,  of  New 
York.  To  my  left  are  my  attorneys — 

Mr.  PouL.  Franklin  Poul,  P-o-u-1. 

Miss  CoHN.  Judith  Cohn,  C-o-h-n. 

Mr.  Marcus.  For  the  record,  IVIr.  Chairman,  I  w^ould  like  to  state 
that  we  Avere  not  subpenaed,  that  we  came  as  a  response  to  a  letter 
from  you,  and  submit  this  statement. 

Our  main  office  is  suite  4300,  Chrsyler  Building,  405  Lexington  Ave., 
New  York  City. 

Commonwealth  Land  Title  Insurance  Co.  of  New  York  is  a  wholly- 
owned  subsidiary  of  Commonwealth  Land  Title  Insurance  Co.,  the 
main  office  of  which  is  located  in  Philadelphia.  Commonwealth  Land 
Title  Insurance  Co.  is  a  subsidiary  of  Provident  National  Corp.,  the 
principal  office  of  which  is  also  in  Philadelphia. 

Commonwealth  Land  Title  Insurance  Co.  of  New  York  was  for- 
merly known  as  Louisville  Title  Insurance  Co.  of  New  York.  Its  stock 
was  acquired  by  Commonwealth  Land  Title  Insurance  Co.  on  April  11, 
1967,  and  shortly  thereafter  its  present  name  was  adopted. 

I  was  not  then  with  the  company.  For  a  number  of  years  Robert  J. 
Klapper  and  I,  both  of  us  being  lawyers,  had  operated  an  abstract 
company  and  had  also,  as  is  customary,  served  as  agents  and  officers 
of  Commonwealth  Land  Title  Insurance  Co.  of  New  York  on  July  1, 
1967,  while  continuing  our  oAvn  independent  abstract  business.  On 
February  28,  1969,  this  business.  Eastern  Abstract  Co.,  Inc.,  was  sold 
to  Commonwealth  Land  Title  Insurance  Co.,  and  on  March  1,  1969, 
we  both  became  executive  vice  presidents  of  Commonwealth  Land 
Title  Insurance  Co.  of  New  York,  devoting  full  time  to  it. 

The  chairman  of  the  board  is  James  G.  Schmidt  and  the  president 
is  Fred  B.  Fromhold.  They  are  also  respectively  chairman  of  the 
board  and  president  of  Commonwealth  Land  Title  Insurance  Co.. 
the  parent  corporation,  and  their  offices  are  in  Philadelphia.  Conse- 
quently, the  direction  of  the  operations  of  the  New  York  company  is 
in  the  hands  of  ^Nlr.  Klapper  and  myself. 

Our  company  transacts  business  through  its  main  office  in  New  York 
City  and  through  its  branches  in  White  Plains  and  Garden  City.  We 
are  in  the  process  of  opening  an  additional  branch  in  Jamaica,  N.Y. 

In  any  real  estate  transaction  involving  a  conveyance  or  mortgaging 
of  property  some  arrangement  must  be  made  to  determine  the  title  of 
the  seller  oi-  mortgagor,  or  any  qualifications  to  that  title  such  as  ease- 
ments, prior  mortgages,  tax  liens  and  the  like.  In  Metropolitan  New 
York  this  search  is  almost  always  done  by  a  title  insurance  company 
which  then  insures  the  title.  The  title  company  insures  not  only  the 
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accuracy  of  the  title  search,  but  against  risks  which  a  search  would 
not  reveal,  such  as  the  possibility  of  a  forged  instrument.  The  business 
of  supplying  title  insurance  through  corporations  set  up  for  that  pur- 
pose is  closely  regulated  by  the  State  of  New  York.  N.Y.  Insurance 
Law,  430,  et  seq  (McKinney,  1966). 

Our  company  has  a  staff  of  about  60  employees  to  handle  all  phases 
of  title  searching  and  underwriting.  We  also  issue  policies  based  on 
the  work  of  about  20  agents  throughout  the  State  upon  whose  exam- 
ination of  title  we  are  willing  to  rely. 

As  part  of  the  typical  real  estate  transaction  in  New  York,  a  repre- 
sentative of  the  title  company  attends  the  closing  which  takes  place 
in  the  office  of  the  seller's  lawyer  or  in  the  office  of  the  lending  institu- 
tion. Such  attendance  is  necessary  because  the  documentation  at  the 
closing  is  one  of  the  matters  to  be  considered  before  a  title  policy  can 
be  issued.  Sometimes  members  of  our  full-time  salaried  staff  act  as 
closers,  but  most  closings  are  attended  for  us  by  independent  lawyers 
who  work  on  a  fee  basis.  We  maintain  a  list  of  about  25  closers  in  our 
main  office  and  similar  lists  in  the  branch  offices.  We  have  an  employee 
in  the  office  whose  function  is  to  assign  closers  to  particular  closings 
based  on  their  availability  and  location.  There  is  an  almost  universal 
custom  in  New  York  City  whereby  the  lawyers  involved  in  real  estate 
transactions  give  a  gratuity  to  the  closer.  Most  of  our  closers  act  for 
other  title  companies  in  the  same  capacity,  and  it  is  our  understanding 
that  most  title  companies  work  the  same  way. 

Obviously,  our  only  concern  during  a  closing  is  those  matters  relat- 
ing to  title  and  liens,  which  may  be  covered  in  our  insurance  policy. 
We  employ  only  lawyers  as  closers  because  of  their  understanding  of 
the  legal  requirements  as  to  title  and  also  because  a  lawyer  has  a  pro- 
fessional stake  in  performing  his  functions  properly.  The  closers  are 
expected,  whenever  a  substantial  issue  arises,  to  check  with  the  inter- 
nal staff. 

The  selection  of  a  particular  title  company  is  normally  thought  of 
as  the  prerogative  of  the  buyer's  lawyer  or  broker  or  the  lender  who 
will  be  depending  on  the  policy.  In  any  event,  this  is  a  matter  decided 
among  the  parties  to  the  transaction. 

In  New  York  the  payment  of  a  commission  to  a  licensed  real  estate 
broker  or  lawyer  who  orders  a  title  policy  is  specifically  permitted  by 
statute  and  is  required  under  rate  filings  approved  by  the  superintend- 
ent of  insurance. 

Commonwealth  Land  Title  Insurance  Co.  of  New  York  does  a  rela- 
tively small  amount  of  the  title  insurance  business — under  31^  per- 
cent— in  the  State  as  a  whole,  and  in  the  New  York  City  area.  In  1971 
we  handled  about  5,000  closings  and  had  a  total  gross  revenue  of  ap- 
proximately $1,340,000.  Rates  are  supervised  by  the  superintendent  of 
insurance  and  consequently  tend  to  remain  uniform. 

We  get  business  on  the  basis  of  reputation,  personal  contacts,  friend- 
ships, and  satisfactory  performance  of  our  services.  Sometimes  a  par- 
ticular title  company  is  chosen  to  handle  a  transaction  simply  because 
it  insured  the  last  conveyance  in  the  chain  of  title,  and  some  lawyers 
consider  it  simpler  to  deal  with  the  company  which  had  issued  the 
prior  policy. 

We  maintain  a  staff  of  eight  full-time  solicitors  of  business  Avho  are 
paid  on  a  salary  basis  to  contact  lawyers,  brokers  and  lending  institu- 
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tions.  Sometimes  banks  and  savings  and  loan  institutions  raise  with 
us  the  point  that  they  prefer  to  do  business  with  their  own  depositors. 
It  is  our  policy  where  practical  to  spread  our  deposits  among  finan- 
cially stable  banking  customers  and  potential  customers  in  order  to 
induce  them  to  ask  for  our  services,  or  at  least  to  acquiesce  cheerfully 
in  the  use  of  our  services  when  requested  by  another  party  to  one  of 
their  transactions. 

On  some  occasions  we  are  asked  by  a  customer  such  as  a  mortgage 
company  to  make  a  deposit  in  a  particular  bank.  We  understand,  of 
course,  that  the  customer  is  thereby  seeking  to  enhance  his  own  good 
will  with  that  bank  by  pointing  out  that  he  caused  the  deposit  to  take 
place.  When  we  think  the  making  of  such  a  deposit  will  be  useful  to 
our  business,  we  do  so.  We  understand  that  this  custom  is  prevalent 
among  title  companies  in  New  York. 

We  handle  transactions  involving  FHA  insured  and  VA  guaranteed 
mortgages  in  exactly  the  same  way  that  we  handle  transactions  involv- 
ing conventional  mortgages.  There  is  nothing  in  FHA  or  VA  transac- 
tions which  affects  the  processing  of  title  insurance.  Consequently, 
there  is  no  practical  way,  short  of  a  file  by  file  search  and  count,  to 
oifer  precise  figures  concerning  the  extent  to  which  our  title  policies 
relate  to  mortgages  insured  or  guaranteed  by  the  FHA  or  the  VA. 

We  do  know,  however,  that  virtually  all  the  business  done  with  fund- 
ing companies — companies  who  normally  lend  money  on  mortgages 
and  then  assign  them  in  bulk  to  permanent  lenders — involve  FHA  or 
VA  mortgages.  I  submit  herewith  a  list  of  the  closings  which  were 
held  in  the  offices  of  such  companies  in  the  year  1971.  This  list  includes 
an  identification  of  the  companies  and  a  breakdown  of  the  closings  by 
company  and  by  the  office  through  which  we  handled  the  transactions. 
You  will  note  that  since  we  had  approximately  5,000  closings  overall, 
this  list  includes  less  than  40  percent  of  our  closings. 

As  to  transactions  which  do  not  involve  funding  companies,  it  is  our 
understanding  that  the  majority  of  all  mortgages  on  New  York  City 
residential  property  are  either  FHA  insured  or  VA  guaranteed.  On 
property  outside  New  York  City,  on  the  other  hand,  many  mortgages 
are  conventional;  that  is,  not  insured  or  guarantee!  by  any  govern- 
mental agency.  On  this  basis,  we  estimate  that  more  than  half  of  the 
mortgages  for  which  our  company  has  issued  title  policies  are  insured 
or  guaranteed  by  FHA  ar  VA.  Because  of  the  small  financial  size  of 
our  company  and  our  relatively  recent  entry  into  the  New  York  market 
area,  we  find  that  we  have  been  at  a  competitive  disadvantage  with  re- 
spect to  the  larger  commercial  transactions.  Our  sales  efforts  have  been 
effective  primarily  in  the  market  relating  to  small  residential  housing, 
a  goodly  proportion  of  which  in  the  New  York  City  area  involves  FHA 
and  VA  mortgages. 

If  the  committee  wants  any  additional  information  about  our  busi- 
ness, we  shall  do  our  best  to  supply  it. 

Senator  Hart.  Thank  you,  Mr.  Marcus. 

Mr.  Blum.  In  your  statement  you  indicate  that  title  insurance  in- 
cludes the  performance  of  a  title  search,  is  that  correct  ? 

Mr.  Marcus.  That's  right,  sir. 

Mr.  Blum.  For  the  record,  Avould  you  mind  telling  the  subcommittee 
what  a  typical  title  search  on  a  home  in  Brooklyn  might  involve  ? 
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Mr.  Marcus.  Well,  initially,  it  would  require  a  40-  to  60-year  search 
in  the  county  courthouse  and  hall  of  records  and  re<Tistration  office  to 
follow  the  chain  of  title  or  lien  incumbrances  that  have  been  created 
against  that  title  for  that  period  of  time.  This  includes  things  that  not 
only  would  normally  come  to  mind,  such  as  mortgages  and  judgments 
and  other  usual  type  of  liens,  but  there  are  easement  problems  which 
attach  to  real  property  often  going  back  over  100  years  in  Brooklyn. 

In  addition  to  this  type  of  courthouse  search,  we  also  have  the  city 
search  its  municipal  records  for  items  such  as  housing  and  building 
violations,  fire  department  violations,  and  emergency  repair  services 
that  the  city  performs. 

We  also  check  all  courthouses  where  judgments,  tax  liens,  might  have 
been  docketed.  When  an  item  such  as  that  is  docketed,  it  becomes  a  lien 
against  any  real  property  that  person  has  owned  within  specific  num- 
bers of  years  prior  thereto. 

We  also  then  check  the  city  collector's  office,  a  receiver  of  taxes' 
office,  for  arrearages  and  other  oustanding  items,  and  w^ater,  sewer,  and 
real  estate  taxes  which  do  become  liens  and  charges  against  real 
property. 

Mr.  Blum.  One  of  the  things  you  do  is  order  the  search  for  liens 
against  the  prospective  mortgagor,  is  that  correct  ? 

Mr.  Marcus.  That's  an  additional  service.  If  there  is  a  mortgage 
policy  requested  in  the  application,  then  in  addition  to  all  these 
searches  we  do  run  the  purchaser,  who  w^ould  be  the  mortgagor.  When 
we  run  a  mortgagor,  however,  we  only  run  him  in  the  county  clerk's 
office. 

Mr.  Blum.  For  docketed  judgments  ? 

Mr.  Marcus.  For  docketed  judgments.  We  do  not  turn  up  any  other 
judgments.  That,  a  regular  credit  company  would  have  to  do.  We  are 
not  authorized  to  do  that. 

IMr.  Blum.  Does  the  search  include  a  check  with  the  city  to  determine 
whether  the  property  has  been  condemned  ? 

]Mr.  Marcus.  A  check  with  the  State  ? 

Mr.  Blum.  With  the  city,  on  condemnation. 

Mr.  Marcus.  Yes.  Yes ;  we  do  check  to  see  if  there  is  any  pending 
condemnation  by  the  city. 

INIr.  Blum.  Do  you  have  any  particular  problems  in  New  York  City 
w^ith  condemnation  ? 

Mr.  Marcus.  Yes ;  we  have.  Actually,  the  only  place  you  can  be  per- 
fectly sure  of  getting  a  condemnation  record  is  from  the  city  register, 
and  that  is  a  voluminous  thing.  What  we  try  to  do  is — we  are  on  a 
mailing  list  of  the  board  of  estimate,  wherein  they  discuss  any  kind  of 
possible  future  condemnation.  In  that  way  we  try  to  "flag"  or  caveat  as 
to  a  possible  condemnation. 

Mr.  Blum.  Does  your  search  include  a  check  to  determine  whether 
there  are  rent  controls  on  apartments  in  the  building,  or  what  the 
allowable  rents  are  ? 

Mr.  Marcus.  No,  sir.  We  only  check  things  that  can  conceivably  go 
to  title. 

Mr.  Blum.  And  rent  control  would  not  go  to  title,  so  you  don't 
search  it  ? 

Mr.  Marcus.  That's  right. 

Mr.  Blum.  What  form  is  the  work  product  of  that  search? 
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Mr.  Marcus.  In  New  York  State,  the  title  company  delivers  a  cer- 
tificate and  report  of  title ;  that's  what  we  call  it  at  our  company.  Some 
title  companies  refer  to  it  as  a  lawyer's  certificate.  It  is  also  sometimes 
referred  to  as  a  binder.  It  is  a  certificate  made  up  of  several  pages, 
each  page  being  devoted  to  a  different  aspect  of  our  search. 

For  instance,  the  first  page  would  give  the  certified  owner  who  we 
would  say  the  title  is  in,  and  then  we  would  list  all  the  objections  we 
find  to  that  title.  The  next  page  would  be  a  legal  description  of  the 
property.  The  third  page  would  be  the  tax  situation  that  affects  that 
property.  I  mean  by  that  real  estate  taxes. 

The  next  page  would  be  covenants,  easements,  restrictions  of  rec- 
ord, and  so  on. 

Mr.  Blum.  Liens  against  the  mortgagor,  possibly  ? 

Mr.  Marcus.  That  would  be  on  the  objections  sheet,  yes. 

Mr.  Blum.  And  each  of  those  objections  must  be  cleared  at  closing, 
is  that  correct  ? 

Mr.  Marcus.  Yes ;  or  prior  to  that. 

Mr.  Blum.  Who  gets  a  copy  of  that  work  product  ? 

Mr.  jNIarcus.  We  send  one  to  the  attorney  for  the  lending  institution, 
one  to  the  attorney  for  the  purchaser. 

Mr.  Blum.  On  an  FHA-insured  mortgage,  you  don't  send  one  to  the 
FHA  insuring  office,  is  that  correct  ? 

Mr.  Marcus.  No,  we  have  no  dealings  with  the  FHA. 

Mr.  Blum.  How  are  questions  raised  in  the  course  of  a  search 
cleared  ? 

Mr.  Marcus.  Well,  there  is  an  additional  copy  of  the  objections 
sheet  that  also  goes  out — instead  of  the  whole  report,  just  a  copy  of  the 
objections  sheet  goes  out  to  the  attorney  for  the  seller.  It  is  his  obliga- 
tion to  remove  those  objections  because  he  is  the  one  wlio  is  conveying 
the  good  title. 

The  only  objection  that  would  not  be  referred  to  the  seller's  attorney 
would  be  in  the  case  of  a  mortgage  policy  where  we  would  list  certain 
judgments  against  a  proposed  mortgagor.  That  would  have  to  be  taken 
care  of  by  the  mortgagee's  attorney. 

Mr.  Blum.  And  who,  in  the  closing,  do  you  depend  on  to  see  to  it 
that  that  is  done  ? 

Mr.  Marcus.  Our  own  closer. 

Mr.  Blum.  Your  own  closer  is  charged  with  seeing  to  it  that  all  of 
the  objections  have  been  cleared  before  that  closing? 

Mr.  Marcus.  He  is  required  to  pick  up  moneys  sufficient  to  satisfy 
the  liens  or  proofs  that  these  liens  do  not  affect  our  property  or  a  par- 
ticular individual. 

Mr.  Blum.  Again,  there  is  no  copv  of  that  file  sheet  that  goes  to  the 
FHA,  is  there? 

Mr.  Marcus.  I  wouldn't  know  that,  Mr.  Blum. 

Mr.  Blum.  You  don't  send  it  to  them  ? 

Mr.  Marcus.  Oh.  no.  no.  It  is  on  the  basis  of  this  marked  up  title 
report  that  we  pi'oduce  our  title  policy  which  follows  in  a  few  weeks 
after  the  closing.  But  it  is  my  understanding  that  the  title  policy  is  sent 
to  the  ultimate  mortgagee. 

Mr.  Blum.  The  title  policy  would  not  list  that  which  had  been  dis- 
covered and  cleared  ? 

Mr.  Marcus.  That's  right.  This  only  has  objections  that  would  still 
remain  after  closing. 
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Mr.  Blum.  Is  there  any  difference  in  the  form  of  a  mortgagee's  title 
policy  written  in  connection  with  an  FHA  or  VA  guaranteed  mort- 
gage, as  opposed  to  a  conventional  mortgage  ? 

Mr.  INIarcus.  There  is  only  one  difference,  and  that  is  in  the  verbiage, 
as  to  the  assured.  Assuming  that  the  assured  was  a  bank — let's  say,  the 
Green  Point  Savings  Bank — assured  interests  would  read,  "As  mort- 
gagee. Green  Point  Savings  Bank,  and  the  Secretary  of  Housing  and 
Urban  Development,  as  their  interest  may  appear." 

Mr.  Blum.  In  your  judgment,  is  the  major  portion  of  the  fee  for 
title  insurance,  title  policy,  really  a  payment  for  legal  services  ren- 
dered rather  than  a  guarantee  of  risk  against  loss  ? 

Mr.  Marcus.  I  wouldn't  say  legal  services.  I  would  say  "search"  serv- 
ices ;  yes,  search  and  examination. 

Mr.  Blum.  In  your  statement  you  indicate  that  you  insure  against 
risks  of  loss  which  a  search  would  not  show,  such  as  a  forged  deed. 
^Vhat  other  risks  of  that  nature  are  covered  ? 

Mr.  Marcus.  Improper  parties  at  the  closing — for  instance,  the 
seller  may  not  be  the  seller  that  is  in  the  chain  of  ownership,  which 
the  record  does  not  disclose;  unknown  heirs  after  deaths;  devolution 
of  title  from  unknown  heirs.  These  things  come  up  from  time  to  time. 

]\Ir.  Blum.  And  what  is  your  loss  ratio  against  dollars  or  premium 
for  that? 

Mr.  Marcus.  Approximately  4i^  percent. 

Mr.  Blum.  That  would  be  414  cents  on  the  dollar? 

Mr.  Marcus.  That's  right,  sir. 

Mr.  Blum.  Do  you  insure  the  identity  of  the  parties  at  the  closing? 

Mr.  Marcus.  We  insure  the  identity  of  the  seller. 

Mr.  Blum.  You  don't  insure  the  identity  of  the  buyer  ? 

Mr.  Marcus.  No,  sir ;  we  don't.  We  insure  everything  that  happens 
up  to  the  conveyance,  and  including  the  conveyance.  Then  when  we 
insure  a  first  valid  mortgage  lien  on  that  conveyance,  we  are  stating, 
in  effect,  that  the  person  who  took  title  is  the  person  who  executed  the 
mortgage  instruments. 

Mr.  Blum.  You  can  have  a  taking  of  title  by  a  phantom  mortgagor, 
that  Ave  have  heard  discussed  here,  and  it  will  create  a  valid  lien ;  there- 
fore, the  fact  that  he  is  a  phantom  will  not  give  rise  to  a  complaint 
against  you  ? 

Mr.  Marcus.  I  don't  know  exactly  what  you  mean  by  "phantom," 
sir,  but  if  he  took  title  to  that  property  and  he  signs  that  mortgage, 
that's  a  valid  first  lien.  That's  my  understanding  of  the  real  property 
law  of  New  York. 

Mr.  Blum.  Does  a  buyer  have  to  be  physically  present  at  closing  to 
take  title,  to  have  a  free  and  valid  lien  ? 

Mr.  Marcus.  A  valid  lien  ?  You  mean  the  mortgage  lien  ? 

Mr.  Blum.  The  mortgage,  yes. 

Mr.  Marcus.  Yes,  I  think,  to  my  recollection,  that  the  mortgage 
lender  always  requires  the  mortgagor  to  be  there  to  sign  the  bond 
and  mortgage,  which  are  two  different  instruments. 

Mr.  Blum.  What  happens  if  I  send  somebody  to  go  to  a  closing  in 
my  place  ?  Would  that  create  a  valid  deed  ? 

Mr.  Marcus.  He'll  sign  his  name  on  a  mortgage  and  your  name 
would  be  on  the  deed.  That  would  not  be  a  valid  lien,  no. 

Mr.  Blum.  And  if  he  signs  my  name  ? 
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Mr.  Marcus.  With  a  power  of  attorney  it's  done,  yes. 

Mr.  Blum.  But  it  would  require  a  power  of  attorney  ? 

Mr.  Marcus.  Yes,  it  would. 

Mr.  Blum.  Does  the  title  company  representative  check  the  identity 
of  parties  at  closing  physically  ? 

Mr.  Marcus.  Sometimes  he  does  and  sometimes  he  doesn't.  If  he  is 
at  a  closing,  where  he  knows  the  attorney  who  represents  the  parties, 
and  has  had  prior  dealings  with  him,  he  generally  takes  their  word, 
the  word  of  the  attorney. 

Let  me  point  out  that  on  all  deeds  and  mortgages  that  are  executed 
in  New  York,  the  attorney  witnesses  the  signature  before  the  closer 
takes  the  notarization.  So  there  are  two  other  signatures  on  the  instru- 
ment other  than  that  of  the  grantor  or  the  mortgagor. 

Mr.  Blum.  Do  you  have  any  sort  of  handbook  or  manual  for  the 
closer,  as  to  what  steps  he  is  to  take  to  determine  who  is  in  the  room 
and  the  identity  of  the  parties  ? 

Mr.  Marcus.  No.  We  have  instructions  to  closers,  but  these  would  re- 
late more  to  different  taxing  authorities  and  situations  where  there 
are  certificates  required,  things  like  that.  In  more  substantial  things, 
we  assume  that  the  attorneys  that  are  closing  for  us  knoAv  something. 
They  are  lawyers. 

Mr.  Blum.  What  steps  is  a  closer  supposed  to  take  ?  Put  yourself  in 
a  closing  now.  What  do  you  do  in  a  closing  I 

Mr.  Marcus.  Well,  first  I  would  put  down  the  name  and  address 
of  the  lawyer's  office  or  the  lending  institution  in  which  the  closing 
is  taking  place,  the  date,  the  time,  a  list  of  everybody  present,  even  if 
have  no  realtionship  to  the  closing  and  are  just  merely  present,  their 
appearance  is  noted. 

This  is  important  for  many  reasons.  In  case  a  closing  breaks  up, 
often  the  closing  minutes  are  used  in  subsequent  lawsuits. 

I  then  would  list  all  the  instruments  that  are  being  offered  for  exe- 
cution, my  requirements  as  to  proof  and  other  affidavits  in  relationship 
to  title  objections.  I  would  then  list  all  the  charges  and  the  taxes  as- 
signed to  the  transfer  requirements.  I  would  submit  bills  to  the  differ- 
ent parties  involved  and  I  would  then  mark  up  my  title  report,  mark- 
ing off  those  objections  that  have  been  completed.  I  would  then  possibly 
make  out  an  escrow  receipt  for  an  escrow  depositor,  if  there  was  still 
an  outstanding  legal  problem  in  which  I  would  have  to  have  subse- 
quent performance. 

I  would  then  check  the  instruments.  I  would  check  the  parties  to 
those  instruments.  I  would  make  sure  that  the  mortgagor  was  the 
grantee.  I  would  make  sure  that  grantors  were  the  same  people  that 
the  title  company  had  certified  as  the  certified  owners  in  the  title  re- 
port. I  would  then  check  the  legal  description,  making  sure  that  all  of 
the  requirements  the  State  requires  are  in  there,  plus  that  it  is  an  ac- 
curate and  exact  description  of  the  property. 

I  would  then  see  to  execution,  and  subsequent  to  execution,  there 
would  be  notarization.  I  would  then  pick  up  the  checks  and  go  to  my 
next  closing,  hoping  to  get  a  gratuity  first. 

INIr.  Blx^m.  What  you  described  really  is  a  kind  of  policing  of  the 
closing,  a  kind  of  supervision  of  the  people,  that  the  documents  are 
proper  and  are  properly  executed  ? 
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Mr.  Marcus.  I  wouldn't  so  designate  it  as  a  policing  of  the  closing, 
A  title  closer  is  not  a  judge.  There  are  other  lawyers  present.  He  is 
representing  the  title  company  to  make  sure  that  they  are  protected, 
in  that  they  won't  suffer  any  loss.  This  is  the  prime  objective 

Mr.  Blum.  But  he  does  need  certain  records  of  that  closing  and  he 
does  create  an  environment  in  that  what  occurs  is  more  or  less  com- 
parable  

Mr.  Marcus.  That's  true. 

Mr.  Blum.  Have  you  had  any  claims  on  title  policies  in  the  New 
York  metropolitan  area  on  FHA  or  VA  mortgages  since  1968? 

Mr.  Marcus.  Yes,  we  have. 

Mr.  Blum.  How  many,  do  you  know  ? 

Mr.  IMarcus.  I  couldn't  tell  you  offhand. 

Mr.  Blum.  Was  it  three,  four,  six  ?  Give  me  an  order  of  magnitude. 

Mr.  Marcus.  In  the  last  year  ? 

Mr.  Blum.  Since  1968. 

Mr.  Marcus.  I  couldn't  tell  you.  It  would  probably  be  in  the  neigh- 
borhood of  maybe  a  couple  of  dozen  or  more.  I  really  couldn't  tell  you 
exactly. 

Mr.  Blum.  And  how  do  those  claims  arise  ?  Who  makes  the  claim 
against  you,  FHA? 

Mr.  Marcus.  No.  Generally  the  original  assured,  be  it  a  mortgage 
company  or  a  bank.  I  guess  they  get  notice  from  the  FHA  that  the 
title  has  failed  or  is  defective,  or  a  tax  item  is  still  open  that  should 
have  been  cleared  up  at  closing.  It  eventually  gets  back  to  us,  but  it 
gets  back  to  us  through  the  original  lender. 

Mr.  Blum.  What  happens  is  FHA  says  to  the  lender,  "You  can't 
look  to  us  for  insurance  claim  payment ;  go  back  to  the  title  company," 
is  that  in  effect,  what  happens  ? 

Mr.  Marcus.  I  don't  follow  that,  sir. 

Mr.  Blum.  Let  me  try  that  again. 

Mr.  Marcus.  What  do  you  mean  by  FHA  ? 

Mr.  Blum.  The  FHA  is  considering  whether  or  not  to  pay  off  on  a 
claim.  They  demand,  as  a  condition  of  payment,  that  good  title  be 
offered.  They  decide  that  there  is  no  offer 

Mr.  Marcus.  Let  me  interrupt,  INIr.  Blum.  You  are  assuming  that 
these  claims  come  to  light  when  FHA  has  a  claim  against  it  under 
default.  That  isn't  necessarily  the  case.  Claims  often  arise  because  a 
notice  could  leave  the  city  collector's  office  that  the  property  is  going 
to  be  taken  by  the  city  "in  rem''  for  nonpayment  of  an  old  tax  item 
and  they  say,  "Well,  how  can  this  be  ?  We  have  a  title  insurance  policy. 
Go  back  to  your  title  company  and  tell  them  to  pay  the  claim."  It's  not 
necessarily  a  defaulted  mortgage. 

Mr.  Bltjm.  You  say  that  your  company  has  a  staff  of  60  employees 
to  handle  all  phases  of  title  searching  and  underwriting.  Do  you  main- 
tain any  sort  of  title  plant  ? 

INIr.  Marcus.  Well,  we  keep  all  of  our  old  files,  surveys,  items  like 
that.  In  New  York  State,  that  is  considered,  in  the  industry,  a  plant; 
we  don't  have  daily  takeoffs  as  they  do  in  other  States. 

When  I  say  60  employees,  that  does  not  include,  of  course,  indepen- 
dent closers,  independent  examiners,  and  other  part-time  personnel. 
This  60  is  a  full-time  payroll  staff. 
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Mr.  Blum.  In  your  statement  yon  talked  about  the  work  done  by 
the  independent  lawyers  who  are  closers  for  you.  What  is  the  typical 
fee  paid  on  closing  of  an  FHA  two-family  house?  What  would  your 
closer  make  on  that  deal  ? 

Mr.  Marcus.  For  the  average  closer,  $15. 

Mr.  Blum.  $15? 

Mr.  Marcus.  This  is  assuming  that  it  is  a  normal  closing  and  it 
doesn't  take  a  very  long  time.  You  know,  it  is  not  adjourned  or 
et  cetera. 

Mr.  Blum.  If  I  were  earning  my  living  as  a  title  company  closer, 
working  principally  for  mortgage  companies,  how  much  would  I  earn 
in  a  year  for  fees  from  you  and  other  title  companies  ? 

Mr.  Marcus.  Well,  I  would  imagine  that  the  closer  who  would  be 
sitting  at  a  funding  company,  where  the  volume  might  be,  say,  10  or 
20  titles  a  day,  and  say  he  would  be  handling  between  four  and  six 
of  them  a  day,  you  could  figure  out  about  what  we  would  pay  him. 

Mr.  Blum.  And  he  would  be  paid  by  more  than  one  title  company, 
possibly  ? 

Mr.  Marcus.  Oh,  sure.  There  are  some  banks  and  funding  com- 
panies that  do  like  to  have  specific  closers  that  they  have  good  rapport 
with.  They  like  his  quality  of  work  and  his  accuracy,  speed,  prompt- 
ness in  getting  there  in  the  morning.  These  are  all  considerations. 

Mr.  Blum.  And  I  take  it  some  title  closers  are  more  identified  with 
one  company  than  others  ? 

Mr.  ]\Iarcus.  Oh,  yes. 

Mr.  Blum.  Do  some  title  closers  base  themselves  at  a  particular 
mortgage  company? 

Mr.  Marcus.  Not  unless  the  compan}^  that  is  using  tlieir  services 
places  them  there. 

Mr.  Blum.  You  indicated  that  there  is  a  custom  to  pay  gratuities 
to  the  title  company  closer? 

Mr.  Marcus.  That's  true. 

Mr.  Blum.  Do  you  have  any  feel  for  how  large  those  gratuities 
are,  as  a  general  rule  ? 

Mr.  Marcus.  Well,  I  would  say  they  vary  between  $10  and  $20  a 
closing. 

Mr.  Blum.  So  in  fact,  the  gratuities  to  the  closer  may  be  more  than 
the  fee  he  gets  from  you  for  doing  the  closing;  is  that  correct? 

Mr.  Marcus.  That's  very  possible. 

Mr.  Blum.  Isn't  it  true  that  one  of  the  reasons  title  closers  are  paid 
such  a  relatively  small  amount,  is  the  fact  that  you  assume  they  are 
going  to  receive  a  gratuity  ? 

Mr.  ]\Iarcus.  I  would  imagine  so.  It  has  been  the  custom  in  our  trade 
for  so  many  years,  that  it's  almost  a  buijt-in  situation. 

Mr.  Blum.  And  at  the  typical  mortgage  company  closing,  where  you 
have  a  pattern  of  a  real  estate  dealer,  isn't  it  true  that  the  seller  of  the 
property,  dealer,  is  the  one  that  pays  the  gratuity,  as  a  rule  ? 

]\Ir.  Marcus.  I  know  that  they  do  pay  gratuities.  I  don't  know  that 
I  could  cliaracterize  it  as  a  rule,  however.  INIany  attorneys  do  like  to 
give  the  title  closer  a  gratuity,  and  it  is  conceivable  also  that  the  title 
closer  gets  more  than  one  gratuity. 

Mr.  Blum.  Isn't  it  true  that  if  the  title  company  closer  raised  objec- 
tions at  the  closing,  that  the  deal  might  fall  through  ? 
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Mr.  Marcus.  It  is  his  obligation  to  raise  those  questions  which  must 
be  raised,  even  if  it  means  the  deal  will  be  adjourned  or,  even  worse, 
broken  up. 

Mr.  Blum.  And  if  that  deal  is  adjourned  or  broken  up,  a  number  of 
people  in  the  room  stand  to  lose  money ;  is  that  not  correct  ? 

Mv.  Marcus.  That's  true. 

Mr.  Blum.  And  among  those  who  stand  to  lose  money  are  some  of 
the  people  who  pay  gratuities  to  your  employee;  is  that  correct? 

Mr.  jNIarcus.  That's  correct. 

Mr.  Blum.  Isn't  that  a  rather  blatant  conflict  of  interest? 

Mr.  Marcus.  Well,  I  don't  think  so,  ]\Ir.  Blum,  although  it  would 
sound  so  at  first  blush. 

First  of  all  you  have  to  take  into  consideration  the  longstanding 
custom  and  usage  in  the  ti-ade.  In  New  York  it  is  almost  ritualistic. 
Certainly  the  man  is  an  attorney  and  of  high  moral  character  as  set 
forth  by  our  State,  and  he  has  a  license  to  protect  and  he  has  to  do  the 
right  thing.  He  is  representing  us. 

I  would  say,  if  it  was  purely  put  on  a  pecuniary  point  of  view,  no 
matter  how  many  gratuities  he  picks  up  at  a  closing  from  any  individ- 
ual attorney,  he  gets  to  a  closing  because  we  send  him  there.  Over  the 
year  he  is  making  much  more  money  from  us  than  he  is  from  any  at- 
torney or  speculator. 

Mr.  Blum.  Any  single  attorney  or  speculator? 

Mr.  INIarcus.  Probably  any  group.  Not  all  together,  naturally. 

Mr.  Blum.  In  effect,  you're  telling  us  that  you  i-ely  on  the  fact  that 
the  man  is  an  attorney,  and  because  he  is  an  attorney  he  might  be  dis- 
barred in  disciplinary  proceedings  if  he  did  anything  improper  at  the 
closing? 

Mr.  Marcus.  Well,  long  before  that  would  happen,  if  we  found  out 
about  anything  like  that,  we  would  fire  him. 

Mr.  Blum.  And  you  would  find  out  about  it  if  there  were  claims 
against  you  as  a  result  of  his  work ;  is  that  it  ? 

Mr.  Marcus.  You  find  out  about  it  pretty  quickly.  The  small  things 
start  to  show  up,  such  as  improper  tax  pickups  and  things  like  that. 

Mr.  Blum.  From  the  course  of  his  working  the  title  closer,  if  he  wit- 
nessed an  impropriety  or  illegal  act,  would  he  be  bound  to  report  it  ? 

Mr.  Marcus.  I  really  don't  know  if  he  would  be  bound  to  report  it, 
other  than  as  a  citizen. 

Mr.  Blum.  Well,  you're  talking  about  a  member  of  the  bar.  and  dis- 
ciplinary proceedings 

Mr.  Marcus.  Well,  as  an  officer  of  the  court,  I  guess  he  would  be; 
yes.  I  didn't  know  if  you  meant  report  it  to  me  or 

Mr.  Blum.  No  ;  I  mean  in  general  to  report  it  to  some  duly  author- 
ized authority  who  might  do  something  about  it. 

Do  you  think  the  gratuity  system  decreases  the  possibility  of  his 
living  up  to  that  honorable  commitment? 

Mr.  Marcus.  I  would  have  to  say.  in  accordance  with  your  line  of 
questioning,  that  it  is  possible. 

Mr.  Blum.  You  had  a  closer  working  for  you  by  the  name  of  Mr. 
Feder,  didn't  you? 

Mr.  ;Marcus.  That's  true. 

Mr.  Blum.  And  he  undoubtedly  sat  in  on  many  closings  with  Mr. 
Canavan  ? 
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Mr.  Marcus.  Yes,  sir. 

Mr.  Blum.  And  Mr.  Canavan  last  week  testified  that  there  were  pay- 
ments made  to  Mr.  Roth  as  a  condition  of  getting  a  mortgage  through. 
That  testimony  suggested  illegalities  had  occurred  at  the  closing. 

How  likely  is  it  that  Mr.  Feder  had  reported  this  ? 

Mr.  Marcus.  Well,  I  discussed  this  with  Mr.  Feder  after  hearing 
of  the  testimony,  and  he  did  say  to  me  that  the  two  things  that  were 
brought  up,  such  as  the  visit  to  Mr.  Roth's  office,  for  the  purposes  of 
point  negotiation  at  the  closing,  seemed  to  have  occurred  on  occasion 
and  there  were  times  when  some  checks  seemed  to  have  been  endorsed 
over. 

Now,  let  me 

Mr.  Blum.  And  those  were  not  noted  on  the  appearance  sheets  or 
on  the  closing  statements  ? 

Mr.  Marcus.  Well,  let  me  complete  my  statement,  Mr.  Blum. 

I  asked  him  if  those  moneys  had  anything  to  do  with  the  title  com- 
pany's charges  or  the  amounts  of  the  consideration,  and  he  said  they 
didn't.  Now,  more  than  that,  I  don't  know.  I  feel  what  I  have  iust  said 
is  hearsay  at  best. 

Mr.  Blum.  Do  you  think  that  that  is  really  going  as  far  as  one  might 
in  protecting  your  own  closing  process  ?  In  effect,  he  is  saying  "I  didn't 
report  this  because  your  number  was  covered,  so  don't  worry"  ? 

Mr.  Marcus.  Well,  I  really  can't  go  into  the  full  legality  or  mortality 
of  the  issue,  Mr.  Blum.  I  hired  him  to  represent  my  company  and  I 
want  him  to  do  a  good  job  in  that  regard.  What  his  conscience  or  feel- 
ings are  on  anything  else,  really,  I  am  not  at  liberty  to  discuss. 

Mr.  Blum.  Having  heard  that  from  Mr.  Feder,  are  you  uncomfort- 
able about  any  of  the  business  or  policies  with  United  ? 

Mr.  Marcus.  Yes,  sir. 

Mr.  Blum.  What  protection  does  the  title  company  and  the  buyer 
really  have  then  against  collusive  activity  between  the  real  estate 
speculator,  mortgage  company,  and  possibly  title  closer  ? 

Mr.  Marcus.  Well,  I  don't  believe  there  would  be  any  collusion  be- 
tween the  title  closer  and  the  parties  to  the  closing. 

Mr.  Blum.  Even  though  he  is  being  paid  by  those  other  parties? 

Mr.  Marcus.  I  repeat,  we  pay  him.  He  receives  a  gratuity,  which  is 
an  optional  thing,  by  the  other  parties.  But  I  wouldn't  consider  that 
payment. 

Mr.  Blum.  Could  your  company  change  its  system  by  itself,  or  is  it 
so  widespread  that  it  is  simply  the  industry  practice  ? 

Mr.  Marcus.  If  we  changed  the  system  unilaterally,  we  couldn't  get 
a  closer  in  the  State  of  New  York — or  at  least  in  the  New  York  City 
metropolitan  area,  where  we  do  most  of  our  business. 

Mr.  Blum.  Do  you  think  there  ought  to  be  some  legal  regulation  of 
the  problem  ?  Do  you  think  that  would  solve  it  ?  ^ 

Mr.  Marcus.  I  really  don't  know  what  would  solve  the  problem,  Mr. 
Blum. 

Mr.  Blum.  Would  you  mind  furnishing  to  tlie  committee  3'our 
records  of  payments  to  Mr.  Feder  for  the  last  3  years,  at  your 
convenience  ? 

Mr.  Marcus.  When  you  say  "payments,"  you  mean  his  W-2  forms? 

Mr.  Blum.  Yes. 

In  your  statement  you  indicated  that  the  selection  of  the  title  insur- 
ance company  is  up  to  the  broker  or  the  buyer's  lawyer  or  the  lender. 
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In  earlier  testimony  we  were  told  that  the  broker  more  than  not,  on  an 
FHA  deal,  selects  the  buyer's  lawyer,  so  that,  in  effect,  it  must  be  the 
broker  and  the  mortgage  company  wlio  are  pivotal  in  deciding  which 
title  company  does  it. 
Is  that  fair  ? 

Mr.  Marcus.  I  wouldn't  say  so.  We  get  applications  from  all  of  those 
people. 

Mr.  Blum.  Who  does  the  commission  get  paid  to  most  frequently, 
the  lawyer  or  the  broker  ? 

Mr.  jMarcus.  Well,  the  broker — you're  referring,  of  course,  to  these 
mortgage  company  deals? 
Mr.  Blum.  Yes. 

]\Ir.  Marcus.  The  broker  never  gets  the  commission.  I  have  no  recol- 
lection of  him  getting  a  commission,  let  me  put  it  that  way. 

Mr.  Blum.  How  much  do  you  pay  the  lawyer  as  commission  on  a 
typical  insurance  policy? 

]Mr.  Marcus.  Would  it  be  a  a  straight  fee  purchase? 
Mr.  Blum.  Yes. 

Mr.  INIarcus.  Then  there  Avould  be  no  mortgage  involved  in  the  trans- 
action at  all? 

Mr.  Blum.  No.  iVn  FHA  mortgage  of  these  typical  two-family  $20,- 
000  FHA  deals  with  United  ? 

Mr.  ]Marcus.  Well,  a  mortgage  policy  on  an  FHA  mortgage  of  about 
$20.CO0  would  come  to  probably  less  than  about  $140.  I  could  look  it 
up  exactly  if  you  Avant  me  to.  On  that  we  pay  15  percent.  This  is  the 
percentage  that  is  set  forth  by  the  New  York  Board  of  Title  Under- 
writers rate  filing. 

ISIr.  Blum.  So  that  15  percent  bv  arithmetic  would  be  about  what, 
$20? 
Mr.  :Marcus.  About  $21. 

Mr.  Blum.  And  you  indicate  you  are  required  to  pay  that  commis- 
sion under  the  State  rate  filing? 
Mr.  Marcus.  That's  right. 

Mr.  Blum.  Are  you  permitted  to  pay  a  commission  to  the  lending 
institutions  ? 

Mr.  ]\Iarcus.  Yes,  if  they're  licensed  real  estate  brokers.  If  not,  we 
pay  it  to  their  attorney. 

Mr.  Blum.  And  are  most  of  the  mortgage  companies  in  New  York 
licensed  real  estate  brokers  ? 
Mv.  Marcus.  Yes,  sir,  they  are. 
Mr.  Blum.  You  pay  them  a  commission? 

]\Ir.  INIarcus.  Some  we  pay  commissions ;  some  we  pay  to  their  at- 
torneys. It  depends  on  the  institution. 

INIr.  Blum.  Have  you  paid  commissions  to  United  Institutional 
Servicing  Corp.? 
Mr.  INIarcus.  Yes,  we  have. 

I^Ir.  Blum.  Have  vou  paid  commissions  to  Inter-Island  Mortgagee 
Corp.  ? 

]\Ir.  INIarcus.  Yes,  we  have. 

INIr.  Blum  Have  you  paid  commissions  to  almost  every  one  of  those 
mortgage  companies  that  vou  do  business  with  ? 

Mr.  Marcus.  Yes,  except  on  occasion  they  tell  us  to — they  have 
changed  relationships  with  their  attorney  and  in  the  future  to  please 
pay  it  to  their  attorney. 

83-703  O— 73 — pt.  2b 16 
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Mr.  Blum.  Pay  it  to  their  attorney  ? 

Mr.  Marcus.  Yes. 

Mr.  Blum.  I  gather  from  what  you  say  that  you  do  at  least,  in  part, 
depend  a  good  deal  on  the  lending  institution  for  the  business  you  get ; 
is  that  correct  ? 

ISIr.  Marcus.  I  would  put  it  even  more  strongly  than  that. 

Mr.  Blum.  If  the  lending  institution  and  your  company  have  a  great 
dispute,  the  odds  are  you  would  be  doing  very  little  business  ? 

Mr.  Marcus.  That's  true. 

Mr.  Blum.  According  to  earlier  testimony  we  had  from  people  like 

Mr.  Morales  and  Mr.  Wendell,  both  of  whom  were  quite  active  in  the 
mortgage  company  business — I  mean  in  the  real  estate  business,  the 
mortgage  company  pretty  well  told  them  what  the  title  policy  was 
going  to  be. 

Do  you  have  any  comment  on  that  ? 

Mr.  Marcus.  Well,  I  do  know  that  that  practice  prevails,  Mr.  Blum, 
but  let  me  assure  you  that  there  are  many  lenders  that  we  do  not  re- 
ceive any  business  from.  But  when  a  lawyer  or  a  broker  who  does  give 
us  business  has  our  report  in  his  hand  and  goes  down  and  makes  ap- 
plication for  his  mortgage,  and  gives  my  report,  it  is  generally  ac- 
cepted by  all  lenders  in  the  trade.  They  may  prefer  to  order  it  them- 
selves on  some  occasions,  but  it  is  very  rare  that  they  will  say,  "Well, 
throw  that  one  in  the  garbage,"  or  "We'll  pay  your  cancellation  charge 
and  order  a  new  one  from  our  company." 

]\Ir.  Blum.  Let  me  back  up  for  a  minute.  Are  you  still  paying  com- 
missions to  United  ? 

Mr.  INIarcus.  Right  now  we  are  paying  them  to  their  attorneys,  Wit- 
tenburg  &  Katz — it's  a  long  name. 

Mr.  Blum.  Katz,  Wittenburg  &  Katz. 

And  who  directed  you  to  pay  to  thpir  attorneys  rather  than  the 
company  ? 

Mr.  Marcus.  I  don't  know,  really.  That  would  be  in  a  different  de- 
partment. I  just  noticed  the  change  when  I  signed  the  checks,  that's  all. 

Mr.  Blum.  When  did  that  change  take  place  ? 

Mr.  Marcus.  I  don't  recall  exactly. 

Mr.  Blum.  Could  it  have  been  about  the  time  the  company  was  sold 
to  the  Empire  National  Bank,  perhaps  in  September  of  1971  ? 

]Mr.  Marcus.  I  don't  think  it  was  that  long  ago.  No,  it's  more  recent 
than  that. 

Mr.  Blum.  You  indicated  that  banks  and  savings  and  loans  have  told 
you  pretty  much,  that  if  you  expected  to  get  the  title  business  from 
them,  they  expect  you  to  make  deposits  in  their  institutions;  is  that 
correct  ? 

]\Ir.  Marcus.  Yes.  They  may  not  be  as  open  or  as  blatant  as  that. 

Mr.  Blum.  It's  pretty  well  understood  ? 

Mr.  Marcus.  Yes,  it's  understood. 

Mr.  Blum.  If  you  want  a  piece  of  the  business,  you  had  better  put  in 
a  deposit. 

Are  those  deposits  interest-bearing  or  noninterest  bearing  as  a  gen- 
eral rule  ? 

Mr.  Marcus.  Some  are  interest  bearing  and  some  are  not  interest 
bearing. 

Mr.  Blum.  Why  would  you  make  non-interest-bearing  deposits  ? 
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Mr.  Marcus.  Well,  for  one  thin^,  we're  required  to,  as  far  as  our 
escrow  funds  are  concerned.  The  State  of  New  York,  through  its  in- 
surance department,  requires  that  the  escrow  funds  be  on  demand  de- 
posit in  commercial  banks  and  they  don't  pay  interest. 

Mr.  Blum.  "WTien  a  mortgage  company  official  or  a — well,  yes ;  when 
a  mortgage  company  official  designates  a  particular  bank  as  the  one  in 
which  he  wishes  your  deposit  to  be  made,  you  described  the  benefit  as 
a  benefit  to  him  as  good  will  in  your  statement;  is  that  correct? 

Mr.  Marcus.  That's  right. 

Mr.  Blum.  Aren't  you  aware  that  the  bank  credits  your  deposit  to 
the  compensating  balance  that  the  mortgage  company  is  required  to 
keep  on  its  warehousing  loan  balance  ? 

Mr.  Marcus.  I  assume  that's  what  they  do,  but  the  deposit  is  credited 
to  our  account.  There  was  no  change  of  title  there. 

Mr.  Blum.  But  the  account  works  against  their  compensating  bal- 
ance and  there  is  no  problem  about  that  for  you  ? 

Mr.  Marcus.  I  don't  know  the  workings  actually. 

Mr.  Blum.  Isn't  that  a  specific  measurable  dollar  benefit,  not  just 
good  will  ? 

Mr.  Marcus.  To  the  mortgage  company  ? 

Mr.  Blum.  Yes. 

Mr.  Marcus.  I  really  don't  know.  I  know  that  it  helps  them  get  their 
warehousing  line. 

Mr.  Blum.  You  say  the  practice  is  industrywide.  By  that  you  mean 
industrywide  in  New  York,  or  nationwide  ? 

Mr.  Marcus.  I  don't  know  the  practice  nationwide ;  I  know  that  it 
is  fairly  prevalent  in  New  York  where  I'm  involved. 

Mr.  Blum.  We  have  received  from  the  parent  company  of  Common- 
wealth of  New  York,  through  the  courtesy  of  Senator  Proxmire,  a 
copy  of  the  questionnaire  which  was  sent  out  and  indicates  quite  a 
number  of  bank  deposits. 

( The  questionnaire  may  be  found  at  p.  994. ) 

Mr.  Blum.  Perhaps.  ]\Ir.  Poul,  can  you  tell  us  if  those  bank  deposits 
indicate  that  the  practice  is  nationwide  ? 

Mr.  Poul.  I  don't  think  the  statement  that  is  submitted  actually 
shows  it,  but  it  does  obviously  indicate  that  the  practice  goes  beyond 
New  York. 

Mr.  Blum.  Are  you  aware  of  a  number  of  recent  antitrust  cases  relat- 
ing to  reciprocity  ? 

Mr.  Marcus.  Are  you  asking 

Mr.  Blum.  Keciprocal  dealings  ? 

Mr.  Marcus.  Are  you  questioning  me  now,  sir? 

Mr.  Blum.  Yes. 

Mr.  Marcus.  No,  I  don't. 

Mr.  I^LUM,  How  about  you,  ]Mr.  Poul  ? 

Mr.  Poul.  Yes;  I  ani  certainly  aware  that  there  are  such  cases. 
Mr.  Blum.  Do  you  feel  that  title  insurance  companies  are  exempt 
from  the  antitrust  laws  insofar  as  reciprocity  is  concerned  ? 

Mr.  Poul.  Well,  I  don't  accept  the  view  that  reciprocity,  if  you  want 
my  legal  opinion,  that  reciprocity,  per  se,  violates  the  antitrust  laws, 
and  I  doubt  that,  in  context  of  the  reciprocity  involved  in  doing  busi- 
ness with  the  bank  and  depositing  there,  you  would  have  violation,  even 
if  the  title  insurance  company  were  covered. 
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You  also  have  in  mind,  I'm  sure,  that  to  a  great  extent  the  title  in- 
surance companies  are  not  subject  to  the  antitrust  laws. 

]Mr.  Blum.  That  would  be  principally  with  respect  to  their  rate 
practices  as  opposed  to  other  business  practices. 

Mr.  PouL.  I'm  afraid  I  don't  agree  with  you,  Mr.  Blum. 

Mr.  Blum.  What  exception  are  you  referring 

Mr.  PouL.  The  McCarren-Ferguson  Act. 

Mr.  Blum.  Clearly  boycott  or  some  other  predatory  practice  would 
be  exempt 

Mr.  PouL.  Oh,  certainly.  I  mean,  I  think  you  meant  to  say  that  a 
boycott  or  a  predatory  practice  would  not  be  exempt. 

Mr.  Blum.  Right. 

Mr.  Poul.  I  certainly  don't  imagine  that  anyone  has  ever  suggested 
that  a  deposit  in  a  bank,  which  is  a  customer  of  a  title  insurance  com- 
pany, is  a  boycott  or  a  predatory  practice. 

Mr.  Blum.  No,  but  might  not  reciprocity  be  put  in  a  similar  legal 
category  ? 

Mr.  PouL.  Frankly,  I  think  that  would  be  a  distortion  of  the  exist- 
ing statute  and  would  not  be — would  not  make  economic  or  antitrust 
sense. 

Mr.  Blum.  Mr.  Marcus,  have  you  ever  been  asked  by  a  mortgage 
company  to  extend  a  warehousing  line  of  credit  in  exchange  for  title 
business  ? 

Mr.  ISIarcus.  Yes,  I  have. 

Mr.  Blum.  Who  has  asked  you  ? 

Mr.  Marcus.  A  number  of  the  companies. 

Mr.  Blum.  Are  you  aware  of  any  title  company  that  offers  that  kind 
of  credit  ? 

Mr.  Marcus.  I've  heard  of  it  in  the  trade ;  I've  never  examined  any 
of  the  companies'  books  or  records, 

Mr.  Blum.  Have  you  ever  been  asked  to  provide  takeout  financing 
from  mortgage  companies  in  exchange  for  title  business  ? 

Mr.  Marcus.  No  ;  I  don't  think  I  was  ever  asked  for  that. 

Mr.  Blum.  Have  you  ever  heard  of  a  title  company  that  has  done 
that  for  a  customer  ? 

Mr.  Marcus.  Takeout  work  ?  I  don't  think  so. 

Mr.  Blum.  Do  you  spend  a  considerable  amount  of  money  entertain- 
ing brokers  and  real  estate  lawyers  ? 

Mr.  Marcus.  I  don't  think  so,  Mr.  Blum.  It's  an  occasional  ticket 
to  the  bar  association  dinner  or  something  like  that.  We're  a  pretty 
cheap  company. 

Mr.  Blum.  Do  you  distribute  Christmas  gifts  ? 

Mr.  Marcus.  No,  we  don't ;  no. 

Mr.  Blum.  No? 

Mr.  Marcus.  No  ;  we  don't  even  send  cards.  One  of  our  branch  offices 
does  send  cards  and  one  of  our  branches  does  have  a  Christmas  party, 
but  it's  a  small  affair. 

Mr.  Blum.  Isn't  it  true  that  the  title  policy,  a  mortgagee's  type  of 
policy,  is  required  by  FHA  regulations  ? 

Mr.  Marcus.  I  don't  know  that  that  is  a  fact,  Mr.  Blum,  but  I've 
always  understood  it  to  be  so. 

Mr.  Blum.  You  are  not  aware  of  an  FHA  mortgage  where  there 
was  not  mortgagee's  title  insurance,  are  you  ? 
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Mr.  Marcus.  I've  never  seen  one. 

Mr.  Blum.  In  answer  to  another  question,  you  indicated  that  on  an 
FHA  sale,  FHA  was  also  a  beneficiary  to  the  policy ;  is  that  correct? 

Mr.  Marcus.  That's  true.  They  are  named  as  coassureds. 

Mr.  Blum.  In  the  event  a  property  is  foreclosed,  is  a  title  search  re- 
quired prior  to  conveyance  to  HUD  ? 

Mr.  Marcus.  Yes. 

Mr.  Blum.  And  who  generally  does  that  title  search  ? 

Mr.  Marcus.  The  title  company  that  is  picked  by  the  attorney  for 
the  foreclosing  body,  usually  the  mortgagee's  attorney. 

Mr.  Blum.  So  in  this  case  it  might  be  the  attorney  representing 
Fannie  Mae 

Mr.  Marcus.  That's  right. 

Mr.  Blum  (continuing).  Who  would  be  doing  the  foreclosure? 

Mr.  Marcus.  In  fact,  on  all  of  the  takeouts  that  ended  up  with 
Fannie  Mae,  their  attorneys  have  been  ordering  the  title  policies. 

Mr.  Blum.  And  you  pay  them  a  commission  for  ordering  that 
search  ? 

Mr.  Marcus.  No.  Those  bills  are  netted.  They  request  us  to  net  those 
bills. 

Mr.  Blum.  Would  you  explain  that  ?  I  don't  quite  follow  you. 

Mr.  Marcus.  We  deduct  the  15  percent  in  advance,  since  the  bill  is 
going  directly  to  the  attorney. 

Mr.  Blum.  And  who  gets  the  15  percent  ? 

Mr.  Marcus.  Nobody. 

Mr.  Blum.  Nobody? 

Mr.  Marcus.  There  is  no  commission. 

Mr.  Blum.  There  is  no  commission,  that's  what  you  are  saying? 

Mr.  Marcus.  It's  a  net  bill. 

Mr.  Blum.  Is  it  usually  the  same  company  that  made  the  search  at 
the  time  of  the  sale  that  makes  it  at  the  time  of  the  conveyance  to 

Mr.  Marcus.  Some  lawyers  like  to  go  back  to  the  same  company  to 
insure  the  mortgage,  feeling  that  they  couldn't  possibly  raise  addi- 
tional objections  after  clearing  themselves.  Other  attorneys  prefer  to 
use  one  or  two  specific  title  companies  that  they  always  use,  because 
they  have  a  better  rapport  with  the  title  readers,  the  clearance  officers, 
the  legal  staff,  et  cetera. 

Mr.  Blum.  Let  me  go  back  to  what  you  first  said  about  the  fore- 
closing attorney  feels  that  the  title  company  won't  raise  objection 
against  himself.  I  take  it  that  one  of  the  things  that  might  be  turned 
up  in  the  search,  prior  to  conveyance  to  HUD,  would  be  a  mistake  that 
the  same  title  company  made  prior  to  the  conveyance  to  the  mort- 
gagor ;  is  that  correct  ? 

Mr.  Marcus.  That's  true,  that's  true. 

Mr.  Blum.  And  there  would  be  a  fairly  great  incentive  not  to  re- 
port that,  wouldn't  there  ? 

Mr.  Marcus.  It  wouldn't  go  to  the  issue,  Mr.  Blum,  because  the  in- 
surance would  still  be  valid.  Really,  if  I  might  digress  for  one  moment, 
attorneys  who  do  feel  this  happen  to  be  in  error  because,  even  if  a 
second  company,  a  different  company,  does  the  second  search  and 
turns  up  an  error,  he  will  then — the  second  company  will  then  go  to 
the  first  company  and  say,  "You  made  an  error  and  we  want  you  to 
indemnify  us  for  our  loss  on  what  was  done." 
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And  so  the  attorney,  by  the  time  he  gets  the  finished  product,  he  is 
going  to  get  the  same  product,  you  see. 

Mr.  Blum  The  disclosure  of  an  error  at  that  point  in  time  might 
lead  to  an  immediate  money  claim,  might  it  not,  to  the  title  company, 
because  the  conveyance  to  HUD  would  not 

Mr.  Marcus.  If  it  was  that  important  an  error  or  mistake,  then  the 
indemnification  would  not  go  without  a  performance,  so  the  error 
would  be  rectified.  Say  it  was  a  missed  judgment  on  a  judgment 
docket.  Well,  then,  if  it  was  a  judgment  that  we  call,  quote,  "on  the 
head,"  unquote,  performance  would  be  required  together  with  the 
indemnification,  so  that  error  would  be  then  removed  from  the  record 
and  the  payment  would  be  made  by  the  first  title  company. 

Mr.  Blum.  Finally,  isn't  the  real  beneficiary  of  the  title  policy, 
in  an  FHA-insured  situation,  the  FHA  ? 

Mr.  Marcus.  If  they  are  going  to  be  the  ones  that  ultimately  hold 
the  mortgage,  yes.  But  the  actual  beneficiary  of  any  title  policy,  if  it's 
a  mortgagee  title  policy,  is  the  mortgagee.  If  FHA  has  a 

Mr.  Blum.  Here's  the  Federal  Government.  It  is  insuring  this  mort- 
gage, and  if  there  is  any  default  under  that  or  any  reason  why  that  is 
imperfect,  well,  the  claim  is  against  FHA  and  the  effect  is  simply 
FHA  farming  out  the  title  work  to  a  title  company  and  buying  title 
insurance  to  protect  its  interest  ? 

Mr.  Marcus.  Yes;  if  they  are  ultimately  going  to  end  up  with  the 
mortgage,  which  they  would  only  end  up  with  it  if  there  was  default. 

Mr.  Blum.  But  FHA,  which  is  the  ultimate  beneficiary,  never  gets 
to  see  the  worksheet,  that  prepolicy  worksheet,  of  yours;  is  that  cor- 
rect ?  Is  that  your  understanding  ? 

Mr.  Marcus.  I  never  knew  that  before  you  told  me,  but  if  it's  so, 
then  they  never  get  it.  We  just  send  it  to  the  applicant  and  the  appli- 
cant's attorney. 

Mr.  Blum.  And  you  did  say  that  one  of  the  actions  you  check  for 
is  judgments  against  a  mortgagor? 

Mr.  ^Marcus.  That's  right. 

Mr.  Blum.  So  that  if  FHA  got  your  title  search  which  showed  judg- 
ments against  the  mortgagor  that  didn't  appear  on  the  credit  report, 
they  might  not  even  underwrite  that  policy;  is  that  correct? 

Mr.  Marcus.  That's  correct. 

Mr.  Blum.  So  that  the  title  search  would  protect  them  against  loss 
in  the  inception  of  the  insurance  ? 

Mr.  Marcus.  That's  true.  And  let  me  repeat,  I  really  didn't  know 
that  they  never  saw  our  certificate  and  report  of  title. 

Mr.  Blum.  And  if  they  saw  a  search  that  disclosed  that  there  were 
many  building  code  violations,  wouldn't  it  be  a  dead  giveaAvay  the 
appraisal  was  no  good  ? 

Mr.  Marcus.  I  don't  know  if  that  would  be  a  dead  giveaway  that 
the  appraisal  was  no  good,  but  I  would  imagine  they  M'ould  want  to 
know  if  those  violations  were  going  to  be  dismissed  prior  to  closing. 

Mr.  Blum.  And  wouldn't  the  title  search  also  tell  FHA  whether 
the  building  had  passed  through  the  hands  of  one  or  more  speculators 
or  was  a  subject  of  one  of  these  short  money  loans  we've  had? 

Mr.  Marcus.  The  certification  sheet  does  show  the  last  transaction, 
yes. 
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IMr.  Blum.  But  instead  of  getting  the  search  done  itself,  it  allows 
all  the  parties  to  the  transaction  with  an  interest  in  making  sure  that 
transaction  goes  through  to  pay  the  personnel  involved  in  the  closing 
process  gratuities,  it  does  not  insist  on  receiving  useful  information, 
and  it  makes  the  homebuyer  pay. 

If  the  Government  is  the  beneficiary  of  the  policy,  why  shouldn't 
it  buy  the  type  of  policy  directly  and  get  a  title  search  and  check  the 
insurance  application  ? 

Mr.  INIarcus.  I  have  no  idea,  Mr.  Blum,  and  I  repeat,  I  am  sur- 
prised to  hear  that  they  never  get  a  certificate  and  report  of  title, 
because  everybody  always  relies  on  that  certificate.  As  I  told  you  in 
detail,  it  is  a  booklet  with  many  pages,  each  one  going  to  another 
aspect  of  title 

Mr.  Blum.  And  perhaps  another  way  then  of  doing  this  would  be 
for  the  Government  to  have  its  own  lawyers  do  the  title  search  on 
FHA  insured  mortgage  transactions,  and  participate  in  the  closing 
to  protect  the  buyer  as  well  as  the  P"HA.  What  do  you  think  of  that 
suggestion  ? 

Mr.  Marcus.  I  don't  think  much  of  that  suggestion  at  all,  Mr.  Blum. 

Mr.  Blum.  I  didn't  think  you  would. 

Mr.  Marcus.  "Well,  I  think  that  you  are  dealing  now  in  an  area  that 
I  happen  to  know  a  lot  about.  I  have  examined  titles  myself  and  very 
few  lawyers  can  do  that,  Mr.  Blum,  at  least  in  New  York  State,  at 
least  downstate  New  York  State,  which  is  my  area  of  competence. 

This  is  a  skill  that  we  do  not  learn  in  law  school ;  it's  a  skill  we  never 
learn  after  law  school  unless  we  specifically  get  involved  in  abstract- 
ing titles,  and  there  is  no  substitute  for  the  actual  experience.  It  takes 
years  to  become  a  good  title  reader;  it  takes  more  years  to  become  a 
good  title  examiner. 

And  I  think  that,  unless  the  Federal  Government  were  willing  to 
embark  on  a  massive  legal  program  of  education  of  its  attorneys,  that 
they  would  be  getting  really,  really  third-  and  fourth-rate  searches. 
The  interests  of  parties,  the  interests  of  easements,  and  technical  things 
on  real  property  just  do  not  lend  themselves  to  the  average  attorney. 

I  think  it  would  cost  the  Government,  and  ultimately  the  taxpayer 
therefore,  much  more  money  to  examine  a  title  than  a  title  insurance 
company  charges  for  a  search  and  premium  all  inclusive. 

The  time  that  it  would  take  a  group  of  attorneys  to  examine  titles 
is  a  very  expensive  thing.  Title  companies  have  pinned  it  down  to  the 
point  where  it  is  a  fast-moving,  accurate  science. 

We  rely  on  certain  of  our  plant  information  and  map  information, 
survey  information,  all  of  which  is  a  product  of  years  and  years  of 
development. 

Mr.  Blum.  Mr.  Marcus,  I  think  as  we  sift  through  what  remains  of 
East  New  York  and  of  those  many  FHA  mortgages  that  were  made  in 
Brooklyn,  and  look  at  the  physical  destruction  of  the  properties  that 
resulted  in  a  large  number  of  people  who  have  lost  everything  in  the 
deals,  the  very  sophisticated  protection  you  are  talking  about  seems 
extraneous. 

I  have  no  further  questions,  Mr.  Chairman. 

Senator  Hart.  Mr.  Chumbris  ? 

Mr,  Chumbris.  Thank  you.  I  have  no  questions. 

Senator  Hart.  Mr.  O'Leary  ? 
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Mr.  O'Leary.  I  have  no  questions. 

Senator  Hart.  Mr.  Kern  ? 

Mr.  Kern.  Just  one  brief  question. 

I  believe  you  testified  to  Mr.  Blum  that  you  paid  fees  for  the  reports 
with  reference  to  the  service  claim — rather  for  the  insurance  against 
the  risk  involved.  Since  you  only  pay  out  four  and  a  half  cents  on  the 
dollar,  a  dollar  premium  is  collected ;  hypothetically,  if  you  are  asked 
to  issue  private  insurance  on  any  property  on  which  you  issued  a  policy 
the  year  before,  would  you  duplicate  all  of  the  search,  going  back  40, 
60  years  that  you  presumably  made  for  the  earlier  policy  ? 

Mr.  Marcus.  My  name  is  Mr.  Marcus,  sir,  and  I  don't  have  your 
name.  You  referred  to  me  as  Mr.  Blum ;  I'm  Mr.  Marcus. 

Mr.  Kern.  I  referred  to  your  answer,  I  believe,  to  Mr.  Blum. 

Mr.  Marcus.  Oh,  I'm  sorry. 

Mr.  Kern.  I  believe  to  Mr.  Blum  you  said  that  the  major  portion  of 
the  fee 

Mr.  Marcus.  Well,  I  think  you  have  several  questions  in  there. 

Could  I  answer  them  one  at  a  time  ? 

Mr.  Kern.  Sure. 

Mr.  Marcus.  As  far  as  how  much  of  our  premium  charge  is  "pre- 
mium" search  charge,  you  have  to  understand  that  title  insurance  is 
the  only  type  of  insurance  that  is  not  casualty  or  indemnity  oriented. 
There  should  be  no  claims  in  a  perfect  situation. 

Title  insurance  is  set  up  by  different  States  than  those  that  have  it 
as  a  noncasualty  item,  and  they  usually  have  a  separate  department  to 
run  the  title  insurance  in  their  State,  and  distinguished  from  the  rest 
of  the  insurers.  That  should  answer  part  of  the  question  as'regards  the 
low  amount  of  dollar  claim. 

What  was  the  last  part  ? 

Mr.  Kern.  Well,  my  question  is  whether  you  would  perform  the 
same  service  in  the  case  of  a  property 

Mr.  Marcus.  Oh,  yes,  yes.  If  we  get  a  reissued  title,  we  only  go  back 
to  our  own  search,  naturally,  if  we  were  the  company  that  was  on  it 
before,  because  we  have  all  of  that  search  material  in  our  files.  Physi- 
cally, when  an  abstractor  takes  up  a  chain  of  title,  he  actually  abstracts 
it.  It  comes  to  us  in  the  form  of  a  book,  and  each  page  of  that  book  is 
another  instrument  or  another  easement  or  a  tax  lien  or  something  that 
affects  that  parcel,  and  it  goes  all  the  way  back. 

So  all  we  do  is  add  new  pages.  In  answer  to  your  question  if  we 
charge  full  premium  the  second-time  around,  the  answer  is,  some- 
times. The  State  says  that  if  there  is  a  change  of  ownership,  then  we 
must  conform  to  the  manual  charge.  If  it  is  a  refinance  situation,  let's 
say,  well  then  they  get  a  reduction  by  reason  of  earlier  eligible  in- 
surance. 

And  all  these  rates  are  prescribed  in  our  rate  manual,  which  is  filed, 
of  course,  with  the  insurance  department,  and  there  is  no  variation 
from  that.  In  fact,  I  would  like  to  clear  the  record  as  to  something  Mr. 
Colon  stated  in  his  testimony. 

He  was  being  questioned  about  refinancing  of  a  $20,000  mortgage, 
and  he  testified  that  this  costs  about  a  thousand  dollars,  which  includes 
title.  I'd  like  to  say  that  a  small  part  of  that  is  title.  It  would  be  some- 
what less  than  the  $140  premium  that  I  stated  before  would  be  for  a 
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$20,000  mortgage,  because  there  would  be  this  reinsurance  reduction 
by  reason  of  earlier  eligible  insurance. 

Added  on  to  that  charge  would  be  $250  which  is  the  mortgage  tax  in 
New  York  City  of  I14  percent,  and  that  is  picked  up  along  with  the 
premium  because  the  title  company  must  pay  that  to  the  State  when 
it  records  the  mortgage,  along  with,  of  course,  the  other  charges :  re- 
cording fees,  et  cetera. 

So  it  may  look  like  a  good  part  of  a  thousand  dollars  is  going  to 
title  charges.  It  isn't.  And  I  would  say  that  only  about  one-tenth  of  it 
is. 

Mr.  Kern.  The  change  of  ownership,  which  would  entitle  you  to 
charge  the  full  fee  for  the  reinsurance,  would  this  be  the  transfer  of 
title  which  took  place  at  the  time  of  your  issuance  of  your  own  policy  ? 

Mr.  Marcus.  No;  this  would  be  subsequent — subsequent  to  our 
policy.  And  you  understand  when  any  new  individual  comes  in  that 
title,  a  full  search  must  be  run  as  to  him.  Maybe  the  full  title  doesn't 
have  to  be  run,  but  any  liens  that  are  personal  that  by  law  are  attached 
to  real  property  must  then  be  traced  all  the  way  back. 

Mr.  Kerx.  How  much  of  a  discount  would  a  person  receive  on  this? 

Mr.  INIarcus.  I  really  don't  have  the  rate  manual  with  me,  sir,  and  I 
was  asked  that  question  earlier  today  by  my  attorney.  I  just  don't  have 
the  rate  manual.  I  don't  do  the  actual  billing  myself. 

Mr.  Kern.  No  further  questions. 

Senator  Hart.  Thank  you  very  much. 

Mr.  Marcus.  Thank  you. 

Senator  Hart.  We  are  adjourned,  subject  to  call,  imtil  our  next  time. 

(Whereupon,  the  proceedings  were  adjourned  at  12:45  p.m.,  subject 
to  the  call  of  the  Chair.  Testimony  resumes  on  p.  1035.) 

Material  Relating  to  the  Testimony  of 
Richard  Marcus 

Data  Furnished  to  Banking  Committee  by  Commonwealth  Ladn  Title  and  its 

Parent  Corp. 
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June  14,    1971 


\''.'i.iia:v.  i-'roxiViire ,    \j  ,   S.    S. 

Cliiir.nan 

Sabco.Vii'iii'tee  on  Financial  Institutions 

U.iited  States  Senate 

Washington,    D.    C.      20510 

At\.ention:     A/Cartin  I-obel,    Legislative  Assistant 

To:    3c;nator  Proxinaire 

'Z'r^'b  following  comnnents  pertain  to  your  request  for  information  addressed  to 
.his  Company  under  date  of  April  21,  1971.  References  are  to  individual  schedules 
or.  the  forms  furnished  by  you. 

Sxhibit  A     -     Ooerating  Statistics 


This    Conrxpany  does  not  compile  any  figures  concerning 
the  number  of  insurances  involved  in  1-4  family  resi- 
dences; iriformation  is^ot  available  on  which  to  base  any 
reasonable  estimate  as  td  the  number  of  such  properties 
involved  in  our  insurances  for  any  given  period  of  time. 

Line  21   -  Insurance  in  Force,   Snd  of  Year  -     In  our  opinion, 
it  is  not  possible  to  compile  figures  indicating  the  total  amoun^ 
of  insurance  in  force  at  any  given  point.     The  amount  of  insur- 
ance indicated  by  an  individual  title  insurance  policy  is  reduced 
subsequent  to  its  issuance  by  any  reduction  in  the  amount  of  the 
lien  which  the  policy  insures. 

Title  insurance  is  generally  in  force  only  during  the  tenure  of 
the  ownership,    leasehold,    or  other  estate  insured.     In  none 
of  the  above  cases  does  the  Company  receive  notices  of  the 
reduction  or  termination  of  the  insurance. 
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.■  .■.j>..,:..<j,    C.  i.   i>.  Juk-.e   14,    1971 

C^'.c.v.^vi,   S^^-oco-nfriittas    on  Finarxcial  Institutions 
s-it'-.tsj^  Cy^i*i.cs  Senti'ce 
\7a5/..r.^tor.,    D.   C. 


In  addition,    the  historicaL  records  indicating  title  insurance 
written  are  not  avaiLable  in  the  case  of  certain  companies  ac- 
quired by  merger  or  acquisition,    or  for  an  extended  period  of 
past  time. 

Zxhibit  3   -      xjjrectors,    0-"ticers,    etc.    with  Financial  Institutions   - 

No  comment  on  this  schedule. 

Exhibit  C   -      Cash  Balances   in  Financial  Institutions   - 

No  records  are  maintained  to  indicate  premiums  received  from 
policies  in  which  these  institutions  were  mortgagees. 

Fxhibit  D  -      Business  with  Affiliated  Financial  Institutions  - 

No  records  are  maintained  to  indicate  premiums  received  from  any 
institutions  on  the  basis  of  its  appearance  as  a  mortgagee  in 
an  insured  transaction. 

Exhibit  E   -      Commissions  and  Outside  Payments  for  Production  Services   - 

Commissions  paid  to  title  insurance  agents  are  indicated  sepa- 
rately.    Generally,    commissions  are  payable  in  the  New  York 
area  and  a  few  other  places  to  attorneys  on  the  basis  of  fees 
remitted. 

Most  of  the  commissions  paid  to  attorneys  are  paid  in  accord- 
ance with  rates  filed  with  the  New  York  Board  of  Title  Under- 
writers.    Commissions  are  generally  not  paid  to  other  than 
attorneys . 

This  Company  does  not  break  down  payments  for  production 
services  in  the  categories  indicated  on  Exhibit  E. 

Exhibit  F  -      Title  Insurance  Charges  - 


Copies  of  rate  schedules  are  attached. 


LeRoy^F.   King 
Secretary  and  Treasurer 
COMMONWKAI/I'H    LAND  TITI.!': 

IN.SUKANCl';  COMl'ANY  OF  NiOW  YOkK 
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4,442.67 

50,000.00 

25.000.00 

261,255.27 

7,506.01 

'i  7.S05.01   _J; 
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inOAu   0.   C:-.;STN>jT  STSESTS    •    ?.  0.  GOX  lo-ii,    •    PrilLADELPnlA,  PA.  IblOl    •    PriONt:    (215)   585-5000 

June    11,    1971 

■-'..e  Korvorable  WillieLrr.  Proxir.ire 

S'.wCo;"."u:ui"C'iiee   on  Financial    Institutions 
United  States    Senate 
Washington,    D.C.      20510 

Atten-cion:      y.artin   Lobel 

Legislative  Assistant 

DeajT   S iir : 

Provident  National  Corporation  owns  all  the  outstanding 
s'cock  of  Conuvionv.'ealth  Land  Title  Insurance  Corripany  which, 
in  turn,  ov;ns  all  the  srock  of  Louisville  Title  Insurance 
Cor.pany.   Enclosed  please  find  responses  to  your  question- 
naire on  title  insurers  fro:n:.  Cor.r;.onwealth  Land  Title 
Insurance  Co;Tipany  and  Louisville  Title  Insurance  Company. 

You  also  sent  a  copy  of  your  questionnaire  to  Corrjnonwealth 's 
siTiall  Islew  York  subsidiary,  Co^iincnwealth  Land  Title  Insurance 
Co::.pany  of  New  York.   We  have  had  a  problerri  obtaining  the 
information  from  New  York,  but  are  pursuing  the  matter 
diligently  and  expecr  to  send  you  a  copy  of  our  response 
promptly . 

If  you  have  any  questions,  please  do  not  hesitate  to  call 
or  v;rite  ne .   I  would  appreciate  it  if  you  would  funnel 
any  questions  through  me. 

Very  truly  yours. 


David  3.  Robb,  Jr. 
Vice  President  &  Counsel 

D3R, Jr./f 
Enclosures 
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c c]y:^^ON w2Ai;rx  A.ai\  d 

TITLE    INSURANCE    SINCE    1876 


1\ 


ISIO  WALNUT  STREET 

PHILADELPHIA.  PA.  iSlOa 

t2IS)  WA3-O.COO 


Junj  9.   1 371 


,.' . .  .  *  ^.v.  /rcxiVi  •  re ,   o  •  S  •  S  • 

i^:.z:. vicco  or;  Fir.cncis]    institutions 

^:..:.^-~   iCw.i;cj   icr.acc 
..vw.". .i.".._wC/.'. ,   j.C.     20i'.0 


.'.irtir.  Lcbel 
Lci.;s'.i.t;ve  Assistant 


"he  fol 'owing  co~-T.ints  pertcin  to  your  request  for  inf orr7.at  ion  addressed 
:o  t.n.'s  ccr.pany  under  date  o."  k'^rW   21,  1371.  References  are  to  individual  scnedules 
■jT:   t.-.c  fo.-.T.i  furnished  by  you. 

exhibit  A  -  C^jrctinc  Stct's-ics 

"his  cc.r.pany  docs  not  ccT.piie  any  figures  concerning 
the  nu.v.bcr  of  insurances  Irivoived  in  1  -  h   fa.r.ily  resi- 
dences; infonriation  is  not  available  on  which  to  base  any 
reasonable  estimate  as  to  the  nur.-.ber  of  such  properties 
involved  in  our  insurances  for  any  given  period  of  time. 

Line  21  -  insurance  in  Force,  End  of  Year  -  In  cur  opinion, 
i;  is  not  possible  to  compile  figures  indicating  the  total 
c::iount  of  insurance  in  force  at  any  given  point.  The  ar.iount 
of  insu.-ance  indicated  by  an  individual  title  insurance  pcl.cy 
is  reduced  subsequent  to  Its  issuance  by  any  reduction  in  c'dc: 
ar.iount  of  'l'^.q.   lien  which  the  policy  Insures. 

Title  insurance  is  generally  in  force  only  during  tne  tenure 

of  the  ownership,  leasehold,  or  other  estate  insured,   in 

none  of  z''ii^   above  cases  does  tne  cc>.T,pany  receive  notices  of 

the  reduction  or  ter.Tiination  of  the  insurance. 


■J-.-.'  J.-A.,-ei  ivailjblo  in  37  slates.  Iha  Orilrict  of  Columbia  and  Puerto  Rico,  through  this  Company,  its  Subsidiaries.  Agents  and  A;,^:ovea  A;;&- >:;,■■; 
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In  addition,  the  historical  records  indicating  title  insurance 
written  are  not  available  in  the  case  of  certain  coenpanies  ac- 
quired by  merger  or  acquisition,  or  for  an  extended  period  of 
past  ti.'vie. 

n'rcctcrs.  Officers,  etc.  v;;th  Financial  Institutions  - 

.\o  ccn-»-enc  on  this  schedule, 

C'sh  ,?cianccs  It   "in.tr.cial  institutions  - 

Ko   records  z'ii   r.^aintained  to  indicate  premiums  received  from 
po'.  icics  in  which  these  institutions  were  mortagagees. 

3i:s:r;css  •.■-•ith  Affi.  Joted  Finincicl  Institutions  - 


\o  recoros  arc  .v.a ; .",ta i r.ed  to  indicate  premiums  received  frcM 
any  institutions  on  the  basis  of  its  appearance  as  a  mortgaree 
in  an  insurcci  cransaCwi on • 


. ica  Pavmsnti  for  Production  Sarvlces  - 


Ccr.-Tiissions  paid  to  title  insurance  agjnts  are  indicated  separately . 
Generally,  corr.missions  are  payable  In  the  Philadelphia  area  and  a 
few  other  places  to  real  estate  brokers  and  attorneys  on  the  basis 
of  fees  remitted.   Co.v.TiIssions  paid  to  real  estate  brokers  and 
attorneys  have  b<:cr\   combined  as  one  figure:  no  breakdown  is  maci 
of  commissions  paid  to  persons  in  these  two  categories. 

Xost  of  the  co.T.-.iiis  ions  paid  to  real  estate  brokers  anc  attorneys 
are  paid  in  Eastern  Pennsylvania  in  accordance  with  rates  fi'.a^ 
with  the  PennsyWania  Land  Title  Insurance  Rating  Bureau.  Cc.v.v,;s^:c 
arc  generally  not  paid  to  otnor  than  real  estate  brokers  ana  actor.... 

Tnis  company  docs  not  break  down  payments  for  production  services 
in  the  categories  indicated  on  Exhibit  E. 

Title  !r,surc.-.Cc  Chcrcss  - 


Cor.vnents  are  included  In  Schedule  F 


LeRoy  ^.  King 
June  9,  rj7'i 
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TITLE    INSURANCE    SINCE    1876 


eroy  f,  king 


September  15,   1971 


I5IO  WALNUT  STREET 

PHILADELPHIA.  PA.  IQ102 

(215)  WA3-OAOO 


Wiliiar:.  ?rox;iire,   U.S.S. 

Cr.airnian 

Subcoisittea  on  Finar^cial  Institutions 

U-vlted  States  Senate 

Uajhington,  D.C.        205 10 

Attention:     Z'iartin  Lobel 

Legislative  Assistcint 

Deer  Xr.   Lobel: 

In  connection  with  the  supplementary  information  v/hich  you  requested 
froiii  this  Company,  I  am  enclosing  a  breakdoT^m  of  "all  other  operating 
L-xpenscs"  included  in  bulk  as  I ten  lA  of  Schedule  A.   We  have  included 
personnel  expenditures  as  the  first  item  in  the  breakdox'/n;  this  repre- 
scr»ts  compensation  paid  to  full  and  part-tine  personnel. 

You  indicated  an  interest  in  our  expense  for  staff  involved  in 
rcoearcaing  titles.   I  can  not  answer  this  question  on  a  direct  basis. 
All  of  our  expense  distribution  records  are  kept  on  a  divisional  or 
l/ranch  office  basis.   It  would  be  necessary  to  analyze  the  entire  expenses 
for  esci'i  branch  office,  division,  or  other  cost  allocated  unit  in  order 
to  detcraine  eicoenses  of  persor.nel  engaged  in  title  searching  activities. 
A3  an  additional  problem,  title  information  is  obtained  in  various  ways 
depending  on  local  practices  and  what  we  consider  to  be  the  most  eco- 
nomic raethod  of  producing  this  information.   In  some  cases  v;e  use  our 
own  personnel  to  perfona  direct  searching  of  titles.   In  other  cases 
most  of  our  expenses  in  this  regard  are  in  connection  with  maintenance 
of  title  plants.   VJe  may  also  on  occasion  use  outside  contractors  or 
services  to  furnish  some  of  the  required  information.   If  information 
in  this  category  is  material  to  your  survey,  I  will  attempt  to  make  an 
estimate  of  these  expenses  if  you  can  elaborate  on  the  expense  classifi- 
cations to  be  includea. 

vCe  have  no  personnel  directly  assigned  to  liason  with  the  public 
or  financial  institutions,   "any  of  our  sales  staff  and  executive 
personnel  maintain  such  a  liason  on  a  part-time  basis.   We  do  not  main- 
tain any  direct  cost  records  of  sales  personnel  expenses;  as  indicated 
above,  our  expenses  are  accumulated  oi.  a  divisional  or  branch  office 
ba:.is.   In  addition,  many  of  our  executive,  legal,  and  other  personnel 
handle  sales  and  public  relations  contracts  on  a  part-time  or  itinerant 


vjiiaoio  in  37  elates,  the  Dislrict  of  Columbio  and  Puorto  Rico.  Ihrouch  this  Company,  its  Subsidiaries,  Afonts  ano  Approved  /■'' 
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bisis.   X  aiTi  unable  to  make  any  xeasor.able  allocation  of  personnel 
£>^penses  allocable  to  these  activities. 

V/e  r.'.aintain  a  n-ur.;'.ier  oif  citla  plants  in  various  localities.   We 
..^v%i  never  attemptea  to  accurr.ulate  expenses  which  v;ould  include  costs 
of  jhese  planes  other  than  on  a  co^iplete  divisional  or  branch  office 
.<^:sis.   I  a.T.  not  sure  \-Thaz   you  sean  by  costs  specifically  attributable 
JO  a  title  plane.   This  could  include  acquisicion  costs,  costs  of 
v.-.aintaining  the  plant,  or  costs  of  producing  title  evidence  from  these 
plants. 

I  hope  that  che  enclosed  inforniation  will  supply  you  with  some  of 
the  fi3ures  you  require.   If  there  is  any  further  breakdown  of  these 
f:..:,ures  or  any  of  the  above  information  which  we  can  supply  please 
j,e-t  in  touch  with  the  undersigned  or  our  counsel. 

Sincerely, 


lAsRoy'^F .  King 
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Ex::i3iT  A  -  IT2>:  lA 

3REAKD0VJX  OF   OPERATING   EXPENSES 


1970  1969  1968 


4,527,102  4,367,043  4,081,050 

L  Cihar  Err.ployee  3er.efits                            619,057  589,723  214,577 

-.t   Icerus                                                                  672,041  614,314  608,795 

;3  Expevises                                                           313,500  276,901  253,344 

409,300  325,242  261,746 

:.;;                                                                           150,671  121,510  103,523 

Scationery                                                        202,533  186,943  199,493 

rclephonc ,   Express                                         215,303  206,114  195,696 

::aintcr.ance   &  Depreciatioa                       340,839  245,409  282,344 

£3,169  94,769  65,463 

idits                                                                           85,303  88,206  72,634 

jous                                                                       163,878           149,730  110,033 

I.ine  14                                                          7,782,756  7,2'65,909  6,449,053 
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i/;d  -:■;•■ 


BAW  iS  A  lAbLhl.  WLSl;>IAKf.  Off  AihUAIC) 


200,000.00 


.-.L  ;.i.Lio.iMi  lionU.    Piiilr.dolphiii,    I'd. 
.-.L  ;'o,.lo;,al  7..-.nk,   Oivin^G  Cert.    S-iiilo. 

..  ?i--..:.i;  C.(r..:uuv!,    rrovjdcncn,   KhoilK  Icland     -I  5,000.00' 

.ioi.c-.L  Uiii:;',   Ma.i.l,    rici-ida                                  Ij  10,000.00 

^^1<-...;1  ;;.;;ik  of  Oi-.-gon,   Silea,   Orefion             i;  2,50'i.l5 

.-.  :;!...!:,    I'iiLurcoii,   iJcw  Jcvjcy                                ||  1,000.00 

:-.:  ;.«:il;  6  Vl-ust   Co.,   ALinncic  CiLy,    ;;c«  Jcrcgy  6,000.00 

.-.c  Vru.'.t  Co.,    ?rpvitlenc?,   Hhodn  Icl.-.r.cl           li  1,000.00 

■,'.-j..t  oi  Ucw  Jor.icy,  l;ac'.;cnf..-.ck,   N.J,           i|  A, 500. 00 
.;-.;k  or  ■.;.-.-.;L;,o.-r.e,   Ssvlr.js  Cert.   r..)wthorr.c;K.J. 1,500. 00 


iLjcr:,:!  r.ur.;-.,    ?.Ttc-£on,  K.J. 

t  Vrust  Co.,   Cert.   o£  D^jpoDit, 

Jcr:;cy 
...'.1  La.-.'.;,   Cert,   of  D^^^iot-it 


4,000.00 


10,000.00 
1,000.00 
/,,/i00.0O 

10,000.00 
2,000.00 
4,280.00 


^■.  ■.tr.-lo.-.il  Ziuk  of  i>a.,   Chester,    Po.  || 

-.'.  i  Jo.-.-.ey  ail:".:  U  'i'i-jcu  Co.,  ri:c;iliold,  ;;.J|: 
•',:■:',.  Cojn-y  i'lational  U.ink,  Freehold,  N.J.  i: 
loi..;.'.  "Ji.r.'.c  or  GiOrfiis,  Atlcnts,  Gooijla  ji 
iO.-..-.';   Co:....-.in;  Ly  Dar.I;,   r.ut':criord,    IJ.J.  j 

C..L;.io.;..i«  ;^.-;.'.i;,   LojAni-.cles,    C.*iliro,:i-.iii         I 
.'Lu,.t  Co.    of  Old  Yorh  Roa.-'.,  Willow  Grove,   Pil. 
;  i;.-..!;:  «.  y-.ri.3t  Co.,   ?.-.tciT.on,    N'.J.  li 

.,_..^;  o.:  :iiu:.ii  iic^eii,   liicu^  beaeh,   Florida     li 

?c.-.ii  :;ctlo.-.al  aar.!;,   i'hil^delphla,    Ta.  ll 

1  J..rtk  ii  ;;jw  York  Vruct  Coorpany,   New  York,   U.Y-. 
.■.tcl  i..-.n';  L  Trust  Co.,   I'o-riGtowri,   Pa.        ,    J 
;.;:io.^:.i  l:-.:w.  of  I-'jiryi^nd,   SalLir.;?ve,   Md.  .     i; 
..tio.:£l  1;;:.,'.(  of  P.-.-sstic  County,   Clifton,   N.J. 
.-V.  Vru.'.t  Co.-.v£..iy,   ?.-iil2delphia.    To,  ll 

;--:.ion.'.l  ilar.*:  of  Atlir.La,   Georgia 
*/u.'=t  i;*'.;i!:,    i'hilacelphia,    Pa. 
.  .v.o  31.-. ti;  i:.-:;v..    Saddle  Irook,    K.J. 
;'j..ot  Coi^.v-.iy,   Kcv;  Yorl:  City,   Mev."  York 

'..■::■.'.:  of  ..i.—.i,    ;'.-;a.ii,   Fl-irida 
.:ry  ria-..'.-.  &  I'ruit  Coir.pany,    Pascaic,   N.J. 
/  3;atc  )..-...k,    P.-.-.'s^'j^aiiy,   Ts'.J. 

.:,.,; io.-..'.l  r,.:i.k  of  V.aw  Jer;ey,  Caiiidon,  W.J.  '! 
,:.-,.>y  ;;;.;  io.-..-.l  '.iar.k,   Cair.d.:n',   N.J.  j| 

:t  .:.^c;o:-...;  l-ar.k  of  Pa.,   -Ihcster,    Pa. 

;  oi.  :;ew  Jer.'jay,   Ciir.dcn,   lieu  Jersey 

.  of  V.c\t  York,   '.lev  York  C,  ty,   I.'cw  York  j 

..  ::..v;r  IVi'.sE  Coroar.y,    iiryn  Mswr,    .■>(  ij 

.:;,;..;  .:.  ioiitkern  iJational  ijank,  Atlanta,  Ga;' 
eli.y  ;..-.nk,    Philadelphia,   Pa.  j| 

--  ;:.-,txOi.;.i  iianK  of  V.Vtt  Cheoter,   Vest  Chesier,   Pa. 
..c   Vu.-.n.^yiv.-.niE  Janklr.R  &  Trust  Co.,    Phila.  ,i  ?a. 
'^/.c'cill^hia  "-tional  '.tar.k,   ?aiiadei,'hifl,    Pa.    ] 
j.:.-t  Oo:..-.j.-.ny  of  iiaryiand,   Balticoro,   Kd.        |, 
.',c.;ior,al   Bank,    Mi.-.r.il,    Florida  || 

i-'ic  i'iri^t  National  Unnk,   Cor£.l  Gabies,   Fia. 

'.\j,.io.i.'.  1  r.ank.   Coral  Gables,   Florida  || 

d  ;;:.tio.i;.l  r.ar.k,    Daiti:.-.ore,   ::d.  li 

t;.  lia.-.k  of  Miarr.i,  Ilia;.-.!,    l^lorida  ! 

atior.nl  jiank.,   I-har.ii,    Fiorina  ' 

.'.:r.ericaa  i^ational  Bank,   Miawi,    Florida  ji 

. ...  i.C'c'.i  .'ir^C  Natioii.'ii  iinnk,   Miar.ii  Leach,   I'jlo. 

;:t  ;:.-.i,ion;'".l  Bank  of  I'.iami,    Miami,   Florida      I 

-t  £t.i:e  r.ar.l:  of  y.\.r,;,L,   :;io;ii,   Florida  Ij 

c  -.i.t.onal  ;-.a.ik,  Atlantic  City,   M.J.  || 

ty  ;..-.;. I:  of  "jcrr.cn  Coiinty,   Rochellc  Park,   X.J. 

■.jion.*l   1  nr.k  of  Absccon,   Ab:;ccon,   N.J.  '; 

-.'ll  ;kiiiOnal  Jank  of  ivhodc  Iclaad,    Providcac-a,  11. 1, 

.la.w  :.oj-i^..al  Triu.t  National  ilank,    provldci'ce,   H.I, 

d  .iidio  ICationui  2ank,  Wood-Uidac,   N.J.  ^j 


i  r./.:;;'.s  oa  .iiuii  Zi::.;-M;% 


1$  A, 095, 289. B8 

35,752.27 

320,047.14 
11,577.00 
46,939.42 


K:i;;$;j.v.'.cr 

KlSiliVi  iU.'Oi 


^;  475, 076. 2b 


5,000.00 
10,000.00 


1  1,010,640.92 


40,000.00 

30,000.00     ! 

8,149.00 

110,000.00     1 

50,000.00 

150,000.00     1 

35,000.00 

35,000.00     1 

200,000.00     1 

10,000.00   |! 

100,003.00    |l 

15,000.00    Ij 

50,000.00    il 

100,000.00   j; 

100,000.00     1 

10,000.00     1 

10,000.00     ; 

60,000.00     \ 

10,000.00     1, 

50,000.00    ; 

50,000.00     |l 

25,000.00     : 

50,000.00     1 

200,000.00     ;' 

90,000.00     j 

15,000.00     jl 

150,000.00 

70,000.00     ! 

25,000.00     li 

26,145.00     f 

60,362.52     li 

1,150.55     il 

2,500.00     ji 

6,583.10     n 

233.076.03     ■ 

20,018.14     ,, 

153,97.9.70 

96,467.72 

423,-352.53     > 

9.485.59     ij 

10,000.00     I: 

6,100.00    i: 

5,500.00     j! 

20,328.44     .1 

206,066.77     ' 

250.00     1 

7,639,124.65     .  490,076.:' 
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.\:.c'.:o.-  Sovh-gs    £•  Lo?n  Acioci ci; Ion  •  .  $  15,000. CO 

A.:'. a.'". tic   City,    Kcw   Jersey.  • 

..0S>^''-"  Savln-jS    t-  Locn  Association  5,500.00 

3o.-o£a,    Kav/  Jersey.  .  .         ,'-..■■.  '■ 

Ca.-tcrot   Savings    &  Loan  Association  ■  5.500.00 

iiuv/ark,    Mew  Jirsey. 

Z'.'.'zor,  Savings    Z-  Loan  Association  5,000.00 

C.  i.'ton,    .'icw   Je.'scy. 

■'.i>!  Icct Ivo   Federal    Savings   &  l.o.;n  Association  15,000.00 

Hgv;  Hor;:>ar,    Mev/  Jersey.  -  •  '    • 

.~2 '.  1  o'.-.T. ;-. I p  Savings    C  Loan  Association  5.000.00 

^e.'genf  I  a  I  d,    i'.ivi   Jercey.  .     ■  .  ^ 

."Icellty  i^.ctual    Savings    &  Loan  Association  2,000.00 

03;..cen,-    .">ow   Jersey. 

.^Irit  Savings    S-  Loon  Association  or   Fair   Lawn  6.QCO.0C 

.-air   Lawn,    liew   Jersey. 

rirs-t   Federal    Savings   £•  Loan  Association  ■  8,000.00 

!!a.'.,;r<5nton,    Nev/   Jersey. 

Can   r.ocl<  Savings    £.  Loan  Association       .  .  2,500.00 

Glen   .aocI^,    liov;  Jersey.  ^  ■ 

Guardian  Savings    C-  Loan  Association  .  '  15,000.00 

At  last ic  City,    Kew   Jersey. 

.lackensack  Mutual    Savings    £•  Loan  Association  .     '  ^1,000.00 

..ackonsack.    Mew   Jersey. 

i'iaddon  Savings    t  Loan  Association  •  .  2,000.00 

.'iaddon   Heights,   New  Jersey.  -,  -  . 


(1) 


1021 


:.,   S.-ivi  [■.'-,    f.   I.0.-..1   /.^■■r^.^.  i  M  Ion    .-.'-.    ni"    Di^rci  .!i.m-    ji.     ]''>'/y 


\:E\!    JgRSr.Y    -    Co,-.l:ln;:cd 

/. ". o/.incio .'  ::o;.ii  1  .;o:i   Sovir.'js    £■   Lo.-j.t  AsiOcioLIon  _      $  5,000.00 

o,'    ;•",-.  Li.- so.-, ,    Kev;  Jci-sf/. 

..f./.-.v-O.-cor.   Scv)r.20    &   Losn  Associatior.  5,000.00 

i.'£,v,-/3i-. Lon,    ;;cw  Jersey. 

;.-. ccr-Soro  Sevincs   &  lour,  AssociOLion  2,000.00 

l-cu.'oi    S.i,-;r.{;s,    ilcw   Jersey. 

.rv'iUj  Scvir.gs    &  Loen  Association  •  3,000.00 

.'ccrson,   Kevj  Jersey. 

.'-.c-av/s;-!  Sivi.-.cs    o-  Loan  Association         ,  .  1,500.00 

.'.chwa;-,,   New  Jersey. 

.'■lanasquan  Savings    6-  Loan  Association  "  _     10,000.00 

.'■ia.-.f.squan,   i'iev;  Jersey. 

Cicean   City   i-;orne   Sayings    £•  Loon  Association  .  3,000.00 

Ccea.-.   City,    t'.evi   Jersey. 

Crcr.c)u  Sc.vings    &  Loan  Association  ,    '  5,000.00 

Oi-a-.ce,    uc'.v   Jersey. 

.^oiiriy  Savings    S-  Loon  Association  3,000.00 

..'iiUrcdcli  Heights,    ^;e■.v  Jersey. 

South   Jersey     Savings    &  Loan  Association  2,000.00 

Col  ".  ingsv.'ooci,   t:ew  Jersey 

Sper.cer  Savings    &  Loan  Association  11,000.00 

Garfield,   Kcv;  Jersey, 

Spencer  Savings    £•  Loan  Association  3,000.00 

-od i ,   lie\-i  Jersey. 

Jnion  Federal    Savings   &  Loan  Association  .  7.000.00 

Ca.T.con,    New  Jersey. 

o.-.;tcd  Savings    £■  Loon  Association  5,000.00 

or    ?a torso:-.,    New  Jersey. 

'..'yC'^of/   Savings   £.  Loan  Association  ''       '  •  6.000.00 

$      162.000.00 


(2) 
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F.-<ir.k:  in   Sociuty   Federal    Savings  •£■   Lo^n  Association  •       $  3,500.00 

Now  York  Cif/.    ficw  York. 


Oackcye   Federal    Savings    £■   Loan  Association  7,189.66 

CoJL.-.tijs ,    Ohio 

Citizens   Federal    Savings    £.  Loan  Association  ljjl/i/4.7) 

o'   C '.eve i one,    Ol. io. 

Citizens   Savings   &  Loan  Corr.pany  3,037.84 

.^ainoivi  lie,    Cliio. 

Tl-.e   East   Palestine  Savings    &  Loan  Association  ,      10,000.00 

East   Palestine,   Oliio. 

■';-,e   Farrifflrs   Savings    £■  Loan   Co.T.pany  10,000.00 

Canficid,    Ohio. 

.■'^r-zt   rcderai    Savings    6-  Loan  Association  ,         .    .  S!, 000. CO 

o.'  Akror.,    0.-. io.  ^-  '  '        ' 

.-irst   Federal    Savings   £•  Loan  Association  4,500.00 

C/.'    C  level  and,    Oiiio. 

Firs:   Federal    Savings    £  Loan  Association  5,500.00 

o.'   V/arrcr. ,    Ohio. 

Fil-'i;   Federal    Savings    &  Loan  Association  '  't, 100.00 

of  Wilioughby,    Ohio. 

First   Federal    Savings    &  Lean  Association  7,500.00 

o."  Youngs toivn,    Ohio. 

Ge.v.  City  Savings  Association  •  5,23^.15 

Cay  ton,    Ohio.      . 

ilo.ro   Savings    £•   Loan   Company  ■  ■  6   500.00 

Youngs  town,    Ohio. 

.lontcr  Savings   Association  .  .•  .  '  3,880.65 

Love  land,   Ohio. 

Johr,stov;n  federal    Savings   £  Loon  Association  3,500.00 

JohriS  tov/n,    Oiiio. 

LM:c   County  redcrnl    Savings    J.  Loon  Association  2,575.73 

of    raii.esvi  lie,    Oliio. 

(3) 
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OHIO  -  Cotilinun'l 


r*CiT.!;ji'.c;n ■;  ."od,";i'.ol  Savings  6  Loon  As'jOciotion 
ov  Akron.  Ohio. 


$  i),CGO.CO 


Sccor.ij   I'oc'oro!    Savings    t   l.oon  Associotion 
o;   CU:vo:c.no,    Ohio. 

'.■.\.:..jj':  i    Savings    o-  Loan   Co:i'.?any 
V.'orro.-i,   Onio. 


ij.^OO.OO 
5,500.00 


LniLccl  S^v;nc,5  Association  of  Cleveland, 
J". eve  ;  ar.ci ,  Ohio. 


13.7S0.61 


'..b.-.-er,  •  i  r^ec'cra;  Savings  £•  Loan  Associa'cion 
Cieveiand,  Onio. 


2.5'i'i.83 
$        128.'i0'{.28 


PEI.flVOVAlMA 


'.ctr.a  Federal    Savings    &  Loan  Association 
.■/22   S.    3road   St..    Pnila.,    Pa.         igUtS. 


$  2,000.00 


.■•.!:.-.Gnd   Savings    &   Loan  Association 

i.i'.S   r.ain   St.,    P;-iila.,    Pa.  19127. 


3,000.00 


.•\!v!r.    /rogrcssTve   Federal    Savings   t  Loan  Association 
■.S03   S.    Broad   Street,    Pliila.,    Pa.         igUiS. 


i. COO. 00 


.■A.v.!:. ', c r  Savings  £  Loan  Association 
.yj   Z.    Sutler  Avenue,  Ambicr,  Pa. 


2,000.00 


'.::v.-i  i!/or,.estIc  Savings    &  Loan  Association 
i.-oad   £■  Porter  Streets,    Piiila.,    Pa.    19145. 


3,000.00 


^aird  Savings  Associotion 

io  S.   I8th  Street,  Phila.,  Pa.     19103. 


9,000.00 


Tioii  Savings  £■  Loan  Association 

7253  Frankford  Avenue,  Phila.,  Pa.   19135. 


2,000.00 


Coroan  Savings  "&  Loan  Associotion 

52  ;i.  52nd  Street,  Piiila.,  Pa.      19139. 


2,000.00 


Cayuga  Federal  Savings  £•  Loan  Association  of  Phila. 
S.:;.  Cor.  13th  £.  Sansom  Streets,  Phila.,  Pa.  19!0'4. 


4,000.00 


CO 
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p::;;:syi.va\i!A  -  Comi 


Ci-.osc   Si.vl.'is    5-  Lor,,-,  A',ooc;;ir.  ion  $  2,000.00 

703  W   Ciro.'c;  Aveni.'C,    ?.-ii  ]o.  ,    Po.      !9!23. 

O.-.j".  tclic.-.i  "cc'croi    Suvir.js    5      Loan   Assoc  Isc  ion  3,000.00 

^■.25   .wSl.ig   Si.iri  Ave.,    Pliila.,    Pa.    19111. 

ChesVor   Cot.nty   redca!    Savings    £,   Loan  Association  3,000.00 

7   l.ic,:-.   Street,    West   Clicster,    Pa. 


0'.  e^.-.' ielc.   i'crieral    Savings   £■  Loan   Association  SiCOG.OO 

y.-:S-i.    .-.'o.-.ii.'o.'G  Ave.-ue,    Phi  la.,    Pa.      19135. 

Co".  1  !  ."..jdale    "ederal    Savings    £•   Loan  Association  ■  1,000.00 

'.3   Ches^v^r   Pii<.e,    Coi  1  ir.gdale ,    Pa. 

Colonial    ,-cdora!    Savings    £•  Loan  Association  -        2,000.00 

;20o   C'.-.cs.nut    St.,    Piiiia.,    ?c.  .1S107. 

Co.-.:."..onv;2ai  til   Federal    Savings    £•  Loan  Assn.    of   Worristov;n  9,000.00 

'.OK  \l.   i'.ain  Street,    liorristown,    Pa. 

Co:ri:7un  i  ty   redera!    Savings    &  Loan  Association  ^  7,000.00 

Ccontz  Ave.    at   V/asinington    Ln . ,    Pl-.ila.,    Pa.    19150. 

C:-.;.sl-ci-iOc:<cn   .'^edcrol    Savings    6  Loan  Assn.  2,000.00 

'■j-y^lic   St,    at   2nd  Ave.,    Consho.^'.ocken,    Pa. 

,  Co.-.t.'nental    Savings    &   Loan  Association  2, SCO. CO 

.12  S.    o^li  St.,    Phi  la.,    Pa.  19103. 

Cr^oodo.-  Sr.vings    &  Loan  Association  •  3,000.00 

jCuO    icltL^-ore  Ave.,    Phi  la..    Pa.    IS'43. 

.1.'^;    Clrarc   Savings    &  Loan  Association  '(,000.00 

7C-.i   Cas.or  Ave.,    Phila.,    Pa.      191^.9. 

;;;...v.'00d   r^edcral'  Savings    £•  Loan  Association  '{,000.00 

o'.za  '..'.:.od  1  and   Ave.,    Pl-.ila.,    Pa.  191^2. 

.■:ce;:;.y   ."ede.-al    Savings    &   Loan   Association  2,000.00 

C993  Vo.-rescaie  Avenue,    Pnila.,    i>a.       19135. 

/V.-jl    "cder-il    Savings   i.  Loan  Assn.   of  Chester,    ?;.,  '  2,000. CO 

-i   ii.    iv.i   Street,    Cl-.estcr,    Pa. 

.'Irst    .";;derai    Savings    &■   Loan  Assn.   of   Lansdalo,    ?a.  '  ,  2,000.00 

-.12   '.;.    .",.-ln   Street,    Lajisuale,    Pa. 


(  5  ) 
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plm;.'5yi.v,':: ia  -  Co.-^r. ; .vjccJ 


.';rsi:   .-c.-(Joro'i    Sovinrjs    f.   Lo^.i  Aisn.    ol^   T'lii'o.,    Pa. 
\yyi   .■'oijii;   Sreeze  Ave.,    I'hilo.,    I'o.  19i'i6. 


$  9>5CG.OO 


'■v^.iv_.-<.i  Sivi.-.^-j    6-  Loo.i  Associo'cion 

..^.   :o.-.   6;;-.  &  £;-ic  Avvj.,   Piiilc.    Pii.      i912Ji 


2, 000. CO 


•';.;   0.-.:.iC   .-ccirr.l    Savlr.os    £.  Loar.  Association 
s.-.i.i.-.-.    il.    £.  i'ir.c    Roid,    rox    Cl-.ase,    Pa.         !91!I 


2,00C.C0 


r.jE.v.i.-.  rrt.-.k'i  i r.  .-ccJcrol  Savings  i  Loon  Assn., 
.i^,  0,;cslr.ut  Strce;;,  Pliila.,  Pa.    '-  ;'15-103. 


7,000.00 


'.ii\-ii\   S av ; .••.<js  i  Loan  As s n . , 

jy  Avenue,  Phi  la.,  Pa.     '  'S'Oii. 


5,000.00 


o.or.s^cc  .-ecerai  Ssvinss  &  Loan  Association 


3, ceo. 00 


.-.v.; '. '(.on-.".o  .  i  incG  Savings  S-  Loan  Associa'cion 
>5.3  Oo,"..,a;-.t0'.-.v,  Avenue,  Ph'i'.a.,  Pg.     ISi'^''*. 


15,000.00 


•.ClOO.-o    "e.-e.-a'.    S5vinf;s    £•  Loan   Association 
22'.    S.    Vo.-k   Pvoad,    rialboro,    Pa. 


2,000.00 


■  ':   L.^iw'/   Savinc;s    £.  Loan  Assoclar.ion 
,i-;2   .-.-c,-,:<;ord  Ave.,    p:ii!a.,    P.i.       ;S12i». 


5,000.00 


;ra:  Savings  £•  Loan  Association 
S  Chestnut  St.s.,  Phiia.,  Pa.   I 


'i, COO. 00 


...  ;<;rcounty   iavincjs    ^   Loan  /issociatjon 

io2  j"  Ge  .'r.ian  ..ov;.'.  Ave  . ,  ?\: !  1  a . ,  Pa .    ■ '.  2 1  ;  3 . 


5^000.00 


;  an  .'-.e.-cnants  Savings  £■  Loan  Association, 
Cat.-.a.-:no  St.,  Phiia.,  Pa.      19147. 


2,000.00 


.lintown-Atiington  Federal  Savings  S  Loan  Associat 
'..'est  Avenue,  Jen  !<  i  n  town ,  Pa. 


3,000.00 


.\i;   Savln.js  S  Loan  Association 

.:':5  l/aln..  St.-eet,  Pnila.,  Pa.   12103. 


4,0C0.CC 


.^.-■/stone  Savings  (,   Loan  Association 


l.OCO.OO 


...•.nr.Jovine  .■^ec'era]  Savings  t.   Loan  Association 
3i:  S.  La.-.s^'cv.-ne  .^ve.,  Lanscowne,  Pa. 


7.000.00 


L.i.-.'r<.-nce  Savin'-jS  L   Lo.'.n  Association 
i .. .  c,  ',.'.. ..no.-,  ill..,  Phi  la.;  Pa.   I'jl'iu 


3,000.00 


(  5  ) 
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Pci'iiS'.'I.VMIIA    -   Conlliujoci 


.■■cdcrol    iciviiujo    &   i.'.-.^n   Ajsoci  .t  t  ion 
i.-oacJ   Si.,    ?,-.i\o.,    ?o.      13.02. 


$  7. 000. CO 


i.-.coiri    Fcilvirsl    Sjvi:ic;5    £■   Loon   AssocioLlon 


2.0C0.O0 


.-,.-;   "cidcral    SavintjS    &   1-oan  Association 
,o.-.cc3',.cr  Ave.,   Arci.Torc,    Pa. 


6,000.00 


."odcrel    Savir.rs    S-   Loon  AiSOciat(on' 
K  ;.-.£;   S  tree  I,    "julvern,    ?o. 


7,000.00 


.:g7- 


I  ..7   .'■■ccicrai    Savings    i  Loan  Association 
:j  Mc'ir.^Z   Street,    Phila.,    Pa.    19!02. 


i»,OO0.CO 


'i-.  i '.  ode  loi-.  ia  Mutual  Savings  &  Loan  Association 
A:;ec;-,er.y  Aver.ue,  ?fiila.,  ?s.  I'iU'-i. 


1,000.00 


:s  c    ."ederal    Savincs    £•   Loan -Associ  at  ion 
2.   Aiicjhcny  Ave^,    Phi  la..    Pa.         \S\3^. 


4,000.00 


^ccorai    Savings    £•  Loan  Association 
Vo-or   Rosci,    Pin i  la..    Pa.    19128. 


5,000.0c 


3r.;e  Savings  S-  Loan  Asscciacion 
Acnsl.'.gcon  Ave.,  Piiila.,  Pa.   13125. 


2,000.00 


■.^'-7- 


Savings    £•  loon  Ajsociat.on 
-;    Street,    Pni la..    Pa.       IS  103 


4.000.00 


:s    ,-"ee'eral    Savings    &  Loan  Association  of 
\/a.ei,      Pa.,       115   S.    Main   St.,    ;lo.-th  l/ales.    Pa. 


5,000.00 


lie;.-/.. la   rcileral    Savings    &  Loan  /"■.ssoc  j  at  ion 
:.^estnut   Street,    Phila.,    ?a.      15103. 


4,000.00 


ixvl:le   Feileral    Savings    £■  Loan  Association 


4,000.00 


Savings  Association 
.nu.  Street,  Pr.i  la.  ,  Pa.      1S104. 


3,000.00 


-.tial  Savings  Association 
;.^e.,tn;,;  Street,  rhi'a..  Pa. 


5,000.00 


^aera;  Savings  o   Loan  Association 
..-.^i   Strcev,  Piiila.,  Pa.       I'jIO?. 


5,000.00 


(  7  ) 
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^Pi;;!r.VLV;M;iA  -  Cohtinuccl 


/.c»:i'Orouc,h-,".o-ici-/u.n.''.  Focier.-i!  Scvinoo  &  Loon  Assoclr.tion 
i062  iUocc  Ave,  P.iilo.,  ?ii.       1912a. 


7.cco.(;o 


Ji.    EC:Tar,d-i   Scvin.jc    &   Lor.n  Associotion 
23i'.  .".if;:;.-.  S':.,   .".'lila.,   fo.        li)Ui5. 


l.OOO.CC 


Sccor.cl   FccIc.'Si    Savings    £•  Loan  Associiition 
.727  Chestnut  Street,    f'hila..    Pa.      I9IO3. 


6,000.00 


^,:r:o.-,   C.    Si.Ton  Savings    &*Loan  Association 
200'j  \!.    Pasiyunk  Avo.,    Pliila.,    Pa.      191A5. 


il.OOO.OO 


^-,r'.r.-2^'.a\d  Tov/ns.'iip  Focicral    Savings    £■,  Loan  Assn. 
o5   Saxc  Avonuo,    Springfield,    Pa. 


1,000.00 


Vl^ird  rodcral  Savings  &  Loan  Association 
-.525  .'^rankfo.-cJ  Avenue,  Phi  la..  Pa.   13!2'f. 


5,000.00 


V/evose  Savings  £.  Loan  Association 
Street  £.  3rownsvi;ie  Roads,  T.evose,  Pa. 


5,000.00 


V.'ost    rh  i  ".  ado'p.hia   ."^ederal    Savings    £■   Loin  Assn. 
522;   Chestnut   Street,    Piiila.,    p3.       ;9139. 


10,000.00 


.!'.  .  io\;   Grove  l^ederai    Savings    &  Loan  Association 
>  Ziij'ior,   P.ocd,   l/illow  Grove,    i'a. 


2,0C0.00 


Vori-;  .■'.oau   .-cderal    Savings    €■   Loan  Assn.    of    Jen!<intO'//n,    Pa. 
.23  Vc.-.-;  Roac,    Jer.liintown,    Pa. 


2,000.00 


S   272.!0''i.00 


i''.etropol  i  tan  Federal  Savings  &  Loan  Association 
of  Puerto  Rico. 


^ 10,000.; 


VIRGIHIA 


.■'erpetua'.  Savings  <>  Loan  Association 
V.'aodjridge,  Va. 


$  5,000.00 


Virginia   Savings    £■  Loan  Association 
Spr  in.jf  ie  !  d,      Va. 


$  10,000.00 

$  IS. OOP .CO 


Total    Unearned    Prcniiim  Reserve    Fund 


$ 5oi.;.o;;.22 


(  8  ) 
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c-;:.::';Ai.  !■!.:::,) 


g;;c;s;:ia. 


■L....-.-/:}^ 


A!.;Ot;.' 


;c.v:.-.<jS    £■  uoon  Ai,bocI  ;/>:  ion 


$  iOjCOC.CC 


.'.    C.i.vi..9S    0-   ^Oun   Assoc;  a'ci Om 


iO.OOC.OO 


; V . .'.  j  3    i  ^06r.  As  s  oc .  c  'i; ,  on 


5,oco.cc 


^ 2S,i£;Cio._0Ci_ 
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c,-:a.^G£S  and  ov:-.z:\  ckaj^ges 

_;j;  cr.,j  c-,-rc.-.u  p,-c.r.;u.T,  charscs  vor  title  Insurance  and  a!i  other  services  pro- 
\,''.<.^s.   jy   the  Co.~po.Ty. 

Cc....v.o."...ci. .  t  n  Lar.ij  Tit'c  .ns;jrcr.c<;  Ccr.-.pcny  is  licensed  to  do  business  in  31  states, 

^.■.-  ^. -;.".-;  G.'  Co'. u.v.bio,  Puerto  ^ico  i.'d  the  Ir.iuCv:.  States  Virgin  Islands.   in  the 

\^.  .,.,..  ,'.^  .^   :;titci,,  Puerto  ,\ico  c..'.d  tnc  United  Stctas  Virgin  Islanos,  tnc  cc.'.",pany 

-.-^.--:w^  ^J, <-'.-/   thrcuc,.-.  oc;er.ts,  sne  coes  not  senerii'.y  participate  ir4  charges  (nade 

-7  -tj  e'_,^.nts,  otncr  Jr.^r,    in  its  portion  or  the  charge  for  risk  prcr.iiu;r..  Rates  for 

.-.o.v  j.-^.'.iv..:-.  cyp-'.  icaoie  to  these  states  are  indicated  in  Schedule  i. 

Co'.oredo  ;\assachLi3etls  Puerto  Rico 

:,:-., -re  Kontcr.a  South  Carolina 

Ceor-^.'a  Nevcce  Tennessee 

.''.  ir.ois  N'ew  IHarr.pshire  Verr.ionc 

.r.diana  Xcw  Xexico  t!.S.  Virgin  Islands 

Xair.e  North  Carolina  Virginia 

West  Virginia 

.\otv.s  ;r.  Scnedu'.e  1  are  aiso  usee  in  some  other  jurisdictions  to  indicate  the 
Ce...je.-.y  •-  participation  In  risi*  pre.T.iu.r.  collected  by  an  Agent. 

C.'..-.'„wS  .'or  titic  services  in  chc  re.Tioining  jurisdictions  in  which  the  C&r.pany 

.J    '.  .c^:.:,c^   C..-0  indicated  as  follows: 

V  X .-  -.■rr.' :    -  ."^atas  for  title  insurance,  includinc,  examination  of  title,  are 

5e.rjr,ari2ed  in  Schedule  2.   These  are  rates  charged  to  the  public 
through  an  Agency  Subisieary.  Adcitionai  rates  for  undorser.-.ents 
and  rr.isccl  Isneous  fees  constitute  a  Su.all  part  of  inc&v.e  in  this 
state,  "r.ii   Co.v..jany  also  perfo.-.r.s  escrow  services,  with  rates  es- 
tablished according  to  local  p.*actice. 

'-,:      z:  ic- :-  ,';atcs  filed  by  the  Connecticut  ooerc  of  Title  Underwriters  are 

inclcatcd  in  Scneeule  3.  Tne  Cc.pe.'.y  operates  through  Agents  end 
Approved  Attorneys,  anc  participates  only  in  the  risk  premiur:,  porcio.- 

"  -■.'.:;  c:   Col v..>i~  -  Rates  for  risk  pre.,iiu.r.  ere  as  Indicated  in  Schedule  1. 
.■\ates  for  exc.v.inat ion  of  title  a.-.d  closing  services  are  indicatee 
or.  Sc.-ecule  k-.      So.".".e  Gtner  ".iscel  Icneous  services  are  perfor..,„e, 
using  rates  whici'  are  custc«".".ary  in  the  area. 

.-'  '.'".-  ■   -  Rates  for  risk  pre.'.iiu.r.  anc  exa.r.lnat  ion  of  title  ore  indlcateo  in 

Schceele  3.  These  rates  are  usee  on  Cor.'.pany  originatee  inserancv,s. 
Cnarges  for,  abstract  and  closing  services,  where  applicable,  are 
.T.ede  according  to  rales  custcv.ary  in  the  area  where  the  insurance 

On  Insu."ances  originated  by  Agents,  the  CaTipany  participates  only 
in  the  risk  pre.MJur.  portion  of  the  rate,  in  accorda.nce  with  th- 
rates  indicated  In  Sci'.edule  1,  or  v.ith  the  risk  pre.Tiiu,".i  port. an  of 
rates  detcr.r.incd  aecoreing  to  Schedule  5  or  other  rates  i.'dig^ncus 
to  specific  other  county  areas.  Schedule  6  is  a  schedule  ir.&Icatlr.g 

ere  ine'cat^d  in  Scheeules  7  and  Z.      T'no   Ccnpany  operates  througn 
agents  in  Louisiana  and  only  participates  in  the  risl<  pre.-niu.-  rates. 
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- :   -  C.-,crc,os  on  Co.v.,j^.-.y  or'.gi.-i.ii.d   insurcnccs  for  r>rcT.'.c;r.,   c'.csir.o 
ii.-.d  Gjhcr  scrvjcss  ere  ihc  same  as  those  in  e/feci;  for  z'r.a 
District  of  CoiL.tijIa  (q.v.). 

C.i  ir.suranccs  o.-jginated  by  Asenls,  the  Coxpcny  participates 
or.iy  i.n  ihe  risk  pretniur.i  charcec,  in  accorda.icc  vjiih  rates  in 
loca'.  use,  or  with  tr.i  prcAiLi.Ti  rates  indicated  in  Schedule  '. . 
Sc.-.cc^ics  S  ar.d  !C  indicate  rates  published  locally  by  two 

-.r.     -     The  Co.r.pany  par;  icipstcs  cr.iy  in  the  rate  for  risk  premium  charced 
by  i.:s  ac;ent.  Schedule  11  indicates  the  agent's  published  rate. 

;.;.:.  -  Scnceulc  12  inoicates  rates  filed  with  the  Nebraska  insurance 

Cepart.v.ent .   The  Ccr.pany  participates  in  the  rates  for  risk  "firii- 
r.-.i^.v.  only  charged  by  its  as>-nts. 

-:,cv-  ;^at_;  for  risk  pre.v.iu.T;  jener^lly  charsed  are  as  follows: 

wp  to  roC.COO  $5.00  per  $l,OuC 

Over  550,000  3.00  per  $1,000 

Or.  Cc.v.pany  originated  insurances,  an  additional  charge  v.-nich 
varies  wich  the  locality,  is  r.-ade  for  exar.'.i nation  of  title. 

On  insurances  originated  by  Agents  or  Approved  Attorneys,  cne 
Company  participates  in  the  risk  premium  charged  by  the  Agent 
or  Approved  Attorney,  generally  in  accordance  with  rates  .n 
Schedule  1 . 

Risk  prer.iiu."  rates  filed  vjitr.  c'ris   State  of  Ohio  insurance  i;_;y:.rt- 
r.-.e.-.t   are  Indicated  in  Schedule  13.  The  Co.T.pany  part  ici;;e.>.s 
only  in  cV.q   ris;<  prerrilu.T.  portion  of  charges  made  by  its  agents. 

title,  and  guarantees  of  title  as  pubHsned  by  one  of  its  agents. 

Elates  for  title  in.iurancc  risk  premium  and  escrow  service  a.'v- 
indicated  in  Schedule  15.  Tnesc  rates  have  been  filed  by  the 
Oregon  _and  Title  Insurance  Rating  Bureau.   Other  charges  for 
-Iscei laneous  services  are  occasionally  made  according  to  local 
practice. 

'  1 v: n : a -A  synopsis  of  rates  charged  in  the  three  rating  sections  of 

Pennsylvania  is  indicated  In  Schedule  16  through  18.  All  Pennsyl- 
vania rates  are  filed  by  the  Pennsylvania  Land  Title  insurance 
Rating  Du.-eau.  These  rctes  are  generally  inclusive  of  ris!;  pre- 
."iu.v,,  e>;a.ninat  ion  of  title,  ana  closing,  on  Company  originat'-d 
insurances,  as  indicated  in  Schedule  16.   Schedules  17  ana  Id 
indicate  the  risk  premium  cnarged  on  insurances  originated 
with  Agents  ar.o  Approved  Attorneys.  The  Company  does  r.ci.   partici- 
pate in  charges  other  than  premium  in  tnesc  latter  cases. 

island-Schedule  15  indicates  rates  for  title  insurance;  these  inclwce 
risk  premiuoij  examination  of  title  ^r^A   settlement.  Other  mis- 
cellaneous charges  are  occasionally  made  according  to  local 
practice. 

■  f.  in  -  Schedule  20  indicates  charges  for  title  insurance  published  by 

tne  Wisconsin  Title  insurance  Rate  Service  Organization  ane  fileo 
with  the  V.'isconsin  Department  of  Insurance. 

vtent  of  the  above  sum.v.ary  of  rates  in  various  areas  has  been  to  indicate 

lie  insurance  and  insurance  related  services.  Rate  schedules  have  'c^m::>-\ 

i  areas  where  the  Company  originates  the  insurance,  and  representative 
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i    'jSj, '.ZuCC  by    I'sjtiinc;  i.ge.'i;&   have   bce.T    iriciudod  whc.'a  cvi  I  I-bio. 
:o;,."iizcc  tl'iCi   rci'tcs,    ir.  i.  r.u.Tiljcr  o,'  cises  v;hcre  there    is  r.o  .irovisio.i 
:h   c_ovc/."..r.i,-iCoi    cscr.cic:;,   rr.iy  vary   fro.'.-,  the   scheduler,   ez;j<^clc\\y    in 
■.c^i.     Aisc,   the    •."CiLilc.-.  of   rs^cs  for  a  nu.v.bar  of  typci  of    ;ni.,rc.r.cc 
■^c-i-.-.v;'. y  ;^sccl,   ir.c  for  r.-.ricc!  IoDccus  services  was  r.oc  considered  wit.-.. 
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HOUSING   HEARINGS 


TUESDAY,   JUNE  20,   1972 

U.S.  Senate, 
SuBcoMMirrEE  ON  Antitrust  and  Monopoly, 

Committee  on  the  Judiciary, 

Washington-,  B.C. 
The  Subcommittee  on  Antitrust  and  Monopoly  convened  in  room 
2228,  New  Senate  Office  Building,  at  9 :30  a.m. 
Present:  Senator  Philip  A.  Hart  (presiding). 
Staff  present :  Howard  O'Leary,  Esq.,  chief  majority  counsel ;  Jack 
Blum,  Esq.,  majority  counsel ;  Peter  N.  Chumbris,  Esq.,  chief  minority 
counsel ;  Charles  Kern,  Esq.,  minority  counsel ;  and  Senator  Hiram  L. 
Fong. 

Senator  Hart.  The  committee  will  be  in  order.  We  are  resuming,  this 
week,  our  hearing  on  competitive  aspects,  lending  practices  on  housing. 
Our  first  witness  this  morning  is  Mr.  G.  R.  Orsi,  who  is  from  Cen- 
tury Federal  Savings  &  Loan. 

(Whereupon,  the  witness  was  duly  sworn  by  the  chairman.) 
Mr.  Orsi.  Shall  I  proceed  ? 
Senator  Hart.  Yes. 

STATEMENT  OF  G.  R.  ORSI,  CENTURY  FEDERAL  SAVINGS  &  LOAN 
ASSOCIATION,   CEDARHURST,  N.Y. 

Mr.  Orsi.  Indentification  of  the  witness :  Gerard  E.  Orsi,  president 
of  Century  Federal  Savings  &  Loan  Association  of  Long  Island  (for- 
merly Lawrence-Cedarhurst  Federal  Savings  &  Loan  Association). 

Century  Federal  Savings  &  Loan  Association  is  a  federally  char- 
tered savings  and  loan  association  with  its  main  office  in  Cedarhurst, 
Long  Island,  N.Y.,  and  branches  in  Hewlett,  Long  Island,  N.Y.,  and 
Rockaway  Park,  New  York  City. 

This  association  is  in  the  process  of  opening  two  new  branches  in 
North  Woodmere  and  Brightwaters,  Long  Island,  N.Y.  Century  Fed- 
eral changed  its  name  officially  from  Lawrence-Cedarhurst  Federal  on 
December  10,  1971. 

At  this  writing,  our  association  has  assets  of  approximately  $275 
million  and  has  been  an  active  lender  in  our  local  mortgage  market. 
We  also  have  been  active  in  the  out-of-State  secondary  market. 

This  association  had  a  growth  in  assets  in  1971  of  $50  million,  which 
was  one  of  the  highest  in  the  Second  Federal  Home  Loan  Bank  Dis- 
trict based  on  its  asset  category. 

The  area  surrounding  Century  Federal  has  been  largely  built  up 
and  settled  over  the  years.  With  the  rapid  growth  of  deposits  of  our 
association,  the  mortgage  originations  of  our  local  area  did  not  keep 
pace  with  the  tremendous  inflow  of  savings  deposits. 
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It  was,  therefore,  advisable  to  augment  our  regular  local  lending 
program  with  out-of-State  purchases  of  FHA  and  VA  insured  loans 
which  were  serviced  by  FHA  approved  mortgage  companies  and/or 
national  and  State  chartered  banks. 

Century  Federal  did  not  become  heavily  involved  in  the  secondary 
market  until  1966.  In  the  years  1966  through  May  31,  1972,  the  mort- 
gages originated  locally  totaled  $76,127,000.  During  these  same  years, 
mortgages  were  purchased  in  the  secondary  market  totaling  $121,- 
926,000. 

In  1969,  volume  of  local  mortgages  originated  totaled  $10,510,000 
and  we  purchased  in  the  secondary  insured  mortgage  market  the  sum 
of  $12,341,000.  In  1971,  volume  of  local  loans  originated  totaled  $12,- 
222,000  and  those  purchased  in  the  secondary  market,  $39,775,000. 

The  reason  for  the  purchases  in  the  secondary  market  was  due  to 
the  tremendous  cash  inflow  and  the  intense  competition  in  the  local 
market  for  loans. 

We  have  purchased  in  the  secondary  market  from  approximately  43 
companies.  There  is  a  schedule  attached  of  the  43  companies  that  we 
do  business  with. 

Our  experience  to  date  on  foreclosures  on  FHA  insured  and  VA 
guaranteed  mortgages  has  been  less  than  1  percent.  Delinquencies  have 
been  rather  minimal.  Some  of  our  mortgage  servicers  arrange  to  sub- 
stitute a  mortgage  that  is  current  for  a  delinquent  account.  The  asso- 
ciation's experience  has  been  that  a  delinquency  is  not  significant  until 
it  has  reached  at  least  90  days. 

In  reference  to  companies  mentioned  in  your  letter  of  May  26,  we 
have  had  relationships  with  only  two,  to  wit:  United  Institutional 
Servicing  Corp.  and  Inter-Island  Mortgagee  Corp. 

At  this  writing.  United  Institutional  Servicing  Corp.  is  servicing 
138  mortgages  with  an  unpaid  principal  balance  of  $2,867,827.31  and 
Inter-Island  Mortgagee  Corp.  is  servicing  52  mortgages  with  an  un- 
paid principal  of  $920,417.57. 

As  of  May  31,  1972,  the  delinquency  status  of  each  servicer  is  as 
follows : 

United  Institutional  Servicing  Corp.,  2  months'  delinquencies,  two; 
6  months'  delinquencies,  one ;  and  in  foreclosure,  one. 

Inter-Island,  2  months'  delinquencies,  one;  3  months'  delinquencies, 
one ;  in  foreclosure,  two. 

Our  relationship  with  both  of  these  servicers  has  been  adequate.  A 
major  part  of  our  portfolio  they  service  is  in  the  in-city  areas  where 
specialized  servicing  is  required,  and  we  have  found,  up  to  this  time, 
they  have  performed  their  duties  in  an  acceptable  manner. 

The  FHA  program,  as  it  stands,  offering  insurance  of  mortgages 
to  the  lending  institution,  is  a  strong  inducement  to  the  lender  and, 
at  the  same  time,  offers  a  marketable  and  workable  mortgage  for  the 
borrower  who,  in  many  cases,  could  not  obtain  home  financing. 

Our  general  experience  shows,  through  our  nationwide  lending, 
that  this  program  aids  the  leveling  off  of  the  money  supply  with  mort- 
gage demand.  Historically,  the  Northeast  has  more  money  than  mort- 
gages and  the  South,  Southwest,  and  Far  West  have  more  mortgages 
than  money. 

The  FHA  insurance  and  the  VA  guarantee  offers  assistance  to  the 
buyers,  security  to  the  investors  and  housing  facilities  for  the  deserving 
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citizen.  When  kept  under  control,  it  is  an  excellent  program  for  nation- 
wide lending  and  a  definite  asset  to  the  Nation's  housing  program. 

If  we  were  to  offer  a  constructive  criticism,  it  would  be  for  an  effort 
to  be  made  by  the  FHA  to  process  individual  cases  submitted  by  a 
lender,  such  as  us,  more  expeditiously  rather  than  permitting  the  time 
lapse  which  sometimes  disrupts  the  original  purchase  of  the  property. 

Serious  consideration  should  be  given  to  eliminate  the  rigidity  of 
interest  rates.  These  rates  should  be  flexible  so  that  mortgage  terms 
will  seek  their  own  level  depending  on  the  supply  and  demand  of  mort- 
gage money.  This  would  minimize  excessive  originations  costs,  so- 
called  points,  which  indirectly  are  passed  on  to  the  borrower,  and  are, 
in  fact,  inflationary. 

Senator  Hart.  Thank  you  verv  much. 

Mr.  Blum? 

Mr.  Blum.  Mr.  Orsi,  thank  you  very  much  for  your  cooperation, 
particularly  with  the  scheduling  problems  we  have  encountered. 

AVould  you  mind  telling  us  how  long  you  have  been  president  of  the 
Century  ? 

Mr.  Orsi.  September  9  of  1968. 

INIr.  Blum.  What  was  your  banking  experience  before  coming  to 
Century  ? 

Mr.  Orsi.  I  Avas  vice  president  of  the  Union  Federal  Savings  in 
Springfield,  Mass.,  for  8  years.  Prior  to  that,  I  was  for  10  years  with 
the  County  Federal  Savings  in  Rockville  Center,  as  treasurer  and 
mortgage  officer. 

INIr.  Blum.  You  had  a  good  deal  of  experience  and  came  to  Century 
with  a  long  background  in  banking? 

Mr.  Orsi,  Yes. 

Mr.  Blum.  Mr.  Chairman,  Mr.  Orsi  has  submitted  a  questionnaire 
relating  to  his   institution's  mortgage  activities  in  Brooklyn  and 
Queens. 
I  ask  that  that  be  a  part  of  the  record. 

Senator  Hart.  It  will  be. 

]\Ir.  Blum.  The  figures  you  supplied  showed  the  business  you  did  in 
Brooklyn  and  Queens  declined  steadily  since  1968;  is  that  correct? 

Mr.  Orsi.  Declined,  that's  correct. 

Mr.  Blum.  Would  it  be  correct  to  say,  most  of  that  business  was 
conventional  ? 

Mr.  Orsi.  Yes. 

Mr.  Blum.  You  made  principally  conventional  loans  there  ? 

Mr.  Orsi.  Yes. 

Mr.  Blum.  Do  you  attribute  the  declines  in  the  situation  you  de- 
scribed in  your  statement;  that  is,  reduced  demand,  for  mortgage 
money  in  your  area  ?  What  would  you  attribute  this  to  ? 

Mr.  Orsi.  I  would  say  that  one  of  the  reasons  for  the  reduced  vol- 
ume in  those  areas  was  that  there  was  a  mounting  situation  with 
delinquencies  occurring  in  the  area  and  it  became  more  of  a  slower 
loan  area  than  an  aggressive  area. 

Mr.  Blum.  So  the  area  was  not  an  attractive  one  ? 

]Mr.  Orsi.  Right.  We  did  put  money  into  it  but  on  the  insured  basis. 

Mr.  Blum.  In  fact,  went  in  where  you  could  under  FHA  ? 

Mr.  Orsi.  Yes. 
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Mr.  Blum.  The  record  indicates — ^the  records  you  gave  us  indicate 
that  at  the  end  of  February,  this  year,  Century  owned  488  mortgages 
worth  approximately  $5.3  million  in  Brooklyn ;  is  that  about  correct  ? 

Mr.  Orsi.  Yes. 

Mr.  Blum.  Were  those  mortgages  which  Century  originated  ? 

Mr.  Orsi.  It  would  be  a  combination  of  both. 

Mr.  Blum.  Both,  Century  originated  and  purchased. 

Mr.  Orsi.  Yes. 

Mr.  Blum.  Wliere  are  those  properties  located,  principally  ? 

Mr.  Orsi.  The  five  towns  are  located  right  on  the  New  York  City 
line.  Far  Rockaway  is  actually  a  part  of  New  York  City.  We  had 
developments  in  Far  Eockaway,  parts  of  Queens ;  and  that's  all  New 
York  City,  so  it  is  being  thrown  into  the  New  York  City  type  of  loans. 

Mr.  Blum.  I  am  talking  particularly  about  the  Brooklyn  loans. 

Mr.  Orsi.  Brooklyn,  I  would  say,  a  good  part  of  those  came  from 
purchases  of  FHA  loans. 

Mr.  Blum.  We  were  talking  about  the  conventionals. 

Mr.  Orsi.  I  see. 

Mr.  Blum.  We  will  go  back  to  that.  Do  you  have  any  feel  where,  in 
Brooklyn,  those  conventional  loans  were? 

Mr.  Orsi.  I  would  say,  we  had  one  or  two  developments  that  ran 
back,  possibly,  7  or  8  years,  and  each  one  consists  of  30  or  40  houses. 
That  would  build  your  volume  up  there. 

Mr.  Blum.  Going  back  to  the  point  in  time  where  you  purchased 
conventionals  in  Brooklyn,  had  those  conventionals  you  purchased 
caused  the  difficulties  because  of  delinquencies  ? 

Mr.  Orsi.  Yes. 

Mr.  Blum.  And  were  those  delinquencies  injurious  principally  be- 
cause the  neighborhoods  were  beginning  to  decline  ?  Is  that  your  esti- 
mation of  what  happened  ? 

Mr.  Orsi.  I  would  say,  yes. 

Mr.  Blum.  Who  have  you  purchased  those  mortgages  from  ? 

Mr.  Orsi.  They  were  purchased  in  the  early  part  of  1960,  before  I 
came,  to  the  then  Lawrence-Cedarhurst.  They  were  principally  bought 
from  two  title  companies;  one  was  the  Metropolitan  Title  Co.,  and  the 
Unisphere  Corp. 

Mr.  Blum.  Did  they  service  them  or  did  you  ? 

Mr.  Orsi.  We  serviced  them,  but  there  was  an  arrangement  if  they 
went  delinquent,  they  would  buy  them  back. 

Mr.  Blum.  As  the  number  of  delinquencies  increased,  did  they  con- 
tinue to  honor  their  commitments  ? 

Mr.  Orsi.  No. 

Mr.  Blum.  Did  they  simply  say,  "We  can't  do  it,  we  don't  have  the 
cash?" 

Mr.  Orsi.  Exactly. 

Mr.  Blum.  What  did  your  institution  do  to  handle  the  problem  of 
those  mortgages  ? 

Mr.  Orsi.  Where  they  were  difficult  cases  that  we  could  not  individu- 
ally handle,  we  went  to  FHA  lenders  who  specialized  in  this  area  and 
asked  them  if  they  would  buy  these  loans  for  us,  and  we  in  turn,  would 
buy  five  or  six  times  the  amount  of  that  mortgage  in  FHA  loans.  We 
would  then,  in  effect,  be  working  a  swap. 
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Mr.  Blum.  You  worked  a  swap.  You  took  the  conventional  mort- 
gages, gave  them  to  the  FHA  lender,  and  in  exchange,  bought  five  or 
thereabouts,  FHA  mortgages? 

Mr.  Orsi.  That  is  right. 

Mr.  Blum.  Were  those  purchases,  purchases  of  FHA  mortgages  at 
par? 

Mr.  Orsi.  Yes ;  on  the  swaps,  they  generally  were. 

Mr.  Blum.  Par  was  something  oetter  than  the  average  market  price 
at  that  time? 

Mr.  Orsi.  Yes. 

Mr.  Blum.  I  take  it  the  reason  you  were  willing  to  take  a  lower  yield 
than  you  might  have  gotten  elsewhere  was  because  they  were,  in  effect 
cleaning  up  the  situation  for  you  ? 

Mr.  Orsi.  That  is  right. 

Mr.  Blum.  Which  of  the  mortgage  companies  have  you  dealt  with 
on  this  ? 

Mr.  Orsi.  United  Institutional  Servicing. 

Mr.  Blum.  And  Inter-Island,  was  that  the  other  one? 

Mr.  Orsi.  Inter-Island,  I  believe,  bought  commitments  from  people 
we  had  committed  to.  In  other  words,  an  individual  might  come  into 
the  office  and  buy  a  property  from  us  using  figures  of  $15,000.  They 
would  obtain  a  $75,000  commitment.  They  could  use  that  commitment 
to  market  and  sell  it  to  someone. 

I  am  not  sure,  but  I  do  not  remember  direct  large  commitments  to 
Inter-Island. 

Mr.  Blum.  From  what  you  are  saying,  I  take  it  you,  personally, 
did  not  handle  the  details  of  these  transactions;  is  that  correct? 

Mr.  Orsi.  Not  individually,  no,  but  I  was  cognizant  of  most  of  them. 

Mr.  Blum.  Who,  at  the  bank,  was  responsible  for  working  out  the 
details  of  the  arrangement  ? 

Mr.  Orsi.  A  vice  president  by  the  name  of  Donald  Carroll. 

Mr,  Blum.  Is  he  with  the  bank  presently? 

Mr.  Orsi.  No;  he  is  director  of  the  FHA  right  now  in  Hempstead. 

Mr.  Blum.  He  resigned.  When  Avas  it  ? 

Mr.  Orsi.  October  of  1971. 

Mr.  Blum.  He  became  director  of  the  FHA  office  in  Hempstead 
in  October  1971? 

Mr.  Orsi.  Yes. 

]Mr.  Blum.  Let  me  go  back  into  that  swap  again  just  for  a  minute. 
What  Avas  the  typical  mortgage  balance  on  one  of  those  conventionals ? 

Mr.  Orsi.  Approximately  $13,000  to  $15,000. 

Mr.  Blum.  What  was  the  face  amount  of  the  FHA  you  would  be 
buying  back? 

Mr.  Orsi.  I  would  say,  about  $19,000  to  $20,000. 

Mr.  Blum.  Do  you  recall  what  the  range  of  interest  rates  on  the 
conventionals  were  ? 

Mr.  Orsi.  Our  conventional  mortgages  Avere  6  percent,  but  I  just 
checked  back  in  our  records,  we  were  originating  them  through  the 
FHA  at  81/2  percent  market,  then  7%,  then  8. 

I  think  I  have  a  breakdown. 

Mr.  Blum.  So  the  conventionals  were  6  and  the  FHA's  you  took 
back  were  7i/^  and  8's,  and  8i^'s. 
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Mr.  Orsi.  They  varied. 

Mr.  Blum.  Depending  upon  the  date  the  deal  went  through  ? 

Mr.  Orsi.  Yes. 

Mr.  Blum.  In  effect,  you  had  a  higher  face  amount  and  a  higher 
rate  of  interest? 

Mr.  Orsi.  Not  in  all  cases. 

Mr.  Blum.  In  most  of  the  cases? 

Mr.  Orsi.  At  least  half  the  cases. 

Mr.  CiiUMBRis.  Excuse  me.  Why  would  you  make  that  swap?  What 
would  be  the  advantage  to  you  or  the  other  party  for  you  giving  up 
a  $13,000  face  value  loan  at  6  percent  and  he  giving  you  one  back 
for  $19,000  for  7%  and  8  percent  ?  Wlio  would  gain  in  the  exchange 
and  why  was  it  done? 

Mr.  Orsi.  I  know  why  we  would  gain.  We  were  not  equipped  to  han- 
dle a  slow  loan  situation  in  these  areas  as  efficiently  as  somebody  who 
was  a  specialist  or  a  professional  in  that  area. 

I  think  they  gained  in  the  sense  that  they  were  selling  us  loans  at  par 
from  what  they  originated  them  at,  maybe  6  or  7  point  discount. 

Mr.  Blum.  From  your  statement,  would  it  be  fair  to  assume  that 
Century  depends  upon  the  presence  of  an  active  secondary  market  to  be 
able  to  place  loans  adequately  ? 

Mr.  Orsi.  I  would  say,  now  it  does.  Sometime  past  we  were  basically 
originating  from  our  local  market  but  our  deposits  about  stripped  our 
area,  and  our  area  has  built  up. 

Mr.  Blum.  I  take  it  as  the  area  continues  to  grow  and  develop,  you 
are  increasingly  being  in  a  position  of  capital  surplus  and  relying  on 
that  secondary  market  to  place  your  funds  profitably  ? 

Mr.  Orsi.  Yes. 

Mr.  Blum.  Doesn't  that  secondary  market  rely  very  heavily  on  the 
availability  of  FHA  insured  mortgages  ? 

Mr.  Orsi.  Yes. 

Mr.  Blum.  Would  it  be  fair  to  say  you  could  not  participate  as  fully 
if  there  were  not  FHA  insurance  ? 

Mr.  Orsi.  That  is  correct. 

Mr.  Blum.  Because  the  FHA  insurance  gives  you  the  flexibility,  you 
can  buy  a  variety  of  locations,  you  can  buy  from  a  variety  of  origina- 
tors with  a  degree  of  assurance  you  would  not  have  otherwise? 

Mr.  Orsi.  That  is  correct. 

Mr.  Blum.  What  is  the  nature  of  that  present  mortgage  origination 
business  that  you  do?  Is  it  multifamily,  single  family? 

Mr.  Orsi.  I  would  say,  it  is  still  predominantly  local  one  to  four  fam- 
ilies and,  out  of  State  or  secondary  market  FHA  or  VA,  one  to  four 
families. 

Mr.  Blum.  Is  that  mostly  conventional  or  FHA  ? 

Mr.  Orsi.  No.  I  would  say,  locally,  it  is  conventional  and,  in  the  sec- 
ondary market,  it  is  all  FHA  or  VA. 

Mr.  Blum.  Do  you  do  any  FHA  origination  in  your  home  office  ? 

Mr.  Orsi.  Yes. 

Mr.  Blum.  But  not  very  much,  I  take  it. 

Mr.  Orsi.  No.  I  think  one  of  the  big  problems  we  had  was  the  time 
lag. 

Mr.  Blum.  It  was  taking  a  lot  of  time  to  process  the  papers  ? 

Mr.  Orsi.  Right. 
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Mr.  Blum.  I  take  it,  the  longer  the  time  it  takes  the  less  profitable  it 
is  for  you  and  the  more  difficult  it  is  for  the  people. 

INIr.  Orsi,  Sometimes  it  kills  the  deal,  the  real  estate  deal. 

]Mr.  Blum.  So  the  real  estate  broker  is  not  very  eager  to  come  in? 

Mr.  Orsi.  No,  not  at  all. 

Mr.  Blum.  The  mortgage  companies  did  not  have  this  kind  of  prob- 
lem with  FHA? 

Mr,  ( )Rsr.  It  did  not  appear  so.  I  do  not  know. 

Mr.  Blum.  Then,  the  real  estate  agents  prefer  dealing  with  the 
mortgage  company  because  they  can  move  a  mortgage  through  FHA 
much  more  quickly  than  the  typical  savings  and  loan  or  savings  bank 
or  whatever? 

Mr.  Orsi.  I  think  that  is  true.  I  would  say,  yes. 

^Nlr.  Blum.  Do  you  do  any  construction  lending? 

Mr.  Orsi.  Yes. 

"Sh:  Blum.  When  you  do  construction  lending,  do  you  also  do  perma- 
nent financing  on  the  project  ? 

Mr.  Orsi.  Yes ;  we  do  it  in  combination. 

Mr.  Blum.  You  put  the  package  together? 

Mr.  Orsi.  Yes. 

Mr.  Blum.  Do  you  do  that  for  both  multifamily  and  tract  develop- 
ment ? 

Mr.  Orsi.  Yes. 

Mr.  Blum.  I  wonder  if  we  can  explore  for  a  minute  how  it  works  in 
a  typical  tract  development  situation. 

You  lend  the  money  to  a  broker  on  a  construction  loan;  is  that 
correct  ? 

Mr.  Orsi.  Yes. 

Mr.  Blum.  Then,  the  understanding  is  his  customers  wdll  be  coming 
in  to  you  for  their  permanent  financing? 

Mr.  Orsi.  That  is  right. 

Mr.  Blum.  That  either  being  conventional  or  FHA  ? 

:Mr.  Orsi.  That  is  right. 
7   Mr.  Blum.  Depending  upon  whether  the  project  has  been  an  FHA 
approved  project  ? 

Mr.  Orsi.  That  is  right. 

Mr.  Blum.  He  may  be  able  to  bring  them  in  and  say,  "Here,  get  an 
FHA."  There  is  no  requirement  that  those  people  come  in  to  make  a 
mortgage  at  your  bank ;  is  there  ?  For  example,  if  I  wanted  to  buy  a 
house  in  a  development,  and  I  Avanted  to  go  to  another  bank,  I  am  not 
forced  to  ? 

Mr.  Orsi.  No. 

Mr.  Blum.  By  and  large,  the  developer  steers  the  customer  in? 

Mr.  Orsi.  Steers,  that  is  right. 

Mr.  Blum.  Do  they  frequently  buy  or  make  an  arrangement  where 
the  loans  are  originated  at  a  discount  so  the  face  interest  rate  of  the 
loan  they  have  available  to  prospective  buyer  was  something  be- 
low the  market  ?  For  example,  my  builder,  as  an  inducement,  offers  a 
7-percent  interest  when  the  market  is  7i/^. 

Mr.  Orsi.  Sometimes  there  could  be  an  arrangement  on  a  large  equity 
downpayment.  It  is  conceivable  that  there  be  a  scale  of  7  to  7^  and 
71/4-percent  loans  available  based  upon  the  equity  payment,  also  based 
on  the  quality  of  the  job,  the  record  of  the  builder,  et  cetera. 
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Mr.  Bliim.  'What  I  was  talking  about  was  something  a  little  differ- 
ent ;  that  is,  Avhere  the  builder  is  trying  to  offer  an  inducement  to  the 
buyer;  what  he  does,  in  effect,  puts  a  higher  purchase  price  on  the 
house  and  then  originates  the  loan  at  a  discount  so  he  can  offer  a  lower 
than  market  face  interest  rate  at  the  time  he  is  selling  the  house. 

Is  that  something  that  is  done  commonly  ? 

Mr,  Orsi.  a  subdivision,  such  as  you  have  illustrated,  has  to  pass 
muster  as  far  as  appraisal  standards.  We  have  an  experience,  the  ap- 
praisal crew,  many  times,  they  do  not  appraise  up  to  the  selling  price 
and  you  have  to  bring  the  builder  in  and  come  to  some  sensible  ar- 
rangement. 

Mr.  Blum.  Now,  you  indicated,  earlier,  that  you  buy  mortgages  on 
the  secondary  market  from  a  number  of  different  sources  around  the 
country.  What  checks  do  you  make  with  those  originators  and  servicers 
to  be  sure  that  they  are  OK  ?  ^ 

Mr.  Orsi.  We  try,  if  possible,  not  to  take  a  new  servicers  because  we 
have  43.  That,  in  itself,  is  a  job  to  keep  control  of.  If  we  do,  and  we 
have  taken  only  a  few  in  the  last  few  years,  and  that  is  when  the 
volume  of  our  buying  came  to  the  surface,  we  visit  the  office,  speak  to 
these  people,  but  visit  the  office  and  the  areas  that  they  lend  in. 

You  do  not,  necessarily,  and  you  are  not  able  at  that  time  to  review 
the  individual  loans  because  many  commitments  are  made  on  the  fu- 
ture. You  try  to  evaluate  the  company,  you  check  with  banks  that  they 
service  for  and,  in  general,  you  try  to  research  it  as  closely  as  you  can. 

INIr.  Blum.  Mr.  Chairman,  the  subcommittee  has  received  a  number 
of  documents,  including  loans  and  foreclosures  in  St.  Louis.  I  ask  that 
this  be  made  part  of  the  record. 

Senator  Hart.  Without  objection. 

Mr.  Blum.  Do  you  recall  anything  in  St.  Louis  that  might  have 
caused  the  foreclosures  ? 

Mr.  Orsi.  No,  I  do  not. 

Mr.  Blum.  In  your  statement,  you  indicated  you  have  a  repurchase 
arrangement.  How  does  that  work,  typically  ? 

Mr.  Orsi.  Well,  you  can  exercise  it  in  what  is  known  as  the  tight 
money  market.  You  can  use  it  as  moral  suasion,  I  would  say.  An  orga- 
nization is  willing  to  sell  you  $5  million  worth  of  mortgages.  The 
yield  might  be  comparable.  He  tells  you  that  if  any  of  his  accounts  go 
90  days  delinquent,  he  will  substitute  for  that  loan  with  a  good  loan 
that  is  up  to  date. 

This  keeps  our  scheduled  items  down  as  a  Federal  association  with 
Federal  requirements.  This  is  attractive  to  us.  Then,  the  market  goes 
the  other  way,  then  there  is  a  perponderance  of  buyers.  They  have  a 
tendency  to  rescind — not  rescind — but  not  become  involved  in  any 
buy  back  arrangement. 

But  the  national  and  State  banks  are  not  permitted  to  sell  a  mort- 
gage with  recourse,  so  you  do  business  with  the  private  mortgage  com- 
panies, the  FHA  approved  lenders.  It  has  become  more  popular  in  the 
last  few  years.  Prior  to  that,  it  was  not  a  popular  means  of  negotiation 
but  it  has  become 

Mr.  Blum.  It  has  certain  obvious  advantages  from  your  point  of  view 
because  now  when  the  bank  examiners  come  in  and  they  look  at  it,  you 
can  show  delinquency  of  1  percent  or  less  ? 
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Mr.  Orsi.  Much  less,  that  is  right. 

Mr.  Blum.  You  do  not  have  to  get  involved  in  foreclosure  problems, 
they  go  back  to  the  mortgage  company  ? 

Mr.  Orsi.  Yes. 

Mr.  Blum.  And  you  are  relieved  of  all  the  costs  and  burdens  that 
go  with  it? 

Mr.  Orsi.  Right. 

Mr.  Blum.  Of  course,  you  forego  the  potential  of  increased  yield 
to  maturity  ? 

Mr.  Orsi.  Right. 

Mr.  Blum.  Because  you  sell  it  back  at  the  same  discount  ? 

Mr.  Orsi.  No,  no.  We  sell  it.  We  swap  the  dollar  amount  of  the  in- 
crement for  the  dollar  amount  on  the  other 

Mr.  Blum.  But  you  do  lose  the  possibility  of  a  high  yield  to  matu- 
rity, because  you  don't  get  the  discount  back  on  the  foreclosure  ? 

Mr.  Orsi.  No.  We  do  there,  but  where  we  lose,  Mr.  Blum,  is  if  we 
have  a  mortgage  on  our  books  for  $10,000,  we  might  have  purchased 
it  for,  say,  $9,500,  we  will  get  another  mortgage  for  $10,000,  not  95,  so 
we  have  earned  our  discount. 

However,  the  mortgage  that  he  gave  us  at  $10,000,  we  have  originated 
that,  theoretically,  at  par. 

Mr.  Blum.  I  see.  But  he — that  is,  the  mortgage  company  will  be 
able  to  pay  the  cost  of  foreclosure  out  of  the  difference  between  $9,500 
and  the  $10,000? 

]Mr.  Orsi.  Because  he  made  the  profit  on  the  substituted  mortgage ; 
yes. 

Mr.  Blum.  This  is  where  the  typical  mortgage  company  has  devel- 
oped its  system  of  financing  mortgages  and  foreclosures,  so-called 
"foreclosure  lines  of  credit"  ? 

Mr.  Orsi.  That  is  right. 

Mr.  Blum.  Have  you  had  any  serious  problems  with  servicers  around 
the  country  ? 

Mr.  Orsi.  Not  really.  There  have  been  cases  where  we  had  to  call 
them  on  the  delinquency  situation.  We  had  instituted  the  repurchase 
agreement  as  a  settlement  to  our  inquiry,  and  then  they  activated  the 
repurchase  agreement  and  everything  has  been  in  order  on  our  delin- 
quencies. Right  now,  they  are  very  good. 

^Ir.  Blum.  Very  good.  From  what  area,  what  city  would  you  identify 
as  the  source  of  most  of  your  trouble  ? 

Mr.  Orsi.  Our  portfolio  is  throughout  the  country.  I  do  not  think 
I  could  single  out  any  individual  area. 

jNIr.  Blum.  When  you  buy  these  mortgages  on  the  secondary  market, 
do  you  exercise  any  right  of  selection  ? 

Mr.  Orsi.  Yes. 

ISIr.  Blum.  Do  you  screen  them  ? 

ISIr.  Orsi.  Our  premise  is  that  we  have  the  right  of  rejection  of  col- 
lateral or  credit ;  collateral  being  the  home  itself.  We  are  not  individ- 
ually, physically  examining  each  property,  but  as  the  submissions 
come  in,  we  will  pull  out  what  we  consider  a  substandard  housing  or 
substandard  buyers  with  bad  credit  rating,  with  criminal  records, 
something  like  that 

Mr.  Blum.  In  other  words,  you  will  screen  these  mortgages  as  they 
come  in  and  when  you  see  something  that  looks  particularly  bad,  you 
send  it  back  and  say,  "Sorry,  we  are  not  going  to  buy  this"  ? 
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Mr,  Orsi.  We  are  not,  in  the  terms  of  the  business,  "a  strict  paper 
buyer." 

Mr.  Blum.  There  are  some  people  who  are  strict  paper  buyers? 

Mr.  Orsi.  I  believe  so. 

Mr.  Blum.  Fannie  ]Mae,  for  instance  ? 

Mr.  Orsi.  Well,  no  comment. 

ISIr.  Blum.  They  buy  any  FHA  mortgage  they  are  offered. 

;Mr.  Orsi.  Yes. 

Mr.  Blum.  You  do  exercise  some  right  to  selection  ? 

]\Ir.  Orsi.  Yes. 

Mr.  Blum.  Going  to  that  swap  arrangement  which  you  used  to  get 
rid  of  those  Brooklyn  mortgages,  when  the  company  takes  back  the 
conventional,  what  do  they  do  with  that  conventional  ?  Do  they  turn 
around  and  get  an  FHA  on  it  and  give  you  back  the  same  one  ? 

]\Ir.  Orsi.  When  they  took  the  property  back,  it  was  usually  15  to  30 
months  delinquent,  somewhere  in  that  vein.  They  will  either  try  to 
make — usually,  they  are  nonowner  occupied.  They  would  probably 
foreclosure  on  it,  rehabilitate  the  building,  put  it  through  FHA  and 
tvv  to  sell  it. 

If  they  sold  it,  they  could  conceivably  come  back  to  us  for  an  FHA 
loan.  That  was  part  of  the  swap  arrangement.  However,  we  did  not 
get 

Mr.  Blum.  You  did  not  get  the  same  buildings  back  ? 

Mr.  Orsi.  Not  necessarily.  In  some  cases,  we  did.  We  did  not  get  a 
very  high  percentage  of  them  back. 

Mr.  Blum.  Is  not  this  thing  we  have  been  discussing,  this  swap  ar- 
rangement, known  to  the  industry  as  "portfolio  conversion"?  Is  not 
that  what  is  talked  about  in  the  business  ? 

Mr.  Orsi.  I  never  heard  that  term,  but  it  is,  in  a  way,  a  conversion. 
It  was,  for  us,  from  conventional  to  insured. 

Mr.  Blum.  Is  not  what  really  happens  in  a  portfolio  conversion  a 
shifting  of  risk  of  loss  from  the  bank  or  the  savings  and  loan  to  the 
FHA  ?  Is  not  that  what  is  really  happening  ? 

Mr.  Orsi.  Yes,  I  would  say  so. 

Mr.  Blum.  The  guy  who  worked  this  arrangement  out  is  now  the 
FHA  Director  in  Hempstead,  right,  Mr.  Carroll? 

Mr.  Orsi.  Yes. 

Mr.  Blum.  Thank  you.  That  is  all. 

Senator  Hart.  We  are  delighted  that  Senator  Fong  joined  us. 

I  was  listening  to  your  testimony,  developing  the  series  of  questions 
with  Mr.  Blum. 

Let  me  see  if  I  get  this  straight  now. 

In  the  case  of  a  fairly  substantial  volume  of  mortgage  business, 
you  have  had  some  conventional  mortgages.  Because  of  the  changing 
neighborhood  or  some  other  reason,  those  mortgages  became  shaky, 
and  you— I  noted,  you  think  they  averaged  about  $13,000. 

Do  you,  then — you  then  shift,  in  effect,  that  shaky  mortgage  into — 
at  6  percent  into  an  FHA  insured  mortgage  at  about  $19,000  at  7i/^ 
or  8. 

Now,  I  have  no  quarrel  with  you  as  a  banker.  That,  I  would  think, 
is  a  very  sound  management  decision,  but  tliat  sure  was  not  the  idea  of 
Congress  when  it  created  a  Federal  insurance  program  for  mortgages. 
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What  went  through  your  mind  when  you  saw  the  house,  that  in  your 
own  judgment  was  shaky  at  $13,000,  turning  up  a  little  while  later 
with  a  $19,000  guaranteed  mortgage? 

Mr.  Orsi.  Well,  first,  Senator,  I  did  not— when  we  sold  the  $13,000 
loans,  we  were  not,  necessarily,  sure  we  were  ever  going  to  make  a 
mortgage  on  that  $13,000  house  again.  We  just  bought  five  times  that 
balance  in  FHA  loans  that  were  approved. 

Senator  Hart.  Were  not  some  of  those  the  same  properties  ? 

Mr.  Orsi.  Not  in  all  cases.  Until  you  got  the  programs  right  in  the 
beginning,  they  were  not  at  all,  and  we  had  very  few  purchases  or 
repurchases  of  houses  that  we  had  sold.  It  was  principally  mortgages 
they  had  originated  in  the  market.  It  was  the  regular  going  loan  of 
the  day. 

Senator  PIart.  It  would  just  seem  to  me  that  to  the  extent  they 
were  identical  properties;  one  with  $13,000  at  6  percent,  and  later 
$19,000  at  714  and  8  percent,  the  same  house,  you  have  to  wonder  why 
that  happened. 

Mr.  Orsi.  I  do  not  think  that  when  you  went  into  this  program  that 
you  ever  visually  thought  that  you  would  get  the  same  property  back. 
In  other  words,  you  would  have  a  delinquent  mortgage  of  $13,000  on 
a  house,  a  conventional  mortgage  which  is  in  deterioration,  which  has 
absentee  ownership,  probably  vandalized.  It  is  worth  very  little  on  the 
market. 

We  had  no  equipment,  no  specialized  type  of  personnel  that  could 
handle  this.  We  would  say  to  an  organization,  "Buy  this  property  from 
us  and  we  will  buy  from  you — from  your  portfolio,  FHA  mortgages." 
That  was  the  sum  and  substance  of  it. 

The  tail  to  it  was  that  if  you  rehabilitate  the  house,  if  you  do  sell  it, 
and  you  do  put  it  in  shape  and  you  obtain  the  proper  FHA  commit- 
ment and  papers  on  that  individual  house,  we  will  buy  it  back,  but  we 
did  not  get  too  many  of  those  back,  very  few,  in  fact. 

Senator  Hart.  Senator  Fong,  do  you  have  some  questions? 

Senator  Foxg.  Yes. 

May  I  ask.  in  your  portfolio,  how  much  money  is  in  FHA  and  how 
much  money  is  conventional  mortgage,  VA,  and  FHA,  as  distinguished 
from  conventional  ? 

Mr.  Orsi.  We  have  approximately  $118  million  in  conventional  mort- 
gages. We  have  approximately  $114  million  in  FHA  and  VA  mort- 
gages. It's  about  a  .50-50  split. 

Senator  Fong.  You,  as  a  lending  institution,  what  would  you  rather 
have,  a  conventional  mortgage  or  an  FHA  and  VA  mortgage? 

Mr.  Orsi.  If  I  were  out-of-State  or  away  from  the  general  area  of  my 
office,  I  would  mucli  prefer  an  FHA  insured  or  VA  guaranteed  loan 
because  I  would  have  some  security  in  back  of  the  normal  bond  and 
note. 

Senator  Fong.  Out-of-State  ? 

Mr.  Orsi.  Yes. 

Senator  Foxo.  In  other  words.  Avhere  you  were  not  able  to  inspect 
yourself  becmise  then  you  would  have  a  guarantee  of  a  Federal  loan? 

]\rr.  Orsi.  Yes. 

Senator  Fong.  If  the  property  was  in  your  State,  you  would  have  a 
chance  to  speculate,  you  would  rather  go  conventional  ? 
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Mr.  Orsi.  If  the  yield — ^then  you  go  to  the  second  question,  the  yield, 
naturally. 

Senator  Foxg.  Is  it  not  more  costly  to  go  on  FHA  than  conventional  ? 

Mr.  Orst.  It  is  more  costly  if  you  process  an  individual  case,  as  a 
lending  institution,  but  most  of  our  mortgages  that  we  originate,  are 
purchased — all  of  our  processing  is  done  by  the  mortgage  banker. 

Senator  Fong.  You  do  not  engage  directly  ? 

Mr.  Orsi.  No.  We  are  given  a  package  of  credit  collateral.  We  read 
through,  examine  the  papers,  look  at  the  pictures  of  property,  et 
cetera,  and  approve  the  loan  based  on  the  FHA  appraisal,  et  cetera. 

Senator  Fong.  Do  most  of  the  savings  and  loan  associations  work  in 
that  respect?  In  other  words,  just  have  mortgages  indirectly,  make 
the  loan  to  the  mortgagee  ? 

Mr.  Orsi.  I  think  it  is  a  matter  of  the  situation  of  the  institutions. 
When  we  were  in  the  $50  million  size  bracket,  we  practically  originated 
most  of  our  loans.  Our  area  now  produces,  at  best,  a  million  dollars  a 
month  in  mortgages,  maybe  a  little  better. 

I  think  the  most  optimistic  approach  I  have  for  this  year,  of  local 
originations,  was  $15  million  or  $18  million  a  year.  But  when  you  get 
larger,  you  receive  $24  million  alone,  just  on  mortgage  repayments 
aside  from  your  deposit  growth,  so  that  with  the  deposit  growth,  we 
have  some  $30  million  we  had  last  year,  and  add  to  that  $25  or  $30 
million  which,  with  mortgage  repayment,  you  just  cannot  depend  on 
the  local  market. 

Senator  Fong.  Is  it  because  you  are  situated  in  a  district  which  has 
already  grown  up  ? 

Mr.  Orsi.  Yes,  very  much  so. 

Senator  Fong.  You  are  only  talking  in  terms  of  the  east  and  north- 
east ? 

Mr.  Orsi.  Yes. 

Senator  Fong.  Where  homes  have  been  built  and  very  few  new 
homes  have  been  built  ? 

Mr.  Orsi.  Yes. 

Senator  Fong.  Would  you  tell  us  as  to  what  is  the  cost  difference  to 
the  individual  in  getting  an  FHA  mortgage  as  differentiated  from  a 
conventional  mortgage  ? 

Mr.  Orsi.  I  really — I  do  not  know  if  I  could  answer  that.  Senator. 
In  other  words,  the  cost  of  carrying  it  per  month? 

Senator  Fong.  If  the  cost  to  the  individual — does  he  come  out  better 
with  an  FHA  or  a  conventional,  looking  at  the  whole  package  from  the 
standpoint  of  the  cost,  the  cost  to  the  developer,  the  cost  of  onsite,  in- 
site,  offsite  improvements,  the  regulations  that  specify  as  to  what  he 
should  do  in  a  FHA  or  VA  mortgage,  the  compliance  he  has  to  go 
through.  All  in  all,  the  purchaser — the  consumer,  after  all,  is  the  last 
man,  and  he  is  the  man  who  pays  for  it,  how  does  the  consumer  finally 
come  out  ? 

Is  it  better  under  VA  or  FHA,  or  better  under  conventional  ? 

Mr.  Orsi.  The  major  advantage  to  the  consumer  under  FHA  and  yA 
is  that  there  is  a  much  lower  downpayment.  That  is  the  most  attractive 
feature. 

The  building  developments  we  have — just  to  give  you  an  example — 
are  in  the  $50,000,  $60,000,  and  $70,000  price  range.  These  people  would 
not  be  applying  for  FHA  loans.  The  builder  does  not  build  FHA  loans, 
so  everything  is  down  to  a  bare  bone  of  cost. 
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In  other  Avords,  it  is  a  situation  where  the  people  are  putting  up 
30-40  percent  of  the  purchase  price  as  downpayment,  so  you  have  two 
different  types  of  purchases. 

Senator  Foxg.  I  am  referrino^  to  those  who  really  seek  FHA  mort- 
g^aofes,  those  that  exceed  the  amount  that  FHA  will  insure. 

Mr.  Orsi.  I  do  not  have  an  FHA  panel  job  right  now,  but  just — 
all  of  my  developments  are  conventional. 

Senator  Foxg.  All  of  your  developments  are  conventional? 

Mr.  Orsi.  Right.  I  do  not  have  a  FHA  subdivision. 

Senator  Foxg.  Is  it  because  your  limits  for  loaning  is  higher  than 
FHA  limits? 

Mv.  Orsi.  Not  necessarily.  It  is  just  in  our  area,  if  you  want  an  FHA 
panel  job,  you  would  have  to  be  well  into  Suffolk  County.  There  are 
not  any  around  our  area  at  all.  We  just  carry  our  sphere  of  lending  that 
might  go  out  as  far  as  Nassau  County,  slightly  into  Suffolk  County. 

Senator  Foxg.  On  FHA  mortgages,  there  is  a  limitation  on  interest 
rates,  is  that  correct  ? 

Mr.  Orsi.  Yes. 

Senator  Foxg.  As  you  relate  that  to  the  conventional  mortgage,  the 
man  who  gets  the  loan,  actually  in  the  long  run,  comes  out  about  the 
same  because  under  FHA,  if  he  is  limited,  he  asks  for  points? 

Mr,  Orsi.  Right. 

Senator  Fox^g.  That  makes  it  up  ? 

Mr.  Orsi.  Right. 

Senator  Foxg.  If  it  is  conventional,  then  the  points  may  be  lower  ? 

Mr.  Orsi.  Right. 

Senator  Foxg.  So,  actually,  from  the  standpoint  of  the  consumer 
coming  out  ahead  in  interest  payments  under  FHA,  it  is  not  better? 

Mr.  Orsi.  We  can  run  to  conventionally,  technically,  up  to  7i/^  per- 
cent in  the  State — wait  a  minute — in  New  York  State — excuse  me — 
and  your  FHA  rate  is  7  percent  and  it  is  one-half  percent  insurance, 
so  it  is  about  the  same. 

Senator  Fox^g.  The  only  advantage  a  man  has  to  go  through  FHA 
is  he  has  longer  terms,  and  having  a  longer  term,  he  pays  more 
monthly  charges  ? 

INIr.  Orsi.  Right,  and  he  can  get  a  higher  percentage  mortgage  which 
is  very  important,  too. 

Senator  Foxg.  Thank  you. 

Mr.  Chumbris.  Mr.  Chairman  ? 

Senator  Hart.  Yes. 

Mr.  Chumbris.  IMr.  Orsi,  from  your  testimony,  you  have  an  orga- 
nization that  has  $275  million  in  assets. 

Mr.  Orsi.  Yeff. 

Mr.  Chumbris.  And  you  would  consider  your  organization  a  fine 
business,  a  reputable  business,  would  you  not  ? 

Mr.  Orsi.  Yes. 

Mr.  Chumbris.  Now,  the  difficulty  with  some  of  the  testimony  that 
has  come  into  these  hearings  and  the  impressions  the  public  may  get 
from  articles  written  about  it,  that  there  is  something  wrong  with  this 
setup,  somehow  or  another. 

For  example,  in  the  National  Observer,  which  is  dated  June  24, 
1972,  and  yesterday,  Jack  Anderson  had  a  column  regarding  these 
particular  hearings,  gives  the  impression  that  there  is  something  vague 
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about  the  operation  of  these  mortgage  lenders  that  go  to  reputable 
firms  and  obtain  money  so  that  they  can  create  the  funds  to  have  these 
people  in  the  ghetto  areas  buy  a  home  through  an  FHA  loan. 

There  has  been  talk  about  perhaps  the  FHA  has  not  been  as  pru- 
dent as  possible  evaluating  the  property,  and  so  forth.  We  get  down 
to  the  question  which  Jack  Blum  is  quoted  as  saying  in  the  National 
Observer,  which  may  be  the  thrust.  I  am  bringing  it  out  so  you,  as  a 
reputable  businessman,  can  respond,  so  the  impression,  if  it  is  in  error, 
this  impression  should  be  corrected  in  the  record. 

This  is  the  quote : 

We  want  to  find  out,  says  Jack  A.  Blum,  Subcommittee  Counsel,  and  at  the 
hearings.  Chief  Investigator,  "To  what  degree  do  banks  exercise  control,  if  any. 
over  the  mortgage  companies  they  lend  money  to  and  why,  if  banks  consider  it 
too  great  a  rislc  to  lend  directly  to  poor  ghetto  dwellers,  it  is  not  a  great  risk, 
lend  to  the  mortgage  companies?" 

End  of  question. 

How  would  you  respond  to  that  ? 

Mr.  Orsi.  We  do  not  lend  money  to  a  mortgage  company,  we  buy 
mortgages  from  them.  Is  that  what  you  are  referring  to  ? 

Mr.  Chumbris.  This  is  the  quote.  You  respond  to  it.  Somebody  is 
going  to  read  that  quote.  You  have  had  an  opportunity  now  to  respond 
to  it  in  a  wny  that  you  would  like  to  see  the  record  put  straight  on  that 
particular  issue.  I  will  leave  that  up  to  you  and  your  counsel  how  you 
ansAver  that  question.  I  did  not  frame  the  question.  The  question  was 
framed  in  the  article. 

Mr.  Onsi.  Yes.  I  think — (conferring  with  counsel). 

On  that  question,  if  I  reinterpret  it  correctly.  No.  1,  we  think  the 
FHA  program,  per  se,  and  the  Veterans'  Administration  program  are 
a  needful  and  an  excellent  thing  for  the  national  housing  program, 
and  is  a  necessary  tool  to  the  investment  banks,  such  as  us,  because  it 
develops  a  flow  of  money  to  the  right  places. 

If  we  were  all  up  in  the  Northeast  with  all  the  money  and  no  mort- 
gages and  the  Far  West  was  crying  for  money,  there  would  be  no 
way  to  create  this  national  market,  which  it  has  done. 

As  far  as  mortgage  companies  that  originate,  we  have  43  across  the 
country — they  are  in  all  types  of  areas — and  our  experience  with  them 
has  been  good ;  in  fact,  very  good.  I  guess  every  program  has  some  sort 
of  shortcoming,  but  on  the  whole,  we  find  it  a  form  of  sound  investment 
and  service  to  the  community. 

I  do  not  know  whether  I  have  answered  your  question  properly,  but 
I  think  that  is  our  feeling  as  to  the  program  itself. 

Mr.  Chumbris.  How  much  of  your  mortgages  are  related  to  ghetto 
areas  ? 

Mr.  Orsi.  All  of  that  would  be  on  an  FHA-VA  basis.  I  would  say, 
that  percentage  of  our  loans  was  less  than  1  percent.  I  would  think  so. 

Mr.  Chumbris.  The  reason  why  I  used  "ghetto  area"  was  the  1968 
law  was  passed  to  help  the  people  in  the  very,  very  low  income  areas 
to  have  the  right  to  purchase  homes  which,  perhaps,  they  did  not  have 
under  prior  FHA  loans  or  multi family  loans  ? 

Mr.  Orsi.  No. 

Mr.  Chumbris.  So,  as  far  as  your  experience,  only  1  percent  would  be 
in  that  particular  area.  I  bring  this  question  out,  not  only  for  you,  but 
for  the  succeeding  witnesses  who  will  be  coming  on  so  that  they  may 
have  the  opportunity  to  respond  because  this  article  starts  off  with  the 
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headline,  which  says,  "Everyone  is  Cheating  the  Poor  Buyer,"  with 
another  subtitle,  "Housing  Mess."  We  want  to  give  the  witnesses  who 
come  before  us  the  opportunity  to  be  able  to  respond  to  the  impression 
that  people  may  have  of  this  particular  program. 

Thank  you  very  much. 

Senator  Fong.  May  I  ask  you  one  question  ? 

What  control  do  you  have  over  people  who  buy  the  mortgage?  Now, 
do  I  understand,  at  the  outset,  these  mortgage  people  are  out  in  the 
field  giving  mortgages  to  the  lenders,  then  they  have  the  mortgage, 
then  they  sell  it  to  you.  Is  that  correct  ? 

Mr.  Orsi.  That  is  right. 

Senator  Fong.  What  control  do  you  have  over  these  people  in  the 
manner  of  proceeding  Avith  the  mortgage  ? 

Mr.  Orsi.  Well,  once  a  mortgage  company  is  an  approved  servicer 
for  your  institution,  the  greatest  yardstick  is  performance.  In  other 
words,  you  measure  the  ability  of  the  service  by  the  number  of  de- 
linquents it  has,  how  it  follows  up  on  delinquents,  its  remittances,  its 
handling  of  general  cases  that  come  before  them;  I  think,  within  6 
months,  you  have  a  pretty  good  self  audit  on — just  by  experience. 

Senator  Fong.  In  other  words,  if  I  were  a  mortgage  broker  and  I 
were  in  the  field  of  giving  mortgages,  lending  money,  and  I  want  to 
sell  you  a  mortgage,  you  would  buy  a  few  at  a  time  to  see  how  it  works 
out,  is  that  correct  ? 

Mr.  Orsi.  I  would  go  a  little  deeper  than  that.  I  think  the  first  thing 
we  would  do  would  be  obtain  financial  statements  from  you  to  deter- 
mine who  you  service.  You  would  probably  name  five  or  six  other 
banks.  We  would  call  the  banks  and  get  an  idea  of  how  you  operate,  et 
cetera.  That  is  a  strong  endorsement  if  it  is  good.  Then  we  would  go 
ahead  with  a  commitment  if  all  things  were  equal. 

But  you  have  an  escape  clause  in  your  servicing  agreement.  In  other 
words,  if  you  are  completely  dissatisfied  and  you  have  really — it  is  just 
a  matter  of  a  feel  of  dissatisfaction,  you  would  pay  one  point  penalty 
and  have  it  taken  off. 

Senator  Fong.  If  there  is  a  default,  you  go  back  to  the  same  man  you 
bought  from  and  ask  him  to  see  what  he  could  do? 

]\Ir.  Orsi.  That  goes  back  to  the  repurchase  agreement.  I  think  Sena- 
tor Hart  asked  that. 

If  we  have  a  repurchase  agreement  and  this  one  mortgage  has  a  de- 
fault in  it.  they  will  normally  foreclose  for  us.  This  is  part  of  their 
service,  rather  than  carry  that  as  a  scheduled  item,  which  is  in  our 
rating,  in  our  Federal  examination  audit.  They  might  substitute  a  loan 
for  it  if  they  have  a  repurchase  agreement  in  their  contract. 

If  they  have  not,  then  we  have  to  wait  until  they  foreclose,  eventu- 
ally, to  get  our  money. 

Senator  Fong.  In  your  conventional  plan,  what  is  usually  the  down- 
payment  in  a  loan  ? 

Mr.  Orsi.  Conventional,  approximately  25  percent. 

Senator  Fong.  In  other  words,  if  a  house  cost  $10,000,  you  would  add 
75  on  it  ? 

Mr.  Orsi.  Yes,  but  in  our  area 

Senator  Fong.  I  am  just  taking  a  figure.  In  differentiating  from 
FHA-VA  loans,  what  would  that  $10,000  house  require  as  downpay- 
ment  ? 

83-703  O— 73-^pt.  2b 20 
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Mr.  Orsi.  I  believe  it  is  3  percent. 

Senator  Fong.  In  other  words,  $300  ?  Would  you  say  that  because  a 
man  only  had  $300  in  that  house  as  differentiated  from  a  man  who  had 
$3,000,  10  times  more,  if  a  man  who  had  10  times  inore  would  not  give 
up  the  house  as  readily  as  the  man  who  had  $300  in  it  ? 

Mr.  Orsi.  That  is  a  matter  of — yes — of  consideration.  If  a  person  has 
$3,000  invested  in  a  property,  he  will  fight  harder  than  a  person  who 
has  $300. 

Senator  Fong.  $300,  he  may  just  give  it  up  if  anything  happens  to 
the  house  ? 

Mr.  Orsi.  Yes,  I  think  that  is  true. 

Senator  Foxg.  Would  you  say  that  is  one  of  the  big  reasons  why  this 
article  says,  "George  W.  Romney  owns  44,540  headaches"  ? 

Mr.  Orsi.  It  could  be.  I  do  not  have  those  type  of  statistics  available 
to  analyze  it. 

Senator  Fong.  Yet  you  make  it  easier  for  a  person  to  purchase  a 
home  requiring  a  small  downpayment.  These  are  problems  you  have  to 
face. 

Mr.  Orsi.  That  is  right. 

Senator  Fong.  Whereas,  the  hardheaded  businessman  at  your  com- 
pany Avould  require  25  percent  down  rather  than  3  percent. 

Mr.  Orsi.  In  a  conventional  market,  yes. 

Senator  Fong.  That  is  the  lowest  you  can  go  down? 

Mr.  Orsi.  No,  no,  we  can  go  lower  than  that;  we  go  to  20  percent 
down.  It  has  to  be  a  newer  type  loan  or  something  more  marketable 
because  most  of  our  mortgages  are  close  to  the  $45,000  to  $40,000 
bracket.  Most  of  the  homes  in  our  general  area  sell  for  approximately 
$50,000-$60,000.  You  are  dealing  with  a  different 

Senator  Fong.  Are  you  allowed  to  go  down  to  90  percent  ? 

Mr.  Orsi.  Yes. 

Senator  Fong.  Does  your  company  go  down  to  90  percent  ? 

Mr.  Orsi.  We  do  not  have  to  because  the  90  percent  for  the  Federal 
Home  Loan  Banks  System  had  a  top  line  of  $33,500.  That  did  not  fit 
into  the  price  range.  It  meant  nothing. 

Senator  Fong.  Most  of  your  conventional  loans  require  the  25  per- 
cent downpayment  ? 

Mr.  Orsi.  About  that.  It  works  out  to  about  $45,000. 

Senator  Fong.  What  has  been  your  loss  ratio  ? 

Mr.  Orsi.  We  have  foreclosures — very  slight  foreclosures.  We  have  a 
board  of  directors  meeting  tomorrow.  I  do  not  have  the  exact  figure 
but  out  of  all  of  our  loans,  we  only  had  two  conventionals  that  were 
in  the  attorney's  office  for  referral  on  delinquencies. 

We  must  have — I  will  tell  you  how  many  loans  we  have.  We  have 
5,143  conventional  loans.  We  have  four,  referred  to  the  attorneys.  I 
think,  in  total,  over  2  months,  we  only  have  about  two  delinquencies. 

Senator  Fong.  No  loss  ? 

Mr.  Orsi.  That  is  right.  It  looks  good. 

Senator  Fong.  Pretty  gilded  edge. 

Thank  you. 

Senator  Hart.  Mr.  O'Leary  ? 

Mr.  O'Leary.  No  questions. 

Senator  Hart.  Mr.  Blum  ? 

Mr.  Blum.  Nothing. 
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Senator  Hart.  Mr.  Kern  ? 
Mr.  Kern.  No.        t- 
Senator  Hart.  Thank  you  very  much. 

I  repeat  what  Mr,  Blum  says,  thank  you  for  your  cooperation  in 
furnishing  these  figures. 

(Testimony  resumes  on  p.  1054.) 

Material  Relating  to  Testimony  of  G.  R.  Or  si: 

Response  of  Century  Federal  Savings  and  Loan  Association  to  Antitrust 
Subcommittee  Mortgage  Questionnaire 

I.  SENATE  ANTITRUST  AND  MONOPOLY  SUBCOMMITTEE 
NEW  YORK  MORTGAGE  QUESTIONNAIRE 

Note  :  Commercial  banks  should  include  their  trust  department  ac- 
tivities in  answering  this  questionnaire. 

1.  Has  your  institution  purchased  conventional  mortgages  on  prop- 

erties in  Kings  and  Queens  Counties  since  1960  ? 
Yes. 

2.  If  your  answer  to  question  (1)  is  yes,  who  sold  them  to  you? 

Metropolitan  Title  Co.  and  Unisphere. 

3.  Has  your  institution  purchased  second  mortgages  on  properties  in 

Kings  and  Queens  Counties  since  1960  ? 
No. 

4.  If  yes,  who  sold  them  to  you  ? 

Not  applicable. 
6.  Is  your  institution  willing  to  buy  FHA  or  VA  mortgages  on 
properties  in  Kings  and  Queens  Counties  at  the  present  time  ? 
Yes. 

6.  If  your  answer  to  question  ( 5 )  is  no,  why  not  ? 

Not  applicable. 

7.  Would  your  institution  categorically  refuse  to  purchase  mort- 

gages originated  by  individual  mortgage  companies  approved 
by  FHA? 
No. 

8.  If  your  answer  to  question  (7)  is  yes,  which  companies  and  why? 

Not  applicable. 

9.  Does  your  institution  originate  any  FHA  or  VA  mortgages  ? 

Yes. 
10.  If  the  answer  to  question  (9)  is  no,  why  not  ? 
Not  applicable. 
*11.  Does  your  institution  grant  warehousing  lines  of  credit  to  mort- 
gage companies  ? 
Not  applicable. 
*12.  If  the  answer  to  question  (11)  is  yes,  list  the  mortgage  companies 
which  have  borrowed  money  from  your  institution  since  Jan- 
uary 1,  1960. 
Not  applicable. 


♦To  be  answered  by  commercial  banks  only. 
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II.  ACQUISITIONS  THROUGH  PURCHASES  OF  FHA  INSURED  AND  VA  GUARANTEED  MORTGAGES  ON  M  FAMILY 
RESIDENTIAL  PROPERTIES  LOCATED  IN  KINGS,  QUEENS,  NEW  YORK,  AND  BRONX  COUNTIES  OF  NEW  YORK 
DURING  1968, 1969, 1970,  AND  1971.  (FOR  BULK  PURCHASES  IDENTIFY  TRANSACTION  RATHER  THAN  INDIVIDUAL 
MORTGAGE) 


Date  of  purchase 
transaction 

Types  of 

mortgages  purchased 

FHA 
insured 
sec.  203 

FHA  in- 
sured sec. 
221(dX2) 

FHA 
insured 
sec.  235 

FHA 

insured 

other 

VA 
guaranteed 

Kings 

Queens 

New  York 

Bronx 

Various,  196^71 

_ do _ 

None. -- 

Various.  1969-71 

46 
22 

None 

4 

11 
2 

None 
3 

None 
None 
None 
None 

12 
None 
None 
None 

14 

12 

None 

2 

MORTGAGES  PURCHASED 


Number 

Aggregate 

outstanding 

balance 

(at  time  of 

purchase) 

Price  at 
which 
purchased 
(e.g.  95, 
90  etc.) 

Face  interest  rate 

Name  and  address 
of  institution, 
company  or 
individual  from 
whom  mortgages 
were  purchased 
(if  not  originator, 
who  was?) 

Kings 

Queens 

New  York 

83 
39 

$1,  763, 000 
797, 000 

Par 

do 

..  Various,  7  to  8J^  percent 

do 

(') 
(') 

Bronx 

9 

204,  000 

Par 

..  Various,  7  to  i}4  percent 

(■) 

^  Inter-Island  Mortgage  Corp.,  172-23  Hillside  Ave.,  Jamaica,  N.Y.;  United  Institutional  Servicing  Corps,  370 
Lexington  Ave.,  New  York,  N.Y.;  Spartacus  Securities,  795  Eastern  Parkway,  Brooklyn,  N.Y.;  Pilgrim  Funding, 
211  West  Hempstead  Turnpike,  West  Hempstead,  N.Y.;  American  Title  Insurance  Co.,  50  Old  Country  Road 
East,  Mineola,  N.Y.;  Northeastern  Title  Guaranty  Corp.,  1501  Franklin  Ave.,  Mineola,  N.Y.;  Inter-County  Title 
Corp.,   170  Jericho  Turnpike,  Floral  Park,  N.Y.;  Mid-Island  Equities,  795  Eastern  Parkway,  Brooklyn,  N.Y. 

III.  ORIGINATIONS!  OF  MORTGAGES  ON  1-4  FAMILY  RESIDENTIAL  PROPERTIES  LOCATED  IN  KINGS,  QUEENS, 
NEW  YORK,  AND  BRONX  COUNTIES  OF  NEW  YORK  DURING  1968,  1969,  1970,  AND  1971. 


Sec.  203 


Period 


Number 


Amount 


Sec.  221(D)(2) 


Number 


Amount 


Sec.  235 


Number 


Amount 


1968. 
1969. 
1970. 


(Brooklyn)  1 
(Brooklyn)  2 
(Brooklyn)  1 


$18,000 
45,  300 
32,500 


1971 

(Queens)  1              22,550 
(Queens)  1              22,550 

0 

0  _ 

0 

0 

Other-FHA 

VA— Guaranteed 

Conventional 

Period 

Number             Amount 

Number             Amount 

Number              Amount 

1968. 


1969 (Brooklyn)  2 

1970 0 

1971 0 


$38,  000. 


0 .-       Queens  55 

Brooklyn  8 

0 Queens  40 

0 Queens  18 

0 _ Brooklyn  1 

Queens  19 


$1,360,355 

191,500 

1,092,800 

518,000 

21,000 

578,  500 


'  Amount  on  date  of  origination.  Round  to  nearest  dollar  (do  not  include  cents).  List  by  county. 

IV.  PORTFOLIO  HOLDINGS  OF  MORTGAGES  ON  1  TO  4  FAMILY  RESIDENTIAL  PROPERTIES  LOCATED  IN  KINGs' 
QUEENS,  NEW  YORK,  AND  BRONX  COUNTIES  OF  NEW  YORK  ORfGINATED  OR  ACQUIRED  PRIOR  TO  JAN.  1,  1968, 
AS  OF  FEB.  29,  1972.  (AMOUNTS  SHOULD  BE  EXPRESSED  IN  TERMS  OF  OUTSTANDING  BALANCES  ON  FEB.  29, 
1972.) 


Location 


FHA  insured,  sec 
203 


Number 


VA  guaranteed 


Conventional 


FHA  insured,  other 
Amount      Number      Amount      Number      Amount      Number  Amount 


New  York  County. 

Kings  County 

Queens  County... 
Bronx  County 


23    $233,000 


1  $18, 400 
34      492, 000 

2  34. 000 


488 
935 
83 


$5,  272,  000 

13,  470,  000 

972.  000 


1053 


at  c^ 

■iS.ss; 


CO       r^  ^a-  ^-  *a- 

^T         O  U30O0O 

r^      CNj  <r>  r-^  «3- •a- 

CO  ^^ m  CTicnroco 

<    I  <  t3<<< 


2   ^i.i 

-^    §■>=  = 
-  o  •  i;  • - 


DOW   w 

11- 

3  cr4S 


r   03         ~    Q)   a* 


(f  CO  CO       CO  to  CO  r^ 

CTl  CTl  CT)         0)0^0^0 


eg       ,-hCnj  ^H 


JE 


•a-om 
Ti-  ro  CO 


o8  o  E  o  <u  E 

_0  TO  "U'E  o 

"€"  •-J='= 

•>       Q  o  S2  S     - 


(22>-'    >-. 

J^oT     SI'S' 
CNno  ir>      cvtooc 


22 


1054 

STATEMENT   OF  BERNARD  ROTH 

Senator  Hai^t.  My  next  witness  is  Mr.  Bernard  Eoth. 

(Whereupon,  the  witness  was  duly  sworn  by  the  chairman.) 

Senator  Hart.  The  record  should  reflect  Mr.  Roth  is  appearing  here 
today  pursuant  to  a  subpena. 

I  understand,  Mr.  Roth,  that  you  are  represented  by  counsel.  For 
the  record,  would  you  state  the  counsel's  name  ? 

Mr.  Roth.  Joseph  L.  LaRosa,  522  5th  Avenue,  New  York. 

Senator  Hart.  Mr.  LaRosa,  you  do  represent  Mr.  Roth  ? 

Mr.  LaRosa.  I  do.  Senator  Hart. 

Senator  Hart.  I  am  sure  Mr.  LaRosa  has  counseled  you  with  re- 
spect to  your  appearance.  Since  it  is  under  subpena,  I  think  the  record 
should  reflect  that  you  have  been  advised,  on  the  record,  of  your  rights, 
specifically,  that  you  have  the  right  to  refuse  to  answer  any  questions 
you  feel  may  tend  to  incriminate  you. 

Anything  you  do  say  may  be  used  against  you  in  any  other  proceed- 
ing. You  have  the  right  to  consult  with  your  lawyer  at  any  time  before 
and  during  any  questions.  If  you  decide  to  answer  questions  now,  you 
retain  the  right  to  decline  to  answer  questions  at  any  later  time. 

I  think  the  record  should  also  reflect,  should  you  desire  to  refuse  to 
answer  or  assert  your  rights,  this  subcommittee  will  draw  no  adverse 
inference  from  that  course  of  conduct,  nor  should  anyone  else. 

Do  you  understand  these  rights  ? 

Mr.  Roth.  Yes,  sir. 

Senator  Hart.  Would  you  please  state  your  full  name  ? 

Mr.  Roth.  Bernard  S.  Roth. 

Senator  Hart.  Your  present  address  ? 

Mr.  Roth.  149  East  39th  Street,  New  York. 

Senator  Hart.  While  you  were  an  officer  of  United  Institutional 
Servicing  Corp.,  did  you  take  payments  from  real  estate  operators  to 
close  FHA  and  VA  loans  which  did  not  meet  Federal  standards  ? 

Mr.  Roth.  On  the  advice  of  counsel,  I  respectfully  decline  to  answer 
on  the  grounds  my  answer  may  tend  to  incriminate  me.  I  avail  myself 
of  my  rights  against  self-incrimination  under  the  fifth  amendment  of 
the  Constitution  of  the  United  States. 

Senator  Hart.  Mr.  Roth,  a  subpena  was  issued  to  you  calling  for 
the  production  of  certain  documents.  In  response  to  that  subpena,  may 
we  have  those  documents  ? 

Mr.  Roth.  On  the  advice  of  counsel,  I  respectfully  decline  to  answer 
on  the  grounds  my  answer  may  tend  to  incriminate  me. 

Senator  Hart.  Under  those  conditions,  you  are  dismissed. 

The  committee  must  recess  for  a  vote.  It  is  occurring  on  the  floor. 
The  full  Committee  on  the  Judiciary  v/ill  be  meeting  in  executive  ses- 
sion and  we  will  have  to  recess  at  the  call  of  the  Chair. 

As  soon  as  the  executive  committee  concludes  in  this  next  room,  we 
will  resume  the  hearing. 

(Whereupon,  the  committee  recessed  to  the  call  of  the  Chair  at 
10:45  a.m.) 


1055 
STATEMENTS  OF  BRUCE  DALTON  AND  CHARLES  FRIEDMAN 

Senator  Hart.  Lot  us  proceed,  now,  to  Bruce  Dalton  and  Charles 
Friedman. 

(AVhereupon,  the  witnesses  were  duly  sworn  by  the  chairman.) 

Senator  Hart.  It  is  my  understanding  that  both  Mr.  Dalton  and 
Mr.  Friedman  are  here  today  pursuant  to  a  subpena  and  you  are  both 
represented  by  counsel  who  is  present.  Would  you  kindly  state  his 
name  for  the  record? 

Mr.  Dalton.  James  M.  LaRosa,  522  Fifth  Avenue,  New  York  City. 

Senator  Hart.  I^Ir.  LaRosa,  do  you  represent  both  Mr.  Dalton  and 
Mr.  Friedman? 

Mr.  LaRosa.  I  do.  Senator. 

Senator  Hart.  I'm  sure  that  you  have  advised  both  of  the  witnesses 
with  respect  to  their  rights,  but  let  this  record  reflect  that  their  rights 
have  been  stated  to  them  on  the  record. 

Gentlemen,  you  have  the  right  to  refuse  to  answer  any  questions 
you  feel  may  tend  to  incriminate  you.  Anything  you  do  say  may  be 
used  against  you  in  any  other  proceeding. 

You  have  the  right  to  consult  with  your  lawyer  at  any  time  before 
answering  any  questions.  If  you  decide  to  answer  the  questions  now, 
you  still  have  the  right  to  stop  answering  questions  at  any  time. 

I  think  the  record  should  also  reflect  that  should  you  desire  to  refuse 
to  answer  or  assert  your  rights,  you  are  assured  that  this  subcommittee 
will  draw  no  adverse  inference  from  that  course  of  conduct,  nor  should 
anyone  else. 

Mr.  Dalton,  would  you  state  your  full  name  and  your  present 
address  ? 

Mr.  Dalton.  Bruce  Dalton,  8412  96th  Street,  Woodhaven,  New  York 
City. 

Senator  Hart.  And  Mr.  Friedman,  your  full  name  and  present 
address  ? 

^Ir.  Friedman.  Charles  Friedman.  2269  East  70th  Street,  Brooklyn, 
N.Y. 

Senator  Hart.  Let  me  address  to  both  of  our  witnesses  this  ques- 
tion :  Is  it  part  of  your  business  to  "milk  buildings"  ?  By  that  I  mean, 
buy  the  mortgages,  let  the  rents,  stop  paying  taxes  and  making  repairs, 
and  then  abandon  the  buildings  when  the  rent  can  no  longer  be 
collected  ? 

Mr.  Dalton.  On  the  advice  of  counsel,  I  respectfully  decline  to 
answer  on  the  grounds  that  my  answer  may  tend  to  incriminate  me. 

I  avail  myself  to  my  rights  against  self-incrimination  under  the 
fifth  amendment  of  the  Constitution  of  the  United  States. 

Senator  Hart.  Mr.  Friedman  ? 

Mr.  Friedman.  On  advice  of  counsel,  I  respectfully  decline  to  an- 
swer on  the  grounds  that  my  answer  may  tend  to  incriminate  me.  I 
avail  myself  of  my  rights  against  self-incrimination  under  the  fifth 
amendment  of  the  Constitution  of  the  United  States. 
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Senator  Hart.  Gentlemen,  the  committee  issued  a  subpena  to  both 
of  you  calling  for  the  production  of  certain  documents.  May  we  have 
the  documents  ^ 

Mr.  Dalton.  On  the  advice  of  counsel,  I  respectfully  decline  to  an- 
SAver  on  the  grounds  that  my  answer  may  tend  to  incriminate  me. 

Mr.  Friedman.  On  the  advice  of  counsel,  I  respectfully  decline  to  an- 
swer on  the  grounds  that  my  answer  may  tend  to  incriminate  me. 

Senator  Hart.  Gentlemen,  in  view  of  the  invocation  of  those  rights, 
the  subcommittee  dismisses  you. 

Material  relating  to  the  testimony  of 
Bruce  Dalton  and  Charles  Friedman 

Mail  Solicitation  for  Real  Estate  Listings  by  Bruce  Dalton 

WE  WILL 

ALL   C 

1.  WE  GIVE  THE  BEST  OFFER 

2.  WE  ARE  THE  PRINCIPAL  BUYERS  -  NO  COAAMISSION 

3.  ANY  CONDITION  ACCEPTABLE 

MR.  BRUCE  DALTON 

Week  Days  &  Saturday      10-6  P.M. 
Call  for  Free  Appraisal 

788-6434  200  7th  AVENUE 

788-6493  BROOKLYN,  N.  Y.  11215 

STATEMENT  OF  WARREN  LIGHT,  UNITED  INSTITUTIONAL 
SERVICING  CORP. 

Senator  Hart.  Mr.  Warren  Light. 

(Whereupon  the  witness  was  duly  sworn  by  the  chairman.) 

Senator  Hart.  Again,  the  record  should  reflect  that  Mr.  Light  ap- 
pears pursuant  to  a  subpena. 

I  under='tand  you  are  represented  by  counsel  who  is  present.  Would 
you  state  his  name  for  the  record. 

Mr.  Light.  Harold  Weinberger. 

Senator  Hart.  Mr.  Weinberger,  you  do  represent  Mr.  Light  ? 

Mr.  Weixbergp:r.  Yes,  sir. 

Senator  Hart.  I'm  sure  Mr.  Weinberger  has  advised  you,  INIr.  Light, 
but  for  the  record,  since  you  are  appearing  pursuant  to  a  subpena,  let 
me  summarize  the  rights  available  to  you. 
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They  include  the  ri^ht  to  refuse  to  answer  any  que&tion  you  may 
feel  will  tend  to  incriminate  you.  Anything  you  'do  say  maj'  be  jiseS 
against  you  in  any  other  proceeding. 

You  have  the  right  to  consult  with  your  lawyer  at  any  time  before 
ans\yering  any  question.  If  you  decide  to  answer  questions  now.  you 
retain  the  right  to  stop  answering  questions  at  any  time  in  the  future. 

Also,  if  you  decide  to  refuse  to  answer  or  assert  the  right,  the  sub- 
committee will  draw  no  adverse  inference  from  that  course  of  conduct; 
neither  should  anyone  else. 

Are  you  willing  to  waive  your  rights  and  answer  questions  at  this 
time? 

Mr.  Light.  I  am.  sir. 

Senator  Hart.  Would  you  state  your  full  name  ? 

Mr.  Light.  Warren  M.  Light. 

Senator  Hart.  And  vour  present  address  ? 

Mr.  Light.  1180  Midland  Avenue.  Bronxville.  N.Y. 

Senator  Hart.  And  what  business  are  you  engaged  in  ? 

]Mr.  Light.  I  am  now  working  for  a  member  of  the  Xew  York 
Stock  Exhange. 

Mr.  Bluim.  Mr.  Light,  when  did  you  begin  working  for  Capital 
Ventures,  Inc..  and  related  corporations? 

Mr.  Light.  I  believe  the  exact  date  is  December  15.  or  16,  1968. 

Mr.  Blum.  What  positions  did  you  hold  with  those  corporations? 
What  did  you  begin  doing  for  them  ? 

Mr.  Light.  Titles  or 

]Mr.  Blum.  Titles  and  then 

Mr.  Light.  I  was  an  assistant  vice  president  of  United,  and  in  years 
to  come  became  executive  vice  president  for  United. 

I  was  a  vice  president,  later  to  become  senior  vice  president,  chief 
operating  officer,  of  an  affiliate  of  United,  which  was  Delta  Capital 
Corp..  later  named  Embanque  Capital  Corp. 

!Mr.  Blu:m.  And  when  did  that  term  end  ? 

]Mr.  Light.  Formally.  May  31, 1972. 

Mr.  Blum.  'NMiat  have  you  done  prior  to  working  for  those  cor- 
porations? 

]Mr.  Light.  I  worked — out  of  law  school,  I  went  to  Manufacturers 
Hanover  Trust  Co.  and  became  a  mortgage  loan  officer. 

Mr.  Blt^i.  Are  you  a  member  of  the  Xew  York  bar? 

;Mr.  Light.  Yes,  I  am,  sir. 

]Mr.  Blu^i  When  were  you  placed  in  charge  of  keeping  the  interim 
financing  records  of  the  Delta  Capital  Corp.  ? 

^Ir.  Light.  I  believe  it  was  some  time  earlv  1969.  March  or  April, 
1969. 

Mr.  Bltjm.  Who  gave  you  the  assignment  ? 

Mr  Light.  Edwin  Katz. 

Mr.  Blum.  '\Mio  had  been  keeping  them  prior  to  that  time  you  began 
keeping  them? 

Mr.  Light.  From  what  I  gather,  the  only  records  kept,  at  that 
time,  were  by  Harold  Fisher  who  is  the  treasurer  of  the  company.  I 
don't  know  of  any  others  that  were  kept. 

Mr.  Blum.  Were  the  records  in  bad  shape  at  the  time,  with  prob- 
lems? 
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Mr.  Light.  I  would  not  say  bad  shape,  but  I  think  mine  were  more 
succinct. 

Mr.  Blum.  A  copy  of  the  records  which  you  kept  were  made  part 
of  the  record  in  an  earlier  set  of  hearino^s.  I  believe  you  have  a  copy 
in  front  of  you  there.  Is  that  a  copy  of  the  records  which  you  kept  for 
Delta  Capital  Corp.  ? 

Mr.  Light.  Yes,  it  is. 

Mr.  Blum.  I  wonder  if  you  would  mind  describinj^  to  us  what  the 
difference  columns  on  this  ledger  sheet  mean.  "Why  not  run  throuo^h 
them  from  left  to  right  ?  First  of  all,  what  are  the  dates  ? 

Mr.  Light.  The  date  is  the  date  that  the  loan  was  originated  on  or 
closed.  The  borrowing  took  place  on  that  date. 

Mr.  Blum.  The  borrowing  corporation  is  the 

Mr.  Light.  The  borrowing  corporation  was  the  person  or  people, 
principals  of  corporations  who  were  borrowing  and  financing. 

Mr.  Blum.  The  loan  number  ? 

Mr.  Light.  Just  my  way  of  keeping  things  in  order.  Nothing  else 
but  I  gave  each  loan  a  number  in  consecutive  order 

Mr.  Blum.  The  property  address  is  the  property- 


Mr.  Light  (continuing).  On  which  the  mortgage  is  made  on. 

Mr.  Blum.  "What  is  guarantee  at  3  percent  mean  ? 

Mr.  Light.  There  were  a  few  investors  in  Delta  Capital  Corp.  who 
chose  to  pay  a  fee  to  someone  of  financial  responsibility  in  order  to 
make  what  they  thought  their  investment  a  bit  safer  and  still  make 
quite  a  return  on  their  money. 

Mr.  Blum.  Kind  of  an  insurance  on  the  loan  ? 

Mr.  Light.  It  was  sort  of  an  insurance  on  top  of  the  equity  and 
security  that  vou  get  from  a  first  mortgage  and  bond, 

Mr.  Blum. "What  do  the  initials  BSR  stand  for  ? 

Mr.  Light.  The  initials  BSR  are  the  initials  of  Bernard  S.  Roth. 

Mr.  Blum.  On  top  of  the  first  page  there  are  the  initials  LL  ? 

Mr.  Light.  Well.  I  kept  my  records,  at  that  time,  in  a  funny  way. 
LL  stands  for  Larry  Levy  who  was  an  attorney  who  had  money  in- 
vested in  Delta.  He  is  not  a  guarantor.  Mr.  Roth  guaranteed  his  funds. 

Mr.  Blum.  T  see.  And  then  there  are  check  marks  and  there  are  lines 
through  them.  What  do  those  mean  ? 

Mr.  Light.  The  check  mark  signifies  that  Mr.  Roth  had  a  guaran- 
tee on  the  loan,  and  when  I  made  the  cross  it  meant  that  the  loan  had 
been  satisfied  and  the  guarantee  fulfilled. 

Mr.  Blum.  The  amount  of  the  loan  was  the  amount  that  was  dis- 
bursed ? 

Mr.  Light.  Borrowed,  right. 

Mr.  Blum.  There  were  no  discounts  on  these  loans  ? 

Mr.  Light.  That's  true. 

Mr.  Blum.  It  was  the  actual  amount  ? 

Mr.  Light.  Right. 

Mr.  Blum.  The  column  that  says  "Funds  from,"  what  does  that 
mean — refer  to  ? 

Mr.  Light,  Again,  Mr.  Blum,  this  is  my  way  of  keeping  records.  In 
the  first  few  pages,  you  won't  see  anything  really  important  there, 
but  on  the  second  page  it  starts.  In  order  to  keep  track  of  records  for 
all  my  investors,  I  put  down  Avhere  the  funds  came  from. 
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In  others  words,  when  a  loan  was  satisfied,  I  took  the  funds  and, 
upon  tlie  option  of  the  investor,  reinvested  it  in  another  loan.  So  I  had 
a  cross-reference.  I  used  the  previous  loan  that  the  money  came  from 
so  that  if  my  investor's  records  were  a  bit  mixed  up,  I  could  backtrack 
much  easier. 

Mr.  BLuai.  Now,  on  the  first  page  there  is  something  saying  Astor 
fund,  what  was  that  ? 

IMr.  Light.  I  really  don't  know  what  it  was,  but  it  was  a  fund  in 
existence  prior  to  my  employment  and  I  was  just  told  to  use  that  term 
and  I  did. 

Mr.  Blum.  Further  down,  there  is  something,  "Special  deal."  Do 
you  know  what  that  was  ? 

ISIr.  Light.  Again,  I  had  nothing  to  do  with  that,  but  Harold  Fisher 
had  given  me  the  records.  This  was  a  special  loan  that  was  quoted.  It 
had  nothing  to  do  with  Delta  Funds,  it  had  nothing  to  do  with  me, 
but  they  kept  it  in  Delta  records  and  I  just  copied  Harold's  records.  I 
don't  know. 

]Mr.  Blum.  And  then  on  the  later  pages,  you  have  got  entries — we 
will  take  the  second  page  which  stated  a  typical  entry,  HC.  I'm  now 
reading  on  line  22  (Rico  Realty  Corp.)  Delta  Capital  Corp.,  on  num- 
ber 247,  and  then  we  get  across  to  the  "Funds  from,"  it  says  HC-DCC- 
217.  What  would  that  be  ? 

INIr.  Light.  That  was  my  way  of  keeping  records.  HC  was  the  initials 
of  the  invester,  who  is  Harry  Cooper.  I)CC-217  is  the  loan  that  he 
previously  had,  and  those  funds  were  put  into  this  loan. 

]\Ir.  Blum.  OK.  Now,  the  column  headed  "Loan  closes"  refers  to 
what? 

Mr.  Light.  That  was  the  date  the  loan  was  satisfied. 

Mr.  Blum.  The  date  the  loan  was  satisfied.  "Funds  advanced,"  what 
does  that  refer  to  ? 

]\Ir.  Light.  "Funds  advanced"  refers  to  who  the  investor  was  and 
how  much  he  put  up. 

Mr.  Blum.  And  the  different  names  there  are  the  identifications — 
identifying  the  investors ;  is  that  correct  ? 

Mr.  Light.  That's  correct. 

Mr.  Blum.  In  some  cases  there  are  initials.  Who  was  JFK  ? 

Mr.  Light.  JFK  is  Jerome  F.  Katz  who  is  senior  partner  of  the  law 
firm  Katz,  Wittenberg,  Silverman  &  Levine. 

Mr.  Blum.  Who  was  Bea  Katz,  B-e-a  Katz  ? 

Mr.  Light.  Beatrice  Katz  is  the  mother  of  Robert  Katz  who  is  an 
employee  of  the  company  and  the  sister-in-law  of  Edwin  Katz. 

Mr.BLUM.WhoisHK"? 

Mr.  Light.  That  beats — where  is  it  ? 

Mr.  Blum.  Page  2. 

Mr.  Light.  Oh,  I  know. 

Mr.  Blum.  Line  28. 

Mr.  Light.  That's  Hildreth  Katz  who  was  a  sister  of  Edwin  Katz. 

Mr.  Blum.  In  the  main,  who  were  the  investors,  basically?  People 
who  worked  for  United  or  who  were  related  to  them,  or  were  there 
outsiders,  too  ? 

Mr.  Light.  There  were  outsiders,  too.  I  never  broke  down  percent- 
ages, per  se,  but  there  were  investors  that  were  employees,  members  of 
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families  of  employees,  and  lawyers  that  knew  the  company  and  so 
forth  and  so  on. 

It  was  all  outside  money  that  was  used. 

Mr.  Blum.  And  the  way  this  worked  was  that  they  would  put  up 
the  amount  for  the  loan  and  there  would  kind  of  become  a  loan  fund 
which  would  be  rolled  over  as  new  loans  became  available,  is  that 
right? 

Mr.  Light.  To  their  option,  Mr.  Blum.  At  the  time,  if  they  needed 
the  capital  back,  they  were  more  than — well,  you  know,  it  was  given 
to  them. 

If  they  decided,  when  a  loan  was  paid  up,  they  didn't  need  the 
capital  and  would  rather  have  it  reinvested,  it  was  done.  Their  inter- 
est was  always  given  back. 

Mr.  Blum.  AVere  those  loans  satisfied  at  the  final  closing,  when  the 
purchaser  would  have  an  FHA  mortgage? 

Mr.  Light.  Not  always  FHA  mortgages,  but  always  out  of  the  per- 
manent closing,  yes.  There  are  very  rare  instances  where  a  loan  was 
paid  off  not  out  of  a  permanent  closing. 

Mr.  Blum.  There  would  be  a  closing,  and  at  the  closing,  a  check 
would  be  drawn  that  would  satisfy  the  Delta  loan  ? 

Mr.  Light.  That's  right. 

Mr.  Blum.  Didn't  this  arrangement  mean  that  if  somebody  had  a 
short-money  investment  in  Delta,  he  would  have  a  pretty  good  stake 
in  seeing  to  it  that  the  eventual  FHA  loan  was  approved  as  he  might 
not  get  paid  off  ? 

Mr.  Light.  Well,  I  don't  agree  with  that.  These  were  private  inves- 
tors that  really  had  very  little  to  do  or  say  about  what  happened  with 
a  permanent  loan. 

There  are  certain  principals  in  here  that  were  principals  in  the  com- 
pany that  might  have  been  able  to  aid  in  securing  an  FHA  loan,  but 
more  than  not  they  were  individuals  from  the  outside. 

Mr.  Blum.  But  the  outsiders  had  a  guarantee  of  3  percent  from 
Mr.  Roth? 

Mr.  Light.  No,  I  disagree  with  that.  There  were  only  a  few  in- 
vestors that  had  a  guarantee  from  Mr.  Roth. 

Mr,  Blum.  I  see. 

Mr.  Light.  The  principal  amounts  invested  here  would  far  exceed 
unguaranteed  rather  than  guaranteed  proportions. 

Mr.  Blum.  But  to  the  extent  that  they  were  guaranteed  by  Mr.  Roth, 
Mr.  Roth  had  control  and  could  get  those  loans  approved  ? 

Mr.  Light.  I  don't  know  that  he  could,  but  I'm  sure  that  he  could 
attempt  to. 

Mr.  Blum.  When  Empire  began  to  put  pressure  on  United  to  stop 
doing  business  in  certain  areas  and  with  certain  people,  did  any  of 
the  people  inside  United  begin  to  complain?  Do  you  recall  conversa- 
tions about,  "Oh,  gee,  they  shouldn't  do  this.  We're  going  to  get  stuck 
with  some  of  these  Delta  loans  ?" 

Mr.  Light.  T  was  only  present  at  two  meetings  Avhere  this  was  dis- 
cussed. The  topic  that  you've  mentioned  specifically  did  come  up  at 
one  meeting,  very  generally,  and  the  opinion  was  that  it  was  not  com- 
pany funds,  it  was  individual's  funds.  It  was  in  the  interest  of  the 
company  to  stop  doing  business  with  certain  individuals,  and  if  they 
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do  have  a  Delta  loan  outstanding:,  if  it  comes  through  in  the  normal 
course  of  business  and  it  is  acceptable  to  the  firm,  it  Avill  close,  and 
if  not,  well,  the  investor  has  to  worry  about  it. 

Mr.  Blum.  Was  there  any  mumbling  from  the  various  investors? 
Any  unhappiness  indicated  by  the  investors  of  not  changing  policy? 

Mr.  Light.  I  don't  know  how  many  investors  really  were  aware  of 
the  change  in  policy.  But  certain  investors  did  become  aware  of  Delta 
loans  being  outstanding  longer  than  normal  and  inquired  why.  But  I 
don't  think  they  really  were  included  in  the  policy. 

Mr.  Blum.  Now,  was  part  of  your  job  at  United,  and  as  your  posi- 
tion grew,  contact  with  banks  that  did  business  with  United  ?  That's 
takeout  banks. 

Mr.  Light.  When  I  first  came  to  United,  the  first  task  I  was  given 
was  a  portfolio — very  loosely  termed  portfolio — of  what  they  termed 
corporate  conventional  loans,  which  were  held  mostly  by  upstate  banks 
of  New  York,  in  which  I  was  asked  to  see  if  I  could  put  in  array  what 
was  in  complete  disarray. 

Mr.  Blum.  What  was  the  situation  with  that  portfolio  ?  How  many 
loans  were  in  it  at  first  ? 

Mr.  Light.  As  close  as  I  can  tell  you — and  I  really  don't  know,  be- 
cause the  only  loans  I  was  concerned  with  were  loans  in  arrears,  fore- 
closure, or  some  sort  of  trouble — to  the. best  of  my  knowledge,  I 
couldn't  tell  you  how^  many  were  current. 

Overall,  the  loans  that  I  was  concerned  with  number  approximately 
500  after  3  months  of  sorting  them  out  and  finding  out. 

Mr.  Blum.  So  you  were  talking  about  500  conventional  loans  which 
were  in  some  degree  of  difficulty  which  you,  then,  had  the  responsi- 
bility to  try  and  somehow  handle  ? 

Mr.  Light.  Not  solely,  but  I  certainly  had  part  and  parcel  of  the  re- 
sponsibility to  try  and  clear  up  the  arrears  or  whatever. 

Mr.  Blum.  Now,  these  loans  you  describe  as  corporate  loans.  I  take 
it  they  were  loans  to  corporations  which  owned  property  ? 

Mr.  Light.  From  what  I  gather,  Mr.  Blum — again,  I  wasn't  there 
then — but  from  what  I've  been  told,  these  were  loans  made  to 
corporations. 

Mr.  Blum.  \Vhere  would  the  addresses  of  these  properties  be  ?  Where 
were  they  located  principally  ? 

Mr.  Light.  I  believe  they  were  all  in  Brooklyn. 

Mr.  Blum.  All  in  Brooklyn? 

Mr.  Light.  I  think  so. 

Mr.  Blum.  East  New  York  or  Brownsville  or  a  combination? 

Mr.  Light.  I  would  say  it's  a  very  large  area.  Brooklyn  is  quite  a 
big  area,  but  I  would  say  they  were  in  East  New  York,  they  were  in 
Brownsville,  East  Flatbush,  they  were  in 

Mr.  Blum.  They  were  scattered,  in  other  words  ? 

Mr.  Light.  [Nodding.] 

Mr.  Blum.  Now,  what  did  you  begin  to  do  to  clean  things  up  ? 

Mr.  Light.  Well,  at  first,  I  was  given  two  cartons  full  of  letters 
that  had  been  written  and  not  answered. 

Mr.  Blum.  These  were  letters  from  ? 

Mr.  Light.  From  banks  and  investors  that  wanted  to  know  the 
status  as  to  why  this,  that,  and  the  other  thing  was  happening. 
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Mr.  Blum.  In  fact,  why  they  hadn't  gotten  their  money  for  that 
conventional  loan  ? 

Mr.  Light.  Why  it  wasn't  being  paid  monthly  or  quarterly,  depend- 
ing upon  the  loan. 

Mr.  Blum.  And  what  did  you  do  ? 

Mr.  Light.  I  took  the  stuff  home,  and  my  wife  and  I  organized  a 
card  system  which  I  had  learned  to  do  at  Manufacturers  and  I  had 
found  very  successful.  And  I  put  everything  down  on  cards.  As  much 
information  as  I  thought  necessary.  And  then  had  an  idea  of  at  least 
how  many  banks  I  was  dealing  with. 

I  had  never  met  these  people.  And  how  many  mortgages  and  so  forth 
and  so  on. 

Mr.  Blum.  About  how  many  banks  were  involved  ? 

Mr.  Light.  A  total  of  20, 25,  something  of  that  nature. 

Mr.  Blum.  And  each  of  them  had  a  few  loans.  It  was  a  matter  of 
scattered  conventional  loans  ? 

Mr.  Light.  That's  true.  And  I  really  think  it  also  depended  upon  the 
size  of  the  bank,  from  what  I  gather.  The  more  the  assets  of  the  bank, 
the  more  they  had  to  put  out  in  mortgages,  the  more  they  had. 

Mr.  Blum.  So  a  very  small  bank  might  have  five  or  six  or  three, 
and  a  large  bank  might  have  20  or  15  or  whatever  ? 

Mr.  Light.  That's  right. 

Mr.  Blum.  Are  these  banks  typically  New  York  banks,  or  were  any 
of  them  outside  of  the  State  of  New  York  ? 

Mr.  Light.  The  only  ones  I  dealt  with  were  in  New  York. 

Mr.  Blum.  They  were  in  New  York  ? 

Mr.  Light.  Within  New  York  State. 

Mr.  Blum.  New  York  State? 

Mr.  Light.  Yes. 

Mr.  Blum.  Were  they  savings  banks  or  savings  and  loans  associa- 
tions or  combinations  ? 

Mr.  Light.  Both. 

Mr.  Blum.  Both.  Both  savings  banks  and  savings  and  loans  ? 

Mr.  Light.  Savings  and  loans.  Federal  and  State. 

Mr.  Blum.  Wliat  did  you  begin  to  do  with  respect  to  those  banks? 

Mr.  Light.  Well,  the  first  thing  I  did  was  to  go  to  Mr.  Katz  and  show 
him  what  I  had  found  to  be  in  arrears.  I  wanted  to  make  sure  that  I 
wasn't  barking  up  the  wrong  tree. 

He  scheduled  a  trip  with  me  to  the  various  upstate  banks  for  me  to 
meet  these  people  and  discuss  the  problems  intelligently  and  try  to 
resolve  the  method  of  clearing  up  these  arrears  as  best  as  possible. 

Mr.  Blum.  And  then  you  went  on  this  trip  ? 

Mr.  Light.  I  went  on  this  trip. 

Mr.  Blum.  With  Mr.  Katz? 

Mr.  Light.  With  Edwin  Katz,  right,  and  the  fellow  that  had  had  the 
job  prior  to  my  employment. 

Mr.  Blum.  Who  was  that  ? 

Mr.  Light.  William  Klein — Bill  Klein. 

Mr.  Blum.  What  was  a  typical  conversation  like  at  the  banks  you 
visited  ? 

Mr.  Light.  Well,  that  varied  in  degrees.  There  were  a  number  of  the 
upstate  banks  that  had  great  contempt  for  the  company  because  they 
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thought  that  they  were  put  into  something  that  they  should  not  have 
been  put  into. 

There  were  other  banks  that  were  extremely  friendly  and  under- 
stood the  problem,  that  the  mortgages  that  were  made  in  1964,  1965, 
1966,  and,  I  believe,  even  in  196T,  were  made  and  inspected  by  the 
banks  or  appraisers  independently  hired  by  the  banks,  but  Brooklyn 
just  took  a  bad  turn  and  a  lot  of  the  properties  that  were  quite  habit- 
able and  lovely  to  look  at  in  1964  became  near  hovels  in  1968. 

And  they  were  very  understanding,  but  they  were  all  interested  in 
trying  to  determine  a  policy  to  try  to  clear  up  these  problems  because 
of  the  investigators.  The  Federal  and  State  and  so  forth  and  so  on 
were  getting  on  their  backs  for  taxes  unpaid  and  so  forth  and  so  on. 

Mr.  Blum.  By  that  you  mean  the  bank  examiners  were  upset  because 
loans  were  becoming  listed  ? 

Mr.  LiCxHT.  They  were  becoming  listed.  They  were  becoming  fore- 
closed, and  the  banks  were  becoming  owners  and  the  banks  themselves 
were  concerned — they  had  substantial  investments — and  rightly  so. 
They  wanted  to  know  where  to  go. 

Mr.  Blum.  Let  me  back  up  to  the  banks  that  treated  your  visit  with 
contempt.  What  were  they  accusing  United  of  ?  In  fact,  what  were  they 
saying  ? 

Mr.  Light.  I  never  got — excuse  me,  I'm  sorry  ? 

Mr.  Blum.  Did  they  say,  "You  guys  pulled  a  fast  one  on  us"? 

Mr.  Light.  I  never  heard  that  said  directly,  but  through  my  feel- 
ings— and  it  was  my  first  visit — I  just  noticed  a  difference  in  the  greet- 
ing that  was  given  in  certain  banks  as  to  other  banks,  and  I  realized 
that  certain  people  must  have  had  the  impression  that  they  got  a  raw 
deal,  where  others  were  willing  to  look  at  it  that  they  went  into  it  with 
their  eyes  wide  open  and  it  was  just  an  investment  that  didn't  pan  out 
correctly. 

Mr.  Blum.  "What  were  some  of  the  solutions  that  were  discussed  at 
these  meetings  ?  What  were  the  alternatives  available  to  a  bank  which 
held  these  different  loans? 

Mr.  Light.  Well,  having  some  servicing  experience,  I  thought  the 
first  available  suggestion  was  to  try  and  service  the  loans  properly ;  and 
if  the  loan  was  4  or  5  months  in  arrears,  I  didn't  think  it  should  be 
treated  as  a  complete  washout. 

I  think  that  the  people  had  to  be  called  in,  they  had  to  be  interviewed. 
If  they  were  really  desirous  of  maintaining  the  property,  they  had  to 
be  spoken  to.  If  they  couldn't  afford  paying,  you  could  realistically 
establish  some  sort  of  a  payment  plan,  with  the  bank's  approval,  and 
that  would  be  my  first  recommendation.  That  was  my  first  recommen- 
dation. 

Mr.  Blum.  Was  that  approach  successful  with  many  of  these  loans  ? 

Mr.  Light.  In  very  many,  a  great  number,  I  believe.  Some  400. 

Mr.  Blum.  What  other  proposals  were  on  the  table  in  those  meetings  ? 

Mr.  Light.  There  were  many  loans,  when  I  was  hired,  that  were  in 
the  state  of  foreclosure  and  I  was  very  much  against  the  banks  fore- 
closing these  properties. 

Mr.  Blum.  What  were  the  problems  involved  with  the  banks'  fore- 
closing ? 
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Mr.  Light.  Aside  from  length  of  time,  great  expense,  the  liability  of 
the  bank  becoming  an  owner  to  a  piece  of  property  in  Brooklyn  I 
thought  was  very  risky  for  the  bank  to  do  because  of  the  chance  of 
building  violations  being  placed  on  premises. 

Mr.  Blum.  They  might  become  liable  for  repairing  or  correcting  the 
violations ;  is  that  it  ? 

Mr.  Light.  They  would  become  liable  once  they  were  the  owner. 

Mr.  Blum.  What  happened  to  the  building  then?  What  was  the 
alternative  ? 

Mr.  Chumbris.  When  you  said,  "length  of  time,"  what  is  the  length 
of  time? 

Mr.  Light.  For  foreclosure  in  New  York?  I  can  give  you  a  fair 
estimate  of  anywhere  from  6  to  20  months,  dependent  upon  the  owner 
being  located  and  serviceable  for  publication  and  so  forth  and  so  on. 

Mr.  Blum.  What  was  the  alternative  available  to  the  bank  other 
than  foreclosure  to  the  bank  loan  ? 

Mr.  Light.  Assignment  of  the  mortgage  or  sale  of  the  mortgage 
upon  foreclosure  at  the  foreclosure  sale,  not  bid  in  the  property,  take 
a  writeoff,  take  a  loss. 

Mr.  Blum.  And  then  assign  the  mortgage  to  someone  else  who  might 
be  willing  to  take  the  property  ? 

Mr.  Light.  Dependent  upon  what  stage  it  was  at.  You  can't  assign 
a  deed  until  the  property  is  permanently  foreclosed.  You  could  assign 
a  mortgage. 

Mr,  Blum.  You  could  assign  a  mortgage  ? 

Mr.  Light.  You  could  assign  a  mortgage  at  any  stage.  It  depended 
on  the  bank's  feelings,  and  being  the  first  time  I  was  talking  to  them 
I  was  looking  for  their  suggestions  as  well. 

Mr.  Blum.  What  other  alternatives  were  available? 

Mr.  Light.  Those  were  the  only  alternatives  other  than  trying — if 
the  house  was  in  good  shape — to  convert  them  to  FHA's  and  VA's 
which,  again,  the  houses  I  was  dealing  with  did  not  occur  because 
they  were  in  arrears  and  so  forth  and  so  on  and  the  FHA  was  not 
going  to 

Mr.  Blum.  Let  me  go  back  to  the  question  of  assignment.  From  the 
records  you  submitted  to  us  it  is  clear  that  you  have  handled  a  number 
of  these  transactions  for  the  banks. 

Where  did  you  find  people  who  were  willing  to  take  these  proper- 
ties at  a  discount  ?  Are  there  those  people  who  bought  them  ? 

Mr.  Light.  There  are  many  of  those  people  who  would  buy  them 
and  by  letters  that  were  sent  to  the  banks  soliciting  any  mortgages 
that  they  were  desirous  of  selling,  and  the  banks  would  forward  those 
to  me  and  I  would  follow  up  on  them. 

Mr.  Blum.  Why  would  a  guy  want  to  buy  property  in  that  much 
trouble  ?  Isn't  he  just  buying  grief  ? 

Mr,  Light.  Well,  I  really  cannot  answer  it.  I  do  not  know  the  answer 
to  it.  My  OAvn  opinion  would  be  that  they  could  buy  for  the  right  price. 

Mr.  Blum.  Is  it  possible  that  they  might  want  to  get  the  property 
to  do  what  is  known  as  "milking"?  That  is  collecting  rent,  put  in  a 
minimum  amount,  and  get  whatever  they  put  in  back  in  the  form  of 
profit? 

Mr.  Light.  That  is  all  conjecture. 
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Mv.  Blum.  Do  you  know  what  happened  to  any  of  those  buildings 
subsequent  to  the  assignment?  Do  you  know  wliether  they  were  aban- 
doned or  what  became  of  them  ? 

Mr.  Light.  Any  of  them  ?  I  know  that  approximately  10  percent  of 
the  ones  that  I  dealt  with  were  converted  to  FHA  loans  and  what 
happened  to  the  rest  of  them  I  really  do  not  know. 

Mr.  Blum.  How  did  the  FHA  conversion  situation  work?  Would 
you  call  the  broker  and  say,  "Here's  a  loan  which  we  think  is  ripe  for 
conversion"  ?  What  were  the  mechanics  of  it  ? 

Mr.  Light.  No,  I  never  called  the  broker  and  had  him  do  anything 
with  an  FHA.  I  did  call  brokers  in  the  Brooklyn,  N.Y.,  area,  telling 
them  that  a  bank  was  desirous  of  selling  the  following  mortgages.  They 
could  go  out  and  make  a  bona  fide  offer,  and  I  would  forward  it  to  the 
bank  for  their  approval  or  disapproval  or  whatever. 

?dr.  Blum.  Now,  let  me  back  up  here  and  go  through — give  me  the 
mechanics,  if  you  will,  of  a  conversion  situation.  I  am  a  bank  and  I  say 
to  you,  "I've  got  this  mortgage  which  is  in  trouble.  Let's  see  if  we 
can't  convert  this  to  an  FHA."  What  do  you  do  ? 

Mr.  Light.  AVlien  a  bank  says,  "Let's  see  if  we  can't  convert  that  to 
an  FHA,"  I  have  very  little  to  do  Avith  it  altogether. 

Mr.  Blum.  Who  would  have  had  to  do  with  it  ? 

Mr.  Light.  The  processing  department'  of  United,  which  I  have 
nothing  to  do  with. 

^Ir.  Blum.  I  see.  So  you  would  simply  indicate  that  you  would  go 
back  to  LTnited  and  somebody  else  would  pick  up  the  ball  ? 

i\Ir.  Light.  That's  right.  I'd  have  nothing.  That  was  not  my  baili- 
wick whatsoever. 

Mr.  Blum.  Do  you  know  if  that  was  handled  by  Mr.  Katz,  Ed  Katz  ? 

Mr.  Light.  Only  to  the  extent  that  he  was  notified  by  certain  banks 
where  his  relationship  with  these  banks  was  that  they  said,  you  know, 
was  it  possible  to  FHA  certain  housing  and  he  would  send  it  out  to 
Hempsted,  which  is  our  processing  office,  and  see  what  came  back. 

Mr.  Blum.  Was  it  your  understanding  that  this  problem  we  are  dis- 
cussing that  arose  as  conventionals  went  bad,  was  widespread  in 
Brooklyn  ? 

Mr.  Light.  At  the  time  I  was  doing  it,  I  didn't  even  know  there  were 
any  other  conventionals  in  existence  in  mortgage  companies,  and  I  still 
don't  really  know  what  percentages  there  were. 

I  became  aware  of  the  problem  at  United  but  I  really  thought  it 
could  be  very  well  rectified. 

Mr.  Blum.  How  long  did  you  stay  on  this  particular  job? 

Mr.  Light.  A  very  short  time.  I  was  able  to  hire  an  assistant  who 
worked  with  me  at  Manufacturers  and  he  took  the  job  over  for  me  once 
the  records  were  set  up. 

Mr.  Blum.  And  who  Avas  the  assistant  that  worked  for  you  ? 

]\[r.  Light.  Robert  Brittain — Bob  Brittain. 

]\rr.  Blum.  Xow,  you  received  a  number  of  legal  fees  for  handling 
closings  and  the  sale  to  some  of  the  operators.  I  wonder  of  you  could 
identify  for  us  more  fully  who  those  buyers  who  were  solicited.  Do  you 
recall  offhand  ? 

Mr.  Light.  I  could  give  you  a  list  of  names.  I  don't  know  them  per 
property,  but  I  do  know  people.  Who  I  sold  them  to. 

83-703  O— 73- 
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Mr.  Blum.  Yes.  Would  you  mind  giving  us  the  names  of  some  of  the 
people  you  sold  property  to  ? 

Mr.  Light.  I  have  a  little  notation  here.  Rocket  Equities ;  a  lawyer 
by  the  name  of  Emmanuel  Brody ;  Chala  Funding ;  Wohl  Associates ; 
and  a  Greek  fellow  by  the  name  of  Kopsechalos. 

Mr.  Blum.  Can  you  identify  who  the  principals  were  in  Chala- 
Funding  '^ 
Mr.  Light.  Charlie  Friedman. 
Mr.  Blum.  Charlie  Friedman? 
Mr.  Light.  Right. 

Mr.  Blum.  And  there  was  another  corporation  that  you  mentioned 
at  the  outset  ?  Rocket  Equities  ? 

Mr,  Light.  Rocket  Equities.  The  only  one  there  I  know  is  Hyman 
Gaines. 

]\Ir.  Blum.  Hyman  Gaines  ? 
Mr.  Light.  Yes.  Right. 

Mr.  Blum.  Were  all  of  these  people  brokers  active  in  the  FHA  busi- 
ness as  well  as  being  in  the  real  estate  business,  generally  ? 

Mr.  Light.  I  do  not  know  about  all  of  them,  but  I  would  say  a  good 
percentage  of  them  were,  yes. 

Mr.  Bluim.  And  as  you  indicated  before,  you  do  not  know  what  they 
did  with  buildings  after  they  bought  them  ? 

INIr.  Light.  I  do  not,  except  that  if  it  came  to  my  attention  that 
United  got  an  FHA  on  them,  which  was  in  a  very  rare  instance. 

Mr.  Bi,UM.  Then  it  would  come  back  through  the  place  with  an 
FHA? 

Mr.  Light.  And  then  I  would  see  it,  right. 

Mr.  Blu.-m.  When  the  banks  talked  about  selling  a  building,  did  they 
have  any  idea  what  the  actual  fate  would  be,  or  was  their  attention 
focused  on  getting  liquid  assets  in  place  of  this  defaulted  mortgage? 
Mr.  Light.  The  opinions  I  received  from  mostly  upstate  banks,  their 
total  effort  was  designed  to  rid  themselves  of  Brooklyn  conventional 
mortgages,  and  that  was  their  concern.  We  did  not  know  what  was 
going  to  happen  to  it,  and  I  do  not  really  know  if  they  cared. 

Mr.  Blum.  And  I  imagine  that  they  were  in  no  position  to  try  to 
manage  those  properties  or  even  be  stuck  with  the  risk  of  having  to 
make  repairs  on  them  ? 

Mr.  Light.  Well,  like  I  say,  out  of  the  500  that  I  assume  in  the  be- 
ginning, approximately  350  to  400  were  put  in  a  state  where  they  could 
be  managed,  and  that  is  what  we  did. 

We  were  their  servicer.  The  ones  that  could  not  be  serviced  were 
foreclosed,  by  the  time  T  was  there,  or  anything  else,  they  just  did  not 
manage  and  therefore  sold  off  or  whatever. 

Mr.  Blum.  Did  you  represent  TTnited  at  a  number  of  closings?  Did 
you  sit  in  as  a  closing  attorney  for  iTnited  in  many  closings  in  your 
career  ? 

Mr.  Light.  No.  sir ;  I  did  not. 

Mr.  Blum.  In  the  documents  you  supplied  us,  there  is  an  indication 
you  received  gratuities  from  a  number  of  brokers.  What  were  those 
gratuities  paid  in  connection  with? 

Mr.  Light.  They  were  for  closings  for  interim  loans. 

Mr.  Blum.  I  see. 

Mr.  Light.  Which  I  did  close  for  Delta  Capital  Corp. 
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Mr.  Blum.  Tn  other  words,  yoii  handle  the  closino:  of  interim  loans 
for  Delta  Capital,  and  the  gratuities  you  listed  were  all  for  those  in- 
terim loans? 

Mr.  Light.  That's  it  exactly. 

Mr.  Blum.  Wlio  was  present  at  a  typical  interim  closing? 

Mr.  Light.  Present  ? 

Mr.  Blum.  Yes. 

Mr.  Light.  Usually  the  people  present  were  the  seller  of  the  house, 
the  buying  corporation,  an  attorney  for  the  buyer,  title  company, 
closer,  myself,  or  some  representative  of  tlie  lending  corporation. 

Mr.  Blum.  These  were  all  non-FHA?  This  was  all  the  interim 
financing? 

Mr.  Light.  This  had  nothing  to  do  with  the  FHA. 

Mr.  Blum.  I  have  no  further  questions. 

Mr.  CiiUMBRis.  T  have  no  questions  either. 

Mr.  O'Leary.  No. 

My.  Blum.  Mr.  Chairman,  I  ask  that  the  materials  submitted  by  Mr. 
Light  in  response  to  the  subcommittee's  subpena  be  made  a  part  of  the 
record. 

Senator  Hart.  No  objection. 

(The  documents  follow  and  the  testimony  resumes  on  p.  1092.) 
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Documents  Furnished  by  the  Auburn  Savings  Bank 

EXHIBIT  2: 

Auburn    Savings    Bank, 
Auhurn,  N.Y.,  March  23,  1912. 
Mr.  Jack  A.  Blum, 

Assistant  Counsel,  U.S.  Senate,  Subcommittee  on  Antitrust  and  Monopoly,  Senate 
Annex,  Washington,  B.C. 
Deau  Mk.  Blum  :  Pursuant  to  our  recent  telephone  conversation,  enclosed 
please  find  copies  of  our  records  covering  transactions  on  or  about  the  six  dates 
in  1969  and  1970  which  you  enumerated,  in  which  Warren  M.  Light,  as  attorney, 
was  paid  $200.00  by  this  Bank. 

These  transactions  covered  sales  of  properties  acquired  by  us  through  fore- 
closure. 

If  you  have  any  further  questions,  please  do  not  hesitate  to  contact  the 
undersigned. 

Very  truly  yours, 

F.  Michael  Stapleton,  Mortgage  Officer. 

Wabben  M.  Light, 
A^ew  York,  A^.Y.,  June  18,  1969. 
Re  67  Lott  Avenue,  Brooklyn,  N.Y. 
Auburn  Savings  Bank, 
70-74  Genesee  Street, 
Auburn,  N.Y. 

Legal  fees  for  preparation  of  Contract  of  Sale,  preparation  of  Deed  and 
attendance  at  closing $200.00 

Closing   Statement 

Purchase  price 1,  750.00 

Debits  due  seller : 

R/E  taxes  {V2  month) 14.25 

Water   (6i/^  months) 30.90 

Sewer   (i-^  month) .75 

Total    debit 1,  795.90 

Credits  due  purchaser : 

Money  on  contract 175.  00 

Documentary  stamps 2.20 

177.  20 

Net  due  Auburn  Savings  Bank 1,  618.  70 

THIS  INDENTURE,  made  the  12th  day  of  June,  nineteen  hundred  and  sixtv- 
nine  BETWEEN  AUBURN  SAVINGS  BANK,  a  New  York  banking  corporation 
having  its  principal  office  at  No.  70-74  Genesee  Street,  Auburn,  New  York,  party 
of  the  first  part,  and  FOTIOS  KOPSACHILIS,  residing  at  No.  1115  Dorchester 
Road,  Brooklyn,  New  York,  party  of  the  second  part, 

Witnesseth,  that  the  party  of  the  first  part,  in  consideration  of  Ten  Dollars 
and  other  valuable  consideration  paid  by  the  party  of  the  second  part,  does 
hereby  grant  and  release  unto  the  party  of  the  second  part,  the  heirs  or  suc- 
cessors and  assigns  of  the  party  of  the  second  part  forever, 

All  that  certain  plot,  piece  or  parcel  of  land,  with  the  buildings  and  improve- 
ments thereon  erected,  situate,  lying  and  being  in  the  Borough  of  Brooklyn, 
County  of  Kings,  City  and  State  of  New  York,  bounded  and  described  as  follows : 

Beginning  at  a  point  on  the  northerly  side  of  Lott  Avenue,  distant  40  feet 
easterly  from  the  corner  formed  by  the  intersection  of  the  northerly  side  of 
Lott  Avenue  and  the  easterly  side  of  Amboy  Street ;  thence  northerly  parallel 
with  Amboy  Street,  100  feet  5Yj  inches;  thence  westerly  parallel  with  Lott 
Avenue,  40  feet  to  the  easterly  side  of  Amboy  Street ;  thence  .southerly  along 
the  easterly  side  of  Amboy  Street,  10  feet  5V1'  inches ;  thence  easterly  parallel 
with  Lott  Avenue,  20  feet ;  thence  again  soiitherly  part  of  the  distance  through 
a  party  wall,  90  feet  to  the  northerly  side  of  Lott  Avenue;  thence  easterly  along 
the  northerly  side  of  Lott  Avenue,  20  feet  to  the  point  or  place  of  beginning. 
Premises  being  known  as  No.  67  Lott  Avenue,  Brooklyn,  New  York. 
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Together  with  all  right,  title  and  interest,  if  any,  of  the  party  of  the  first  part 
in  and  to  any  streets  and  roads  abutting  the  above  described  premises  to  the 
center  lines  thereof;  together  with  the  appurtenances  and  all  the  estate  and  rights 
of  the  party  of  the  first  part  in  and  to  said  premises ;  to  have  and  to  hold  the 
premises  herein  granted  unto  the  party  of  the  second  part,  the  heirs  or  successors 
and  assigns  of  the  party  of  the  second  part  forever. 

And  the  party  of  the  first  part,  in  compliance  with  Section  13  of  the  Lien  Law, 
covenants  that  the  party  of  the  first  part  will  receive  the  consideration  for  this 
conveyance  and  will  hold  the  right  to  receive  such  consideration  as  a  trust  fund 
to  be  applied  first  for  the  purpose  of  paying  the  cost  of  the  improvement  and 
will  apply  the  same  first  to  the  payment  of  the  cost  of  the  improvement  before 
using  any  part  of  the  total  of  the  same  for  any  other  purpose. 

The  word  "party"  shall  be  construed  as  if  it  read  "parties"  whenever  the 
sense  of  this  indenture  so  requires. 

In  witness  whereof,  the  party  of  the  first  part  has  duly  executed  this  deed 
the  day  and  year  first  above  written. 

In  presence  of  : . 

Auburn   Savings   Bank, 
By : .__ 

Re  528  Vermont  Street,  Brooklyn,  N.Y. 

Auburn   Savings  Bank, 

70-74  Genesee  Street, 

Auburn,  N.Y. 

Legal  fees  for  preparation  of  Contract  of  Sale,  preparation  of  Deed 

and  attendance  at  closing $200.  00 


Paid  to  Warren  M.  Light,  Esq.  on  September  8,  1969  with  check  #095129. 

Closing  Statement 
Debits : 

Purchase  Price 10,  000.  00 

Water  Tax 20.  00 


Total  Debits 10,  020.  00 

Credits : 

Money  on  Contract 1,500.00 

Real  Estate  Taxes  (1  month  and  22  days) 63.  95 

Insurance  (7/15  to  8/15) 27.  85 

Total  Credits 1,  59L  80 

Balance  Due  Auburn  Savings  Bank 8,  428.  20 

This  indenture,  made  the  13th  day  of  August,  nineteen  hundred  and  sixty-nine 
between  Auburn  Savings  Bank,  a  New  York  banking  corporation  having 
an  ofiice  at  70-74  Genesee  Street,  Auburn,  New  York,  party  of  the  first  part,  and 
2036  Plainview  Avenue,  Inc.,  a  New  York  corporation  having  its  office  at  2036 
Plainview  Avenue.  Far  Rockaway,  New  York,  party  of  the  second  part, 

Witnesseth,  that  the  party  of  the  first  part,  in  consideration  of  Ten  Dollars  and 
other  valuable  consideration  paid  by  the  party  of  the  second  part,  does  hereby 
grant  and  release  unto  the  party  of  the  second  part,  the  heirs  or  successors  and 
assigns  of  the  party  of  the  second  part  forever, 

All  that  certain  plot,  piece  or  parcel  of  land,  with  the  buildings  and  improve- 
ments thereon  erected,  situate,  lying  and  being  in  the  Borough  of  Brooklyn, 
County  of  Kings,  City  and  State  of  New  York,  bounded  and  described  as  follows  : 

Beginning  at  a  point  on  the  westerly  side  of  Vermont  Street  distant  100  feet 
southerly  from  the  corner  formed  by  the  intersection  of  the  westerly  side  of 
Vermont  Street  with  the  southerly  side  of  Dumont  Avenue ;  running  thence 
westerly  parallel  with  Dumont  Avenue  and  part  of  the  distance  through  a  party 
wall  100  feet ;  thence  southerly  and  parallel  with  Vermont  Street  20  feet ;  thence 
easterly  and  parallel  with  Dumont  Avenue  and  part  of  the  distance  through  a 
party  wall  100  feet  to  the  westerly  side  of  Vermont  Street ;  thence  northerly  along 
the  said  westerly  side  of  Vermont  Street  20  feet  to  the  point  or  piace  of 
beginning. 

Said  premises  being  known  as  and  by  the  street  number  528  Vermont  Street, 
Brooklyn,  New  York. 
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Together  with  all  right,  title  and  interest,  if  any,  of  the  party  of  the  first  part 
of,  in  and  to  any  streets  and  roads  abutting  the  above-described  premises  to  the 
center  lines  thereof  ;  together  with  the  appurtenances  and  all  the  state  and  rights 
of  the  party  of  the  first  part  in  and  to  said  premises ;  to  have  and  to  hold  the 
premises  herein  granted  unto  the  party  of  the  second  part,  the  heirs  or  successors 
and  assigns  of  the  party  of  the  second  i)art  forever. 

And  the  party  of  the  first  part,  in  compliance  with  Section  13  of  the  Lien  Law, 
covenants  that  the  party  of  the  first  part  will  receive  the  consideration  for  this 
conveyance  and  will  hold  the  right  to  receive  such  consideration  as  a  trust  fund 
to  be  applied  first  for  the  purpose  of  paying  the  cost  of  the  improvement  and  will 
apply  the  same  first  to  the  payment  of  the  cost  of  the  improvement  before  using 
any  part  of  the  total  of  the  same  for  any  other  purpose. 

The  word  "party"  shall  be  construed  as  if  it  read  "parties"  whenever  the  sense 
of  this  indenture  so  reqiiires. 

In  witness  whereof,  the  party  of  the  first  part  has  duly  executed  this  deed  the 
day  and  year  first  above  written. 

In  presence  of :  M.  Stapleton. 

Auburn  Savings  Bank, 
By  :  William  B.  Newley,  President. 

New  York,  N.Y.,  July  11.  1969. 
Re  317  Macon  Street,  Brooklyn,  N.Y. 
Auburn  Savings  Bank, 
70-74  Genesee  Street, 
Auburn,  N.Y. 
Legal  fees  for  preparation  of  Contract  of  Sale,  preparation  of  Deed  and 

attendance  at  closing $200.00 

Warren  M.  Light,  Attorney  at  Law, 

Neiv  York,  N.Y.,  July  17, 1969. 
Re  317  Macon  Street,  Brooklyn,  N.Y. 
Mr.  F.  Michael  Stapleton, 
Auburn  Savings  Bank, 
Genesee  Street,  Auburn,  Isl.Y. 

Dear  Mike  :  Enclosed  please  find  a  copy  of  the  closing  statement  for  the  above 
captioned  premises. 

Please  take  note  that  the  following  adjustments  were  made  : 
The  Bank  received  $27.50  for  the  adjustment  on  the  water  tax  paid  January 
1st  and  expiring  December  31st,  the  purchaser  received  credit  for  the  folllowing : 
$18.35  for  real  estate  taxes  due  July  1st  to  today  and  also  the  purchaser  re- 
ceived $15.40  for  documentary  stamps  which  cost  $1.10  per  thousand  dollars  of 
the  purchase  price. 

The  net  figure  due  the  Bank  was  $12,993.75  which  I  am  enclosing  in  two  checks, 
a  $12,000.00  certified  check  and  a  check  for  $993.75. 

The  insurance  policy  which  the  Bank  paid  for  on  June  5,  1969  was  cancelled 
today  and  a  check  for  the  unearned  premium  will  be  forwarded  to  you  as  .soon 
as  it  is  received. 

I  am  also  enclosing  my  bill  for  legal  fees  rendered  in  this  case. 
I  trust  that  you  will  find  all  the  enclosures  in  order. 
Very  truly  yours,, 

Warren  M.  Light. 
Closing  Statement 

Purchase    Price 14,  000.  00 

Debits  due  Seller : 

Water  Tax 27.  50 


14,  027.  50 


Credits  due  Purchaser : 

Money  on  Contract 1,  000.  00 

Document  Stamps 15.40 

Real  Estate  Taxes 18.35 

Total   Credits 1,  033  .75 

New  due  Auburn  Savings  Bank 12,  993.  75 
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This  indenture,  made  the  14th  day  of  July,  nineteen  hundred  and  Sixty- 
Nine  between  Auburn  Savings  Banlv,  a  New  York  corporation  having  an  ofBce 
at  70-74  Genesee  Street,  Auburn,  New  York,  party  of  the  first  part,  and  Rocket 
Equities  Corp.,  a  New  York  corporation  having  its  principal  office  at  48  Ralph 
Avenue,  Brooklyn,  New  I'ork,  party  of  the  second  part, 

Witnesseth,  that  the  party  of  the  first  part,  in  consideration  of  Ten  Dollars 
and  other  valuable  consideration  paid  by  the  party  of  the  second  part,  does  hereby 
grant  and  release  unto  the  party  of  the  second  part,  the  heirs  or  successors  and 
assigns  of  the  party  of  the  second  part  forever. 

All  that  certain  plot,  piece  or  parcel  of  land,  with  the  buildings  and  improve- 
ments thereon  erected,  situate,  lying  and  being  in  the  County  of  Kings,  Borough 
of  Brooklyn,  City  and  State  of  New  York,  bounded  and  described  as  follows: 

Beginning  at  a  point  on  the  northerly  side  of  Macon  Street  distant  212  feet 
westerly  from  the  Northwesterly  corner  of  Macon  Street  and  Sumner  Avenue; 
running  thence  Northerly  parallel  with  Sumner  Avenue  and  part  of  the  distance 
through  a  party  wall,  100  feet;  thence  Westerly  parallel  with  Macon  Street  17 
feet  8  inches ;  thence  Southerly  parallel  with  Sumner  Avenue  and  part  of  the 
distance  through  a  party  wall  100  feet  to  the  northerly  side  of  Macon  Street ;  and 
thence  Easterly  along  the  Northerly  side  of  Macon  Street,  17  feet  8  inches  to  the 
point  or  place  of  Beginning. 

Together,  with  all  right,  title  and  interest  of,  in  and  to  any  streets  and  roads 
abutting  the  above  described  premises  to  the  center  line  thereof. 

Premises  known  as :  and  by  the  street  number :  317  Macon  Street,  Brooklyn, 
New  York,  Section  G,  Block  1847,  Lot  53. 

Together  with  all  right,  title  and  interest,  if  any,  of  the  party  of  the  first  part 
in  and  to  any  streets  and  roads  abutting  the  above  described  premises  to  the 
center  lines  thereof ;  together  with  the  appurtenances  and  all  the  estate  and  rights 
of  the  party  of  the  first  part  in  and  to  said  premises ;  to  have  and  to  hold  the 
premises  herein  granted  unto  the  party  of  the  second  part,  the  heirs  or  successors 
and  assigns  of  the  party  of  the  second  part  forever. 

And  the  party  of  the  first  part,  in  compliance  with  Section  13  of  the  Lien  Law, 
covenants  that  the  party  of  the  first  part  will  receive  the  consideration  for  this 
conveyance  and  will  hold  the  right  to  receive  such  consideration  as  a  trust  fund 
to  be  applied  first  for  the  purpose  of  paying  the  cost  of  the  improvement  and  will 
apply  the  same  first  to  the  payment  of  the  cost  of  the  improvement  before  using 
any  part  of  the  total  of  the  same  for  any  other  purpose. 

The  word  "party"  shall  be  construed  as  if  it  read  "parties"  whenever  the  sense 
of  this  indenture  so  requires. 

In  witness  whereof,  the  party  of  the  first  part  has  duly  executed  this  deed  the 
day  and  year  first  above  written. 

In  presence  of : 


AuBXJRN  Savings  Bank, 

By ,  President. 

Re  563  Van  Siclen  Avenue,  Brooklyn,  N.Y. 
Auburn   Savings  Bank, 
70-74  Genesee  Street, 
Auburn,  N.Y. 

Legal  fees  for  preparation  of  Contract  of  Sale,  preparation  of  Deed  and 
attendance  at  closing $200.00 

Closing  Statement 
Debits : 

Purchase  Price 7,  000.  00 

Water  Rent  (adjusted  for  9/19-12/31) 11.  00 

Total  Debits 7,  Oil.  00 

Credits : 

Deposit  on  Contract 800.  00 

Real  Estate  Taxes  (adjusted  for  7/1-9/19) 76.  45 

Interest  on  Taxes  Due  7/1 1-  75 

Sewer  Rent  (from  7/1-9/19) 3.  00 

Documentary  Stamps  on  Deed 7.  70 

Total   Credits 888.  90 

Balance  due  Auburn  Savings  Bank 6, 112. 10 
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This  indenture,  made  the  29th  day  of  August,  nineteen  hundred  and  sixty-nine 
between  Auburn  Savings  Bank,  a  New  Yorlv  banlving  corporation  having  an  ofiice 
at  70-74  Geneste  Street,  Auburn,  New  York,  party  of  the  first  part,  and  the  Mid- 
way Investing  Corporation,  a  New  York  corporation,  having  an  oflSce  at  1045  Rut- 
land Road,  Brooklyn,  New  York,  party  of  the  second  part, 

Witnesseth,  that  the  party  of  the  first  part,  in  consideration  of  Ten  Dollars  and 
other  valuable  consideration  paid  by  the  party  of  the  second  part,  does  hereby 
grant  and  release  unto  the  party  of  the  second  part,  the  heirs  or  successors  and 
assigns  of  the  party  of  the  second  part  forever. 

All  that  certain  plot,  piece  or  parcel  of  land,  with  the  buildings  and  improve- 
ments thereon  erected,  situate,  lying  and  being  in  the  Borough  of  Brooklyn, 
County  of  Kings,  City  and  State  of  New  York,  bounded  and  described  as  follows : 

Beginning  at  a  point  on  the  easterly  side  of  Van  Siclen  Avenue,  distant  40  feet 
northerly  from  the  corner  formed  by  the  intersection  of  the  easterly  side  of  Van 
Siclen  Avenue  with  the  northerly  side  of  Livonia  Avenue  ;  running  thence  easterly 
parallel  with  Livonia  Avenue,  and  part  of  the  distance  through  a  party  wall  50 
feet ;  thence  northerly  parallel  with  Van  Siclen  Avenue  20  feet ;  thence  westerly 
again  parallel  with  Livonia  Avenue  and  part  of  the  distance  through  another 
party  wall  50  feet  to  the  easterly  side  of  Van  Siclen  Avenue  ;  and  thence  southerly 
along  the  easterly  side  of  Van  Siclen  Avenue,  20  feet  to  the  point  or  place  of 
Beginning. 

Said  premises  being  known  as  and  by  the  street  number  563  Van  Siclen  Avenue. 

Together  with  all  right,  title  and  interest,  if  any,  of  the  party  of  the  first  part 
of,  in  and  to  any  streets  and  roads  abutting  the  above-described  premises  to  the 
center  lines  thereof;  together  with  the  appurtenances  and  all  the  estate  and 
rights  of  the  party  of  the  first  part  in  and  to  said  premises  ;  to  have  and  to  hold  the 
premises  herein  granted  unto  the  party  of  the  second  part,  the  heirs  or  successors 
and  assigns  of  the  party  of  the  second  part  forever. 

And  the  party  of  the  first  part,  in  compliance  with  Section  13  of  the  Lien 
Law,  convenants  that  the  party  of  the  first  part  will  recive  the  consideration  for 
this  conveyance  and  will  hold  the  right  to  receive  such  consideration  as  a  trust 
fund  to  be  applied  first  for  the  purpose  of  paying  the  cost  of  the  improvement 
and  will  apply  the  same  first  to  the  payment  of  the  cost  of  the  improvement 
before  using  any  part  of  the  total  of  the  same  for  any  other  purpose. 

The  word  "party"  shall  be  construed  as  if  it  read  "parties"  whenever  the  sense 
of  this  indenture  so  requires. 

In  witness  whereof,  the  party  of  the  first  part  has  duly  executed  this  deed 
the  day  and  year  first  above  written. 

In  presence  of :  Stapleton 

Auburn  Savings  Bank, 
Pierre  L.  Labourdette,  Assistant  Treasurer. 

New  York,  N.Y..  July  2,  1910. 
Re  652  Hendrix  Street,  Brooklyn,  N.Y. 
Axtburn  Savings  Bank, 

Gencscc  Street, 
Atitum,  "N.Y. 

Legal  fees  for  preparation  of  Contract  of  Sale,  preparation  of  Deed  and 
attendance  at  closing $200.  00 


Closing  Statement 

652  Hendrix  Street,  Brooklyn,  N.Y. 

Purchase    Price L 5,  000.  00 

Debits  due  Seller : 

%  year  water  adjustment 20.  00 

Total    debit 5,  020.  00 

Credits : 

Money  on  Contract 1,000.00 

Documentary  Stamps 5.  50 

Total   Credits 1,  005.  50 

Net  due  Auburn  Savings  Bank 4,014.50 
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This  indenture,  made  the  15th  day  of  June,  nineteen  hundred  and  seventy,  be- 
tween Auburn  Savings  Bank,  a  domestic  banking  corporation,  having  its  prin- 
cipal place  of  business  at  70-74  Genesee  Street,  Auburn,  New  York,  party  of 
the  first  part,  and  Chala  Funding  Corp.,  a  New  York  corporation,  having  its 
place  of  business  at  200  7th  Avenue,  Brooklyn,  New  York,  party  of  the  second 
part. 

Witnesseth,  that  the  party  of  the  first  part,  in  consideration  of  Ten  Dollars 
and  other  valuable  consideration  paid  by  the  party  of  the  second  part,  does 
hereby  grant  and  release  unto  the  party  of  the  second  part,  the  heirs  or  successors 
and  assigns  of  the  party  of  the  second  part  forever, 

All  that  certain  plot,  piece  or  parcel  of  land,  with  the  buildings  and  improve- 
ments thereon  erected,  situate,  lying  and  being  in  the  Borough  of  Brooklyn, 
County  of  Kings,  City  and  State  of  New  York,  bounded  and  described  as 
follows : 

Beginning  at  a  point  on  the  westerly  side  of  Hendrix  Street,  distant  40  feet 
southerly  from  the  corner  formed  by  the  intersection  of  the  westerly  side  of 
Hendrix  Street  and  the  southerly  side  of  Livonia  Avenue  ;  running  thence  westerly 
parallel  with  Livonia  Avenue  and  part  of  the  way  through  a  party  wall,  50  feet ; 
thence  southerly  parallel  with  Hendrix  Street,  20  feet;  thence  easterly  again 
parallel  with  Livonia  Avenue  and  part  of  the  way  through  another  party  wall, 
50  feet  to  the  westerly  side  of  Hendrix  Street ;  thence  northerly  along  the  west- 
erly side  of  Hendrix  Street,  20  feet  to  the  point  or  place  of  beginning.  Said 
premises  being  known  as  and  by  street  number  652  Hendrix  Street,  Brooklyn, 
New  York. 

Together  with  all  right,  title  and  interest,  if  any,  of  the  party  of  the  first  part 
of,  in  and  to  any  streets  and  roads  abutting  the  above-described  premises  to  the 
center  lines  thereof;  together  with  the  appurtenances  and  all  the  estate  and 
rights  of  the  party  of  the  first  part  in  and  to  said  premises ;  to  have  and  to  hold 
the  premises  herein  granted  until  the  party  of  the  second  part,  the  heirs  or 
successors  and  assigns  of  the  party  of  the  second  part  forever. 

And  the  party  of  the  first  part,  in  compliance  with  Section  13  of  the  Lien  Law, 
covenants  that  the  party  of  the  first  part  will  receive  the  consideration  for  this 
conveyance  and  will  hold  the  right  to  receive  such  consideration  as  a  trust  fund 
to  be  applied  first  for  the  purpose  of  paying  the  cost  of  the  improvement  and  will 
apply  the  same  first  to  the  payment  of  the  cost  of  the  improvement  before  using 
any  part  of  the  total  of  the  same  for  any  other  purpo.se. 

The  word  "party"  shall  be  construed  as  if  it  read  "parties"  whenever  the  sense 
of  this  indenture  so  requires. 

In  witness  whereof,  the  party  of  the  first  part  has  duly  executed  this  deed  the 
day  and  year  first  above  written. 

In  presence  of  : 


Auburn  Savings  Bank, 
,  President. 

New  York,  N.Y.,  June  23,  1912. 
Re  447  ShetTield  Avenue,  Brooklyn,  N.Y. 
AuBiTRN  Savings  Bank, 
70-74  Genesee  Street, 
Auburn,  N.Y. 

Legal  fees  for  preparation  of  Contract  of  Sale,  preparation  of  Deed 
and  attendance  at  closing $200.  00 

Closing  Statement 
Debits : 

Purchase  Price 8,000.00 

Credits : 

Money  deposited  on  contract 1, 600.  00 

Adjusted  Water  Tax  (5  months  3  weeks  1-1-70—12-3-70) 38.  39 

Adjusted  Sewer  Tax  (5  months  3  weeks) 26.44 

Adjusted  R/E  Tax  (3rd  Quarter  &  4th  Quarter  less  1  week) 359. 18 

Penalties  for  Late  Taxes 35.00 

Title  Charges    (Documentary   Stamps) 8.80 

Total   Credits —  2,068.31 

Total  due  Auburn  Savings  Bank 5,931.69 
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This  indenture,  made  the  15th  day  of  June,  nineteen  hundred  and  seventy  be- 
tween Auburn  Savings  Bank,  a  domestic  bank  corporation,  having  an  office 
at  70-74  Genesee  Street,  Auburn,  New  York,  party  of  the  first  part,  and  Chala 
Funding  Corp.,  a  domestic  corporation,  having  its  office  at  200  7th  Avenue,  Brook- 
lyn, New  York,  party  of  the  second  part, 

Witnesseth,  that  the  party  of  the  first  part,  in  consideration  of  Ten  Dollars 
and  other  valuable  consideration  paid  by  the  party  of  the  second  part,  does  hereby 
grant  and  release  unto  the  party  of  the  second  part,  the  heirs  or  successors  and 
assigns  of  the  party  of  the  second  part  forever. 

All  that  certain  plot,  piece  or  parcel  of  land,  with  the  buildings  and  improve- 
ments thereon  erected,  situate,  lying  and  being  in  the  Borough  of  Brooklyn, 
County  of  Kings,  City  and  State  of  New  York,  bounded  and  described  as  follows  : 

Beginning  at  a  point  on  the  easterly  side  of  Sheffield  Avenue  distant  40  feet 
southerly  from  the  corner  formed  by  the  intersection  of  the  easterly  side  of  Shef- 
field Avenue  with  the  southerly  side  of  Dumont  Avenue ;  running  thence  easterly 
parallel  with  Dumont  Avenue  95  feet;  thence  southerly  parallel  with  Sheffield 
Avenue  25  feet ;  thence  westerly  and  again  parallel  with  Dumont  Avenue  and  part 
of  the  distance  through  a  party  wall  95  feet  to  the  easterly  side  of  Sheffield  Ave- 
nue ;  and  thence  northerly  along  the  said  easterly  side  of  Sheffield  Avenue,  25  feet 
to  the  point  or  place  of  beginning. 

Said  premises  being  known  as  and  by  street  number  447  Sheffield  Avenue, 
Brooklyn,  New  York. 

Together  with  all  right,  title  and  interest,  if  any,  of  the  party  of  the  first  part 
of,  in  and  to  any  streets  and  roads  abutting  the  above-described  premises  to  the 
center  lines  thereof ;  together  with  the  appurtenances  anl  all  the  estate  and 
rights  of  the  party  of  the  first  part  in  and  to  said  premises ;  to  have  and  to  hold 
the  premises  herein  granted  unto  the  party  of  the  second  part,  the  heirs  or  suc- 
cessors and  assigns  of  the  party  of  the  second  part  forever. 

And  the  party  of  the  first  part,  in  compliance  with  Section  13  of  the  Lien 
Law,  covenants  that  the  party  of  the  first  part  will  receive  the  consideration 
for  this  conveyance  and  will  hold  the  right  to  receive  such  consideration  as  a 
trust  fund  to  be  applied  fir.st  for  the  purpose  of  payino-  the  cost  of  the  improve- 
ment and  will  apply  the  same  first  to  the  payment  of  the  cost  of  the  improve- 
ment before  using  any  part  of  the  total  of  the  same  for  any  other  purpose. 

The  word  "party"  shall  be  construed  as  if  it  read  "parties"  whenever  the  sense 
of  this  indenture  so  requires. 

In  witness  whereof,  the  party  of  the  first  part  has  duly  executed  this  deed 
the  day  and  year  first  above  written. 

In  presence  of  : 

Auburn  Savings  Bank, 
By: ,  President. 

EXHIBIT  3 

Documents  Furnished  by  Warren  Light  Pursuant  to  Subpoena  Dated  March  7, 

1972 

Empbanque  Capital  Corp., 
^^ew  York,  N.Y.,  March  15, 1972. 
Hon.  Philip  A.  Hart, 

Chairman,  Subcommittee  on  Antitrust  and  Monopoly  Committee  on  the  Judiciary 
of  the  Senate  of  the   United  States,  203  Senate  Annex,   Washington,  B.C. 
Dear  Senator:  As  requested  in  your  subpoena  dated  the  7th  of  March  1972 
I  herewith  enclose  schedules  covering  Items  ]  and  2. 
As  to  Items  3  and  4  the  answer  is  none. 

I  wish  to  call  your  attention  to  the  fact  that  my  employment  with  Delta 
Capital  Corp.  and  now  Empbanque  Capital  Corp.  began  on  December  IG,  1968  and 
therefore,  for  the  period  1967  and  1968  I  would  have  nothing  pertaining  to  your 
questions  in  my  reports. 

I  trust  this  information  will  be  sufficient  to  answer  your  que.stions. 
Very  truly  yours, 

Warren  M.  Light. 
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SCHEDULE  OFSTOCKS  OWNED  FROM  JAN.  1,  1967  TO  JAN.  1.  1972 


Number  of  shares, 
stock 


Date  bought 


Price    Date  sold 


Net 
Price  difference    Officers 


Divi- 
dends 


100— Gen  Develop.  Cp_  May     4, 1966  $783.  50 

100-Pict.  Prod May   21,1968  1,280.82 

25-  Extend.  Cp  Jan.   31,1968  200.00 

100     U.S. Crown do 991.75 

100  -U.S.  Crown do 815.00 

100-U.S.  Crown June    1,1968  1,219.00 

100-  Clark  Can  Co Sept.   4,1968  1,000.00 

25-T.V.Cp Nov.  14,1968  325.00 

100— Leisure  Tech Feb.  27,1969  1,300.00 

300     Cryplex  Ind July     2,1969  4,263.00 

300     U.S.  Crown July   15,1968  3,255.00 

500-  Arcs  Indust Feb.     4,1971  2,953.75 

300-lnt.  Isl.  Mtgd__..  Feb.     5,1971  1,539.00 


March  7,1967 
July  11,  1968... 
Jan.  31,1968-.. 
Oct.  15,1968.... 

do... 

....do 

Oct.  7,  1968 

Nov.  22,  1968., 
Mar.  28,  1969.. 
Dec.  17,1969... 
Feb.  20  and 

Mar.  4,1969. 
Apr.  27,  and 

Aug.  17,  1971. 
Aug.  17,  1971.. 


$870.50 

1,555.84 

414.81 

1,103.00 

1,103.00 

1,103.00 

955.75 

433.37 

1,474.25 

3,  606.  18 

2,595.00 


+$87.00  L 
+275.02  .. 
+214.81 
+111.25  .. 
+288.00  .. 
-116.00  .. 
-44.25  .. 
+108.37  .. 
+  174.25  .. 
-656.82  .. 
-660.00  .. 


nknown. 
...do... 
...do... 
..-do... 
...do... 
...do... 
...do... 
...do... 
...do... 
...do... 
...do... 


None. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 

Do. 


1,000-Omega  Alpha..  Aug.  25, 1971    5,500.00    Still  holding. 


4,092.86  +1,139.11  Jos.  Robbins, 

Dave  Rabbach 

2,369.61     +830.61    Stanley  Sirote,  Do. 

Kath  Koury. 
James  Ling Do. 


DELTA  INVESTMENTS  FOR  WARREN  LIGHT  1970-71  (NONE  PRIOR  TO) 


Date 


Amount  of 

capital    Who  loaned  to 


When 
satisfied 


Amount 
retained 


Interest 
earned 


Jan.  20, 1970 

$7,  500 

Mar.  31,1970    ... 

7,500 

May  8, 1970  . 

5,000 

Aug.  13,1970 

5.000 

Sept.  24,1970 

5,000 

Oct.  5,1970 

7,500 

Oct  15, 1970 

5,000 

Nov.  2,1970 

5,000 

Nov.  20,1970  .. 

7,500 

Jan.  21,1971 

7,500 

Feb.  16,1971.     .. 

7,500 

Mar.  18,1971 

10,000 

Apr.  1,1971 

7,500 

Covert  Holding  Corp 

Grove  Holding  Corp 

Angelique  Enterprises,  Inc. 
Michelle  Enterprises,  Inc.. 

Prima  Realty  Corp 

Albissa  Realty  Corp 

Prima  Realty  Corp. 

Albion  Realty  Corp 

O'Drago  Realty  Corp 

Fridal  Enterprises,  Inc 

Prima  Realty  Corp 

Tinton  Avenue  Corp. 

Concord  Holding  Corp 


Mar.  26, 1970 

$7,  500 

$247.  50 

Sept.  30, 1970 

7,500 

678.75 

Aug.  10,1970 

5,000 

230.00 

Sept.  24, 1970 

5,000 

95.50 

Oct.     6,1970 

5,000 

37.50 

Nov.  20,1970 

7,500 

168.75 

Nov.  10,1970 

5,000 

67.50 

Mar.  15,1971 

5,000 

315.00 

Mar.  16,1971 

7,500 

435,00 

Feb.  18,  1971 

7,500 

112.50 

Mar.  31,  1971 

7,500 

165.00 

May  11,1971 

10,000 

265.00 

Apr.  28,1971 

7,500 

112.50 

Total  interest  earned. 


2,930.00 


ADDITIONAL  INCOME  EARNED  BETWEEN  JAN.  ] 

i,  1967-JAN.  1,  1972  LEGAL  FEES 

Date 

Source  of  income 

Amount    Reason  for  fee 

May  20, 1969.. 
June  18,1969.. 
July  19,  1969.. 
Aug.  19,1959.. 
Aug.  22,1969.. 
Sept.  10,  1969. 
Sept.  19,  1969. 
Nov.  12,1969.. 
Nov.  28,  1969.. 
Jan.  14,  1970.. 
Feb.  5,  1970... 
Feb.  9,  1970... 
Mar.  20,1970.. 
June  23,  1970.. 
July  2,  1970... 
Aug.  13,  1970.. 
Sept.  9,  1970.. 
Feb.  11,  1971.. 


Calskill  Savings  Bank 

Auburn  Savings  Bank 

do 

City  and  County  Savings  Bank 

Auburn  Savings  Bank 

Mechanics  Exchange  Savings  Bank. 

Auburn  Savings  Bank 

City  and  County  Savings  Bank 

Joel  Sparaga. 

Amsterdam  Savings  Bank 

do 

The  Rome  Savings  Bank 

Maria  Ortiz 

Auburn  Savings  Bank 

do 

City  and  County  Savings  Bank 

do.. _ 

do 


$200 

Attorney  at  title  closing. 

200 

Do. 

200 

Do. 

200 

Do. 

200 

Do. 

200 

Do. 

200 

Do. 

200 

Do. 

200 

Do. 

200 

Do. 

200 

Do. 

200 

Do. 

500 

Do. 

200 

Do. 

200 

Do. 

150 

Do. 

200 

Do. 

200 

Do. 
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SCHEDULE  OF  CLOSING  GRATUITIES  RECEIVED  IN  1969 


Date 


Source  of  Income 


Amount    What  reason  for  Income 


Jan.  23, 1969.  _ Prima  Realty  Corp. 


Feb.  11, 1969. 

Do 

Mar.  18,1969. 
Mar.  25, 1969. 
Apr.  2,1969... 
Apr.  8, 1969.. 

Do 

Do 

Apr.  17, 1969.. 
Apr.  18,1969.. 
May  1,  1969  . 
May  13,1969.. 
May  26, 1969.. 
June  12, 1969. 
July  17, 1969.. 
July  29, 1969.. 
July  31,  1969.. 
Aug.  5,  1969-. 
Aug.  12,1969.. 
Aug.  19,  1969.. 
Aug.  25,  1969.. 
Sept.  4,1969.. 
Sept.  5, 1969.. 
Sept.  12,1969. 
Sept.  18, 1969. 
Sept.  25, 1969. 
Oct.  2,1969... 
Oct.  16,1969.. 
Nov.  6,1969... 
Dec.  2,1969... 

Do 

Dec.  16, 1969.. 
Dec.  23,1969.. 


do 

do._ 

do 

do..._ _ 

Daniel  Macklin,  Inc 

Prima  Realty  Corp _ 

do 

do. 

Roma  Remodeling  Corp.. 

Mel  Norris,  Inc 

Michelle  Enterprises,  Inc. 

Prima  Realty  Corp 

Romero  Properties  Inc... 

Michelle  Enterprises,  Inc. 

Dean  Street  Associates.. 

Grove  Holding  Corp 

do. 

Prima  Realty  Corp 

Freedom  Realty  Corp 

Rico  Realty  Corp 

Minturn  Co.,  Inc.. 

Prima  Realty  Corp. 

Chala  Funding  Corp 

Mel  Norris  Inc 

Prima  Realty  Corp 

Roma  Remodeling  Corp.. 

Harbor  View  Associates. . 

Grove  Holding  Corp 

Covert  Holding  Corp 

Prima  Realty  Corp 

do 

Grove  Holding  Corp 

Tiger  Realty  Corp 


$20    Gratuity  for  closing  attorney 

(mortgage  closing). 

20  Do. 

20  Do. 

20  Do. 

20  Do. 

20  Do. 

20  Do. 

20  Do. 

20  Do. 

20  Do. 

50  Do. 

50  Do. 

20  Do. 

25  Do. 

50  Do. 

20  Do. 

20  Do. 

20  Do. 

20  Do. 

20  Do. 

20  Do. 

50  Do. 

20  Do. 

25  Do. 

50  Do. 

20  Do. 

20  Do. 

20  Do. 

20  Do. 

20  Do. 

20  Do. 

20  Do. 

20  Do. 

20  Do. 


SCHEDULE  OF  CLOSING  GRATUITIES  RECEIVED   IN   1970 


Sept.  2, 1970 West  Brighton  Village,  Inc. 


Sept.  9,  1970.. 
Sept.  24,  1970. 
Oct.  5,  1970... 
Oct.  8,  1970... 
Oct.  15,  1970.. 
Oct.  20,  1970.. 
Oct.  21,  1970.. 
Oct.  30.  1970.. 
Nov.  10,  1970.. 
Nov.  16,  1970.. 
Nov.  30,  1970.. 
Dec.  2,  1970  . 
Dec.  14,  1970  . 
Dec.  18,  1970  . 
Dec.  23,  1970.. 


Prima  Realty  Corp 

do 

Albissa  Realty  Corp 

Instant  Buyer,  Inc 

Prima  Realty  Corp 

Grove  Holding  Corp 

Covert  Holding  Corp 

O'Drago  Realty  Corp 

Covert  Holding  Corp 

Concord  Holding  Corp 

West  Brighton  Village,  Inc... 

Chala  Funding  Corp 

Instant  Buyer,  Inc 

Fridal  Enterprises,  Inc 

1071  Nostrand  Avenue  Corp. 


$25    Gratuity  for  closing  attorney 

(Mortgage  closing.) 

20  Do. 

20  Do. 

15  Do. 

25  Do. 

20  Do. 

40  Do. 

20  Do. 

15  Do. 

20  Do. 

20  Do. 

20  Do. 

25  Do. 

25  Do. 

25  Do. 

20  Do. 
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CLOSING  GRATUITIES  EARNED  IN  1971 


Date 


Source  of  income 


Amount    Reason  for  gratuity 


Jan.  6,  1971 Chay  Associates,  Inc. 


Jan.  18, 1971. 
Jan.  ki,  1971. 
Feb.  2,1971.. 
Feb. 9,  1971.. 
Feb.  23, 1971. 
Mar.  1,1971.. 
Mar.  3,1971.. 
Mar.  19,1971. 
Apr.  2,1971.. 
Apr.  6,9171.. 
Apr.  22,1971. 
May  12,1971. 
May  20, 1971. 
June  11,1971. 
June  24,  1971. 
July  1,  1971.. 
July  28,  1971. 
Aug.  19,9171. 
Aug.  27,  1971. 
Sept.  2,1971. 
Oci.  6,1971.. 
Oct.  13,1971. 
Oct.  14,1971. 
Nov.  3,1971.. 
Nov.  22,1971. 
Dec.  6,  1971.. 
Dec.  8, 1971.. 
Dec.  13,  1971. 


Ice  Truck  Realty  Corp 

Ablissa  Realty  Corp 

Wilfred  Quails,  Inc 

Grove  Holding  Corp.. 

Prima  Realty  Corp 

West  Brighton  Village 

Romero  Properties,  Inc 

Masill  Realty,  Inc.. 

Sonco  Equities,  Inc 

Instant  Buyer,  Inc 

Malru  Homes,  Inc. 

Mardeb  Enterprises,  Inc... 

Romero  Properties,  Inc 

Albissa  Realty  Corp 

Mardeb  Enterprises,  Inc... 

Better-Nassau  Corp 

West  Brighton  Village,  Inc. 

Concord  Holding  Corp 

do 

Better-Nassua  Corp 

Trotta  Realty  Corp 

Jaclyn  Enterprises,  Inc 

Concord  Holding  Corp 

LaBella  Realty  Corp.. 

Better-Nassau  Corp 

Jefferson  Equity  Corp 

Better-Nassua  Corp 

Concord  Holding  Corp 


$40 

Gratuity  for  closing  attorney. 

(Mortgage  closing). 

20 

Do. 

20 

Do. 

20 

Do. 

20 

Do. 

20 

Do. 

25 

Do. 

25 

Do. 

15 

Do. 

30 

Do. 

50 

Do. 

40 

Do. 

25 

Do. 

25 

Do. 

20 

Do. 

25 

Do. 

20 

Do. 

25 

Do. 

25 

Do. 

25 

Do. 

20 

Do. 

20 

Do. 

20 

Do. 

20 

Do. 

30 

Do. 

20 

Do. 

25 

Do. 

20 

Do. 

25 

Do. 

CLOSING  GRATUITIES  EARNED  IN  1970 


Jan.  15, 1970 Michelle  Enterprises. 


Jan.  19,1970.. 
Jan.  27,  1970. 
Jan.  29, 1970. 
Feb.  5,1970.. 

Do 

Feb.  6,1970.. 
Feb.  17,1970. 

Do 

Feb.  19, 1970. 

Do. 

Feb.  26,1970. 
Feb.  27,  1970. 

Do  

Mar.  3,1970... 
Mar.  11,  1970. 
Mar.  18,1970. 
Mar.  26,  1970. 
Apr.  3,1970.. 
Apr.  16,1970. 
Apr.  21,  1970. 
May  5,  1970 
May  8, 1970  . 
May  26, 1970 
June  3, 1970.. 
June  16, 1970. 
June  23, 1970. 

Do 

June  29, 1970. 
July  2, 1970.. 
July  9, 1970.. 
July  20, 1970. 
July  27, 1970. 
Aug.  11,1970. 
Aug.  17,  1970. 
Aug.  28, 1970. 


Romero  Properties,  Inc 

Harbor  View  Associates 

Prima  Realty  Corp 

Chala  Funding  Corp 

Rico  Realty  Corp. 

Mardeb  Enterprises,  Inc 

0  &  H  Investors 

Grove  Holding  Corp 

Duma  Realty  Corp 

Prima  Realty  Corp 

do 

Chala  Funding  Corp 

Ridgewood  Holding 

Grove  Holding  Corp 

Leroux  Homes,  Inc 

Chala  Funding  Corp 

Prima  Realty  Corp... 

777  Nostrand  Avenue  Corp. 

Covert  Holding  Corp 

Prima  Realty  Corp 

Chala  Funding  Corp 

Harbor  View  Associates 

Jaclyn  Enterprises,  Inc 

Better-Nassau  Corp 

Mardeb  Enterprises,  Inc 

Prima  Realty  Corp 

Chala  Funding  Corp 

Meredith  Funding  Corp 

Chala  Funding  Corp.. 

Mardeb  Enterprises,  Inc 

Macal  Realty  Corp 

How  Bar  Realty  Corp. 

Mardeb  Enetrprises,  Inc 

Brevoort  Holding  Corp 

Prima  Realty  Corp... 


$50 

Gratuity  for  closing  attorney 

(Mortgage  closing.) 

25 

Do. 

25 

Do. 

20 

Do. 

25 

Do. 

20 

Do. 

25 

Do. 

20 

Do. 

20 

Do. 

20 

Do. 

20 

Do. 

20 

Do. 

50 

Do. 

25 

Do. 

20 

Do. 

15 

Do. 

25 

Do. 

40 

Do. 

25 

Do. 

20 

Do. 

20 

Do. 

25 

Do. 

20 

Do. 

20 

Do. 

15 

Do. 

15 

Do. 

20 

Do. 

25 

Do. 

20 

Do. 

25 

Do. 

50 

Do. 

20 

Do. 

25 

Do. 

25 

Do. 

20 

Do. 

20 

Do. 
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Mr.  Chumbris.  Mr.  Chairman,  one  thing  for  clarification.  The  list 
of  witnesses  that  we  put  out  on  June  15th  has  you  listed,  Mr.  Light,  as 
United  Institutional  Servicing  Corp.  Are  you  still  with  United 
Institutional  ? 

Mr.  Light.  No,  sir. 

Mr.  Chumbris.  When  did  you  divorce  yourself  from  it?  What  date? 

Mr.  Light.  Formally,  May  31, 1972. 

Mr.  Chumbris.  Thank  you,  sir. 

Senator  Hart.  Mr.  Light,  thank  you  very  much. 

STATEMENT  OF  JOHN  G.  HASKELL,  PRESIDENT,  THE  ONEIDA 
SAVINGS  BANK,  ONEIDA,  N.Y. 

Mr.  Haskell.  My  name  is  John  G.  Haskell  and  I  am  president  of 
the  Oneida  Savings  Bank,  Oneida,  N.Y.  Accompanying  me  is  Verne  L. 
Wlialen,  one  of  our  attorneys. 

I  will  complete  36  years  of  continuous  service  with  our  bank  this 
year,  interrupted  only  by  my  duty  during  World  War  II  in  the  Naval 
Air  Force.  I  have  now  been  president  of  the  bank  for  10  years. 

The  Oneida  Savings  Bank  is  a  mutual  institution,  chartered  in  1866 
by  the  New  York  Legislature.  We  are  an  upstate  small  bank  with  the 
total  assets  of  some  $56  million.  Mortgage  loans  comprise  approxi- 
mately 80  percent  of  our  total  assets. 

At  the  present  time  we  have  $22,872,000  in  conventional  mortgage 
loans,  $9,978,000  in  VA  guaranteed  mortgages,  and  $8,810,000  in  FHA 
insured  mortgage  loans. 

When  deposits  exceed  the  local  demand  for  mortgages,  we  go  into 
the  secondary  market  for  FHA  and  VA  mortgages.  We  have  these 
insured  and  guaranteed  mortgages  in  various  parts  of  New  York  State 
and  throughout  the  country. 

For  the  protection  of  our  depositors  and  to  be  able  to  offer  them  a 
fair  return  on  their  deposits,  we  have  always  been  a  backer  of  FHA 
and  VA  programs  since  their  inception. 

We  have  contracts  with  eight  different  mortgage  servicing  agencies, 
which  service  1,009  mortgages  which  we  have  acquired  during  the 
years  in  the  secondary  mortgage  market,  with  a  total  principal  balance 
of  $11,575,000.  This  amounts  to  26  percent  of  our  total  mortgage 
portfolio. 

We  have  been  doing  business  with  United  Institutional  Servicing 
Corp.  or  with  its  predecessor  company  for  about  35  years.  At  the 
present  time  we  hold  28  conventional  mortgages  with  United  Institu- 
tional Servicing  Corp.  services  for  us  which  are  located  in  the  New 
York  metropolitan  area,  one  of  which  is  in  serious  default. 

Over  the  past  few  years  we  have  converted  five  conventional  mort- 
gages to  FHA,  one  of  which  has  been  satisfied,  one  is  current,  and 
three  have  been  or  are  in  foreclosure.  We  hold  242  FHA  and/or  VA 
mortgages,  of  which  nine  are  in  default  for  30  days,  one  is  in  default 
for  60  daj^s,  none  for  90  da^^s,  and  three  are  in  foreclosure. 

Foreclosures  are  frequently  delayed  due  to  the  requirements  of  the 
Federal  Housing  Administration  tJiat  all  properties  be  unoccupied  at 
the  time  of  transfer  of  title  to  them. 

Normally,  we  receive  proceeds  from  the  Federal  Housing  Adminis- 
tration at  the  completion  of  the  foreclosure  and  the  conveyance  of  the 
property  to  FHA. 
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However,  in  the  city  of  New  York,  we  have  found  that  it  is  more 
difficult  to  obtain  possession  of  the  property  where  there  are  tenants, 
since  we  have  been  advised  that  the  courts  are  prone  to  grant  stays,  so 
that  it  frequently  takes  as  much  as  1  or  2  years  to  convey  title  and  to 
receive  our  depositors"  money  from  the  FHA. 

It  is  our  suggestion  that  the  FHA  take  a  more  flexible  attitude  to- 
ward the  eviction  of  tenants  on  foreclosure,  perhaps  by  taking  the 
property  subject  to  the  rights  of  the  tenants. 

At  the  present  time,  for  the  reason  mentioned  above,  we  would  be 
hesitant  to  invest  our  depositors'  money  in  the  New  York  metropolitan 
area  if  such  funds  were  available.  We  have  noted  from  our  experi- 
ences that,  in  our  own  area,  this  problem  does  not  seem  to  exist  with 
FHA  mortgages. 

I  would  also  like  to  state  that  our  relations  with  FHA  in  our  home 
territory  have  always  been  excellent. 

Senator  Hart.  Mr.  Haskell,  thank  you  very  much. 

Before  asking  Mr.  Blum  to  develop  the  questions,  let  me  thank  you 
and  your  institution  for  the  cooperation  you  have  given  this  commit- 
tee in  every  respect. 

Mr.  Blum.  Mr.  Haskell,  you  indicated  that  United  is  presently  serv- 
icing 28  conventional  mortgages  for  you  in  New  York  City. 

How  old  are  those  mortgages  ^ 

Mr.  Haskell.  They  originally  were  taken  out,  I  believe,  in  1964, 
1965,  maybe  back  to  1963 ;  probably  8  or  9  years  old. 

Mr.  Blum.  What  was  the  prevailing  interest  rate  at  the  time  the 
mortgages  were  originated,  do  you  recall  ? 

Mr.  Haskell.  They  were  6  percent. 

Mr.  Blum.  Were  the  mortgages  fully  amortizing? 

INIr.  Haskell.  A\'ere  they  amortizing  at  that  time  ? 

Mr.  Blum.  Yes.  Were  they  such  that  the  principal  would  have  been 
paid  by  the  time  the  mortgage  was  fully  paid  off  ? 

Mr.  Haskell.  I  believe  most  of  them  are  on  a  15-year  amortization. 

Mr.  Blum.  Fifteen-year  amortization,  and  that  was  a  15-year  mort- 
gage? 

Mr.  Haskell.  That's  right. 

Mr.  Blu3h.  Were  they  purchased  at  discounts  ? 

Mr.  Haskell.  Yes,  they  were. 

]Mr.  Blum.  How  deep  was  your  typical  discount  ? 

Mr.  Haskell.  I  think  we  bought  as  low  as  92,  but  most  of  them 
around  95. 

Mr.  Blum.  92  to  95? 

Mr,  Haskell.  I  think  more  were  at  95  than  there  were  at  92,  but  I 
think  maybe  there  was  one  at  92,  a  couple. 

Mr.  Blum.  What  were  the  procedures  you  followed  in  terms  of,  first 
of  all,  appraising  of  property?  This  is  a  conventional  that  it  being 
originatecl  by  what  procedures  which  followed  the  appraisal? 

jNIr.  Haskell.  We  were  supplied  with  an  AIA  appraisal. 

Mr.  Blum.  Wliich  is  standard. 

Mr.  Haskell.  In  every  case  we  did  have  one  of  our  trustees  go  down 
and  examine  the  propeity. 

Mr.  Blum.  So  you  had  a  double  barrelled  kind  of  check.  First  you 
had  an  AIA  appraiser,  and  then  you  had  one  of  your  own  trustees 
physically  check  the  property  itself? 
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Mr.  Haskell.  Thats,  right. 

Mr.  Blum.  What  was  the  loan  evahiation  that  was  typical? 

Mr.  Haskell.  They're  almost  all  in  two-thirds  ratio. 

Mr.  Blum.  Two-thirds? 
Were  you  aware  of  second  and  third  mortgages  on  these  properties,  or 
would  that  have  been  something  brought  to  your  attention? 

Mr.  Haskell.  No,  no ;  there  were  some  second  mortgages,  not  on  all 
of  them.  But  there  were  some  seconds. 

INIr.  Blum.  There  were  some  seconds  ? 

Mr.  Haskell.  That  is  right. 

Mr.  Blum.  When  did  the  conventional  mortgages  that  you  do  not 
hold  anymore  begin  to  become  troublesome  ?  What  was  the  rough  date  ? 
When  did  you  start  having  trouble  with  those  conventional? 

Mr.  Haskell.  I  would  say  1968,  about  4  years  afterward. 

Mr.  Blum.  Did  you  have  conversations  with  people  in  United? 
Were  you  one  of  the  people  visited  on  that  circuit  wdiich  Mr.  Light 
described  ? 

Mr.  Haskell.  Yes,  we  were. 

Mr.  Blum.  Who  came  ?  Was  it  that  trio  he  referred  to  ? 

Mr.  Haskell.  It  was  the  same  three,  I  imagine.  I  do  not  remember 
Mr.  Klein  was  there.  I  know  that  Mr.  Light  came,  Mr.  Light  and  Mr. 
Katz. 

Mr.  Blum.  Mr.  Light  and  Mr.  Katz  ? 

Mr.  Haskell.  They  might  have  been  referred  to. 

Mr.  Blum.  What  was  the  gist  of  the  conversation  with  you  ? 

Mr.  Haskell.  Well,  at  that  time  we  did  not  have  too  many  that  were 
in  distress.  We  were  not  too  concerned  at  that  point  in  the  ballgame. 
We  did  have  some  that  were. 

Mr.  Blum.  Your  bank,  of  course,  is  a  very  small  bank,  relatively. 
You  only  have  very  few  mortgages;  even  though  the  bank  is  small, 
this  respesents  a  very  minute  proportion  of  your  portfolio,  right? 

Mr.  Haskell.  That  is  right. 

Mr.  Blum.  So  with  that  understanding  what  was  the  gist  of  the  con- 
versation you  had  with  them  ? 

Mr.  Haskell.  We  had  some  that  were  maybe  3  or  4  months  in 
arrears.  Mr.  Light  stated  that  they  were  going  to  work  on  them,  and 
see  if  they  could  not  get  them  in  a  condition  where  they  would  be  pay- 
ing the  principal  and  interest  per  month. 

Mr.  Blum.  Did  he  suggest  you  might  be  able  to  convert  some  of  them 
toFHA? 

Mr.  Haskell.  I  do  not  think  at  that  point  he  did,  because  I  do  not 
think  we  were  in  that  condition  that  we  were  looking  for  it  at  that 
time. 

Mr.  Blum.  When  did  the  question  of  FHA — converting  some  of 
those  conventionals  to  FHA  first  arise?  W^hen  did  that  first  come  to 
you?  Is  that  something  that  ITnited  called  up  and  said,  "We  have  an 
FHA  buyer  for  these  things"  ? 

Mr.  Haskell.  It  was  all  originated  from  the  United  people.  They 
would  say  that  they  had  a  conversion — not  a  conversion,  maybe  a  buyer 
for  this  loan,  which  was  a  corporate  loan,  where  we  pay  back  an  FHA 
loan  of  X  amount,  which  we  always  had  so  much  money  invested  in. 
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Mr.  Blum.  Well,  of  course,  you  would  not  be  opposed  to  that,  given 
the  fact  that  you  would  much  rather  have  that  FHA  than  the  conven- 
tional under  the  circumstances, 

Mr,  Haskell.  Absolutely, 

Mr.  Blum.  Well,  of  course,  you  would  not  be  opposed  to  that.  You 
have  given  the  subcommittee  copies  of  correspondence  between  the 
Oneida  Savings  Bank  and  United  Institutional  Servicing,  relating  to 
the  mortgages  which  were  converted  from  conventional  to  FHA. 

I  ask  that  these  be  made  part  of  the  record. 

Senator  Hart.  No  objection. 

(The  document  follows :) 

Materials  Relating  to  the  Testimony  of 
John  G.  Haskell 

MISCELLANEOUS  CORRESPONDENCE 

The  Oneida   SA\^NGS   Bank, 

Oneida,  N.Y.,  April  18,  1972. 
Re  mortgages  in  the  Brooklyn  Area. 
Mr.  Jack  Bltim, 
Senate  Antitrust  Subcommittee, 
Senate  Annex,  Washington,  D.C. 

Dear  Mr.  Blum  :  With  reference  to  our  telephone  conversation  of  the  latter 
part  of  last  week,  I  am  pleased  to  advise  that  the  purchaser  for  our  conventional 
loan  which  was  located  at  351-53  E.  98th  Street,  was  Amshak  Corp.,  of  1821 
Pelham  Avenue,  Brooklyn,  attention  of  Shakespeare  Newson.  We  had  approxi- 
mately $20,000  invested  in  the  building  which  we  sold  to  the  Amshak  Corp. 
for  $100. 

With   reference   to   the  conversion   of  a   few   of   our  conventional   mortgage 
loans  in  the  Brooklyn  area  to  new  F.H.A.  mortgages,  I  am  enclosing  photocopies 
of  the  letters  which  I  think  to  be  pertinent  involving  these  transactions. 
If  I  can  be  of  any  further  help,  do  not  hesitate  to  contact  me. 
Very  truly  yours, 

John  G.  Ha.kell,  President. 

United  Institutional  Servicing  Corp, 

New  York,  N.Y.,  July  1,  1970. 
Re  Loan  No.  2265-8004.  Premises  : 
229  Cornelia  Street,  Brooklyn,  N.Y. 
Mortgage :  $19,800.00. 
Mr.  John  G.  Haskell, 
President,  The  Oneida  Savings  Bank, 
Oneida,  N.Y. 

Dear  Mr.  Haskell  :  We  are  forwarding  herewith  an  exhibit  on  the  above 
captioned  case  which  is  offered  to  your  institution  as  an  FHA  to  replace  the 
conventional  mortgage  presently  held.  It  is  understood  that  the  interest  on  the 
FHA  mortgage  will  be  the  highest  prevailing  rate  at  the  time  of  the  closing  of 
said  loan. 

The  balance  of  the  present  mortgage  is  $10,641.30.  Therefore,  the  sum  of 
$457.94,  representing  a  discount  of  5%  differential  between  the  present  balance 
the  new  amount  of  the  FHA  mortgage,  will  be  deducted  by  you  when  remitting 
tlie  proceeds  of  the  loan  upon  the  delivery  of  documents  to  your  institution. 
Yours  truly, 

Bernard  S.  Roth,  President. 
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The  Oneida  Savings  Bank, 

Oneida,  N.Y.,  July  19, 1968. 
Re  1246  Blake  iivenue,  Brooklyn,  N.T. 
Mr.  Bernard  Roth, 

United  Institutional  Servicing  Corp.,  25  West  43d  Street, 
New  York,  N.Y. 

Dear  Mr.  Roth  :  We  are  enclosing  our  draft  for  $21,200  for  the  purchase  of 
a  new  F.H.A.  mortgage  on  the  above-mentioned  property. 

It  is  understood  and  agreed  that  you  are  to  send  us  at  the  closing  an  amount 
to  satisfy  our  loan  which  includes  principal,  interest  and  an  escrow  account  of 
$1,101.25  for  back  taxes  and  that  all  legal  fees  will  be  paid  to  Dent  &  Witschieben 
and  to  our  attorneys.  We  are  also  to  receive  a  check  for  $399.21  which  is  the 
discount  now  on  the  difference  between  our  principal  balance  and  the  new  F.H.A. 
mortgage. 

Very  truly  yours, 

John  G.  Haskell,  President. 

April  29,  1968. 
Re  Loan  #2265-6942,  626  Barbey  Street,  Brooklyn,  N.Y. 
Mortgage :  $14,000.00. 
Mr.  Edwin  Katz, 

Chairman  of  the  Board,  United  Institutional  Servicing  Corp.,  25  West  43d  Street, 
New  York,  N.Y. 
Dear  Ed  :  With  reference  to  your  letter  of  April  25  concerning  the  above- 
mentioned  mortgage,  we  agree  to  the  terms  of  your  letter  converting  this  con- 
ventional loan  to  an  F.H.A.  at  the  price  of  92. 
With  best  regards,  I  am, 
Sincerely  yours, 

Jack,  President. 

UI&I  Funding  Corp., 

April  25,  1968. 
Re  Loan  #02265-6942. 
Address  :  626  Barbey  Street,  Brooklyn,  N.Y. 
Mortgage :  $14,000.00 
Mr.  John  G.  Haskell, 
President,  The  Oneida  Savings  Bank, 
Oneida,  N.Y. 

Dear  Jack  :  Another  of  the  conventional  mortgages  has  come  up  for  conver 

sion  to  FHA.  We  should  like  to  handle  this  in  the  same  manner  as  we  did  the 

previous  one  and  sell  it  to  you  at  a  price  of  92  as  the  differential  between  the 

present  principal  and  the  new  principal,  and  par  for  the  present  principal. 

Sincerely, 


Chairman  of  the  Board. 

United  Institutional  Servicing  Corp., 

New  York,  N.Y.,  May  7, 1969. 
Re.  Loan  No.  2265-6982. 

Premises :  1185  Greene  Avenue,  Brooklyn,  N.Y. 
Mortgage :  $18,200.00. 
Mr.  John  Haskell, 
President,  The  Oneida  Savings  Bank, 
Oneida,  N.Y. 

Dear  Mr.  Haskell  :  We  are  forwarding  herewith  an  exhibit  on  the  above  cap- 
tioned case  which  is  offered  to  your  institution  as  an  FHA  to  replace  the  con- 
ventional mortgage  presently  held.  It  is  understood  that  the  interest  on  the  FHA 
mortgage  will  be  the  highest  prevailing  rate  at  the  time  of  the  closing  of  said  loan. 
The  balance  of  the  present  mortgage  is  $11,286.95.  Therefore,  the  sum  of 
.$345.65  representing  a  di.scount  of  5%  differential  between  the  present  balance  and 
the  new  amount  of  the  FHA  mortgage,  will  be  deducted  by  you  when  remitting 
the  proceeds  of  the  loan  upon  the  delivery  of  documents  to  your  institution. 
Yours  truly, 

Bernard  S.  Roth, 
Executive  Vice  President. 
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August  12,  1968. 
lie  Loan  No.  2265-7046. 
1107  Jefferson  Avenue.  Brooklyn,  N.Y. 
Mr.  John  G.  Haskell, 
President.  The  Oneida  Savings  Rank, 
Oneida,  New  York. 

Dkak  Mr.  Haskell  :  We  are  in  receipt  of  your  check  for  $18,500  as  principal 
disbursement  on  the  above  property. 

The  new  morttrage  is  one  for  .$18,500  and  the  principal  balance  on  the  old  loan 
was  .$10,009.63  :  therefore  the  differential  between  the  two  amounts  was  $8,490.37. 
At  the  mortgage  discount  of  6%  the  amount  due  your  institution  is  .$509.42.  A 
check  to  your  order  is  enclosed  herewith. 

The  documents  on  the  loan  will  be  forwarded  to  you  as  soon  as  the  file  can 
be  properly  collated. 
Yours  truly, 

Bernard  S.  Roth, 
Executive  Vice  President. 

Mr.  Blum.  What  was  your  imderstanding  of  the  process  involved  in 
that  conversion?  They  simply  call  up  and  say,  "We  have  ornt  a  buyer 
Avho  wants  an  FHA  mortgage  on  this  property";  is  that  it?  "We  are 
goino;  to  satisfy  the  conventional"  ? 

INIr.  Haskell.  They  would  say,  "We  have  a  mortgage."  Most  of  these 
were  corporate  mortgages,  corporate  conventional.  "You  have  a  mort- 
gage with  this  XYZ  Conij^any.  It  is  to  he  sold  to  Johnny  Jones.  Would 
yon  take  an  FHA  loan  of  x  dollars?" 

Mr.  Blum.  What  was  the  arrangements  on  the  typical  transactions? 
Would  they  satisfy  the  loan  in  call,  including  principal,  interest, 
arrears  ? 

Mr.  Haskell.  It  was  complete  satisfaction  of  the  conventional  loan, 
and  then  we  would  receive  the  ]:)apers  with  the  FHA  commitment,  and 
the  guarantee  certificate ;  or,  if  it  is  an  FHA,  the  insurance  certificate. 

3Ir.  Blum.  What  would  be  the  price  that  you  would  pay  for  the  FHA 
loan  ? 

Mr.  Haskell.  Most  of  them  were  95.  That  would  be  just  between  the 
difference  of  the  principal  we  had  under  the  conventional  and  the 
amount  we  were  going  to  pay  to  fund  the  FHA. 

^Ir.  Blum.  Was  that  because  the  conventional  w\as  being  satisfied ;  in 
effect,  as  far  as  you  were  concerned,  was  all  right,  and  you  treat  that  as 
par? 

Mr.  Haskell.  That  is  right. 

It  was  just — say,  for  instance,  we  have  a  $12,000  loan.  We  have  given 
them  $17,000.  FHA  will  only  give  them  $5,000  on  new  money,  and  we 
get  a  discount  on  that  difference. 

Mr.  Blum.  The  discount  was  on  the  $5,000  new  monev,  not  the  total 
loan? 

Mr.  Haskell.  That  is  right.  That  was  the  current  discount  at  that 
time. 

Mr.  Blum.  In  one  case  you  had  a  property  which  was  in  deep  trouble. 
You  \yrote  to  us  and  told  us  about  that.  It  was  35153  East  98th  Street. 
You  liquidated  that. 

Could  you  tell  us  something  about  what  happened  there? 

Mr.  Haskell.  This  was  the  one  conventional  loan  we  did  foreclose  in 
our  name. 

After  having  it  in  our  name  and  o\vning  it  for  a  period  of  time,  we 
received  violation  notices  from  the  city  of  New  York  that  it  had  to  be 
roof  repaired,  painted,  various  violations  which  we  were  worried  about. 
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We  properly  called  or  wrote  to  the  United  people  to  give  us  a  buyer, 
at  any  price.  We  sold  the  property  for  $100,  which  we  had  about  $20,000 

in. 

Mr.  Blum.  The  problems  foreclosure  m  New  York  are  so  enormoas 
it  just  doesn't  pay  to  play  with  them. 

Mr.  Haskell.  Our  experience  has  been  that  foreclosures  take  a  period 
of  maybe  from  9  months  to  2  years,  and  more  locally,  we  do  it  much 
faster  and  automatic. 

Mr.  Blum.  What  is  the  typical  time  lapse  in,  say,  the  town  of 
Oneida  on  foreclosure  ? 

Mr.  Haskell.  We  would  probably  complete  a  foreclosure  in  3 
months, 

Mr.  Blum.  To  complete  from  beginning  to  end  ? 

Mr.  Haskell.  From  beginning  to  end. 

Mr.  Blum.  And  what  kind  of  protection  do  you  get  on  the  property 
which  is  in  the  process  of  foreclosure?  What  are  you  able  to  do  to 
protect  the  property  so  that,  when  one  is  finally  foreclosed,  you  will 
get  an  intact  property,  worth  the  amount  you  expected  it  to  be  worth  ? 

Mr.  Haskell.  We  check  the  property  immediately  and,  if  it  is  occu- 
pied, the  people  stay  until,  probably,  the  end  of  the  foreclosure.  And 
we  make  sure  that,  if  it  is  in  the  winter  time,  it  is  winterized. 

Mr.  Blum.  So  there  is  a  vast  difference  between  the  situation  of  a 
foreclosure  in  the  town  of  Oneida  and  a  foreclosure  in  the  city  of 
New  York  ? 

Mr.  Haskell.  That  is  right. 

Mr.  Blum.  Given  j'^our  experiences  on  conventional  mortgages  in 
New  York  City,  if  you  could  do  it  over  again  you  would  not  have  be- 
come involved ;  is  that  correct  ? 

Mr.  Haskell.  You  are  absolutely  right. 

Mr.  Blum.  I  gather,  too,  from  what  you  say,  you  favor  the  FHA 
programs  and  you  think  they  can  work  well,  because  they  do  work 
well  in  Oneida. 

]Mr.  Haskell.  Yes,  they  do. 

Mr.  Blum.  Do  you  think  the  key  advantage  to  these  programs  is  the 
degree  of  care  which  FHA  uses  in  checking  the  potential  buyer  ? 

What  do  you  think  the  secret  of  the  success  of  FHA  programs  in, 
say,  Oneida,  is  as  compared  to  the  lack  of  success  in  Hempstead  ? 

Mr.  Haskell.  Well,  locally,  of  course,  we  obtain  the  papers.  We 
know  our  people,  and,  of  course,  you  cannot  know  the  people  who 
were  eventually  going  to  have  mortgages  in  the  Brooklyn  area. 

Mr.  Blum.  Oneida  is  a  capital  surplus  community :  is  it  not  ? 

Mr.  Haskell.  Generally,  at  the  moment  it  is  not.  We  have  more 
demand — we  have  about  as  much  demand  as  we  take  care  of. 

Mr.  Blum.  When  you  are  in  a  capital  surplus  situation,  you  really 
have  to  go  to  a  secondary  mortgage  market  to  buy  mortgages ;  is  that 
correct  ? 

Mr.  Haskell.  Yes,  we  do. 

Mr.  Blum.  And  you  depend  on  the  fairness  and  the  propriety  of 
that  mortgage  under  the  FHA  guarantee  and  the  VA  guarantee;  is 
that  correct  ? 

Mr.  Haskell.  Yes. 

]\Ir.  Blum.  So  if  FHA  or  VA  fall  down  on  the  job,  you  have  a  great 
difficulty  in  placing  mortgages  easily  and  securely.  Would  that  be 
correct  ? 
Mr.  Haskell.  We  would  probably  have  to  go  to  the  market. 
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Mr.  Bmisr.  So  the  money  you  would  normally  have  for  housing 
•would  be  shifted  to  other  sources  ? 

Mr.  Haskell.  To  securities,  bonds. 

Mr.  Blum.  And  that  is  especially  true  for  a  bank  of  your  size,  which 
cannot  really  do  much  supervision  of  servicers  or  do  much  of  its  own 
policinc.  Is  that  correct  ? 

Mr.  Haskell.  I  would  say  so,  yes. 

Mr.  Blum.  I  would  like  to  thank  you  very  much  for  your  coopera- 
tion and  your  patience.  And  I  believe  you  have  to  catch  a  plane. 
Thank  you  very  much. 

Senator  Hart.  Mr.  Chumbris  ? 

Mr.  Chumbris.  I  have  no  questions. 

Senator  Hart.  Thank  you  very  much. 

STATEMENT  OF  FEANK  E.  CHEESEMAN,  VICE  PRESIDENT,  CITY  & 
COUNTY  SAVINGS  BANK,  ALBANY,  N.Y. 

Senator  Hart.  The  next  witness  is  Mr.  Frank  E.  Cheeseman,  the 
vice  president  of  the  City  &  County  Savings  Bank  of  Albany,  N.Y. 

Mr.  Casey.  Mr.  Chairman,  I  suggest  that  you  may  wish  to  swear 
in  Mr.  Berry,  senior  vice  president,  who  is  here.  I  am  sure  he  will  be 
g]  ad  to  be  of  any  assistance. 

(Whereupon,  the  witnesses  were  duly  sworn  by  the  chairman.) 

Senator  Hart.  Counsel,  I  apologize.  I  did  not  get  your  name. 

Mr.  Casey.  My  name  is  Casey,  sir.  C-a-s-e-y. 

Mr.  Cheeseman.  ]\Ir.  Chairman,  members  of  the  subcommittee,  I 
am  Frank  E.  Cheeseman,  vice  president  of  City  &  County  Savings 
Bank,  and  have  been  emplo^^ed  by  this  bank  for  32  years. 

Our  bank  was  founded  in  1850  as  a  mutual  savings  bank  under  the 
laws  of  the  State  of  Xew  York,  and  is  a  member  of  the  Federal  Deposit 
Insurance  Corporation. 

As  of  January  1, 1972,  City  &  County  Savings  Bank  had  total  assets 
of  $202  million,  operating  from  three  offices  located  in  Albany  County 
in  the  State  of  New  York. 

Primarily  a  mortgage  lender  in  the  one  and  two- family  home  cate- 
gory, the  bank  holcls  approximately  13,000  mortgages  on  properties 
in  New  York  State  and  in  other  States. 

City  &  Count}^  Savings  Bank  operates  with  approximately  65  staff 
members,  has  48,000  depositors  with  total  deposits,  as  of  January  1, 
1972,  in  the  amount  of  $186  million.  Our  mortgage  investments,  total- 
ing in  excess  of  $143  million,  constitutes  73  percent  of  the  investment 
portfolio  with  32  percent  in  conventional  mortgages,  36  percent  in 
FHA  insured  mortgages,  and  30  percent  in  GI  guaranteed  mortgages. 

Ginny  Mae  guaranteed  securities  account  for  approximately  2  per- 
cent of  the  mortgage  portfolio.  U.S.  Government  and  agency  securi- 
ties, utility  bonds  and  corporate  stocks  represent  the  major  portion 
of  the  remaining  27  percent  of  our  investments. 

Passbook  loans,  home  improvement  loans  and  student  loans  com- 
plete the  investment  portfolio. 

Our  banlv  has  had  a  very  satisfactory  relationship  with  the  Albanv 
regional  office  of  the  Federal  Housing  Administration  for  over  25 
years.  We  have  originated  in  excess  of  $25  million  in  FHA  loans  in 
our  area  through  that  office,  without  noteworthy  problems.  They  have 
always  been  most  cooperative,  and  have  offered  their  guidance  on 
origination  and  servicing  questions  willingly. 
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Our  relationship  with  U.I.  &  I.  Funding  Corp.,  the  predecessor  to 
United  Institutional  Servicing  Corp.,  started  on  April  28.  1964,  when 
we  signed  a  servicing  agreement  with  them.  That  servicing  agreement 
was  entered  into  after  an  investigation  which  was  similar  to  those  we 
made  before  approving  our  other  25  mortgage  servicing  companies. 

These  investigations  consist  generally  of  consultation  with  other 
banks  using  their  services  at  that  time,  and  reviewing  the  financial 
status  of  the  mortgage  servicing  company. 

Such  investigation  indicated  that  U.I.  &  I.  Funding  Corp.  would 
meet  our  requirements  as  a  mortgage  originator  and  servicer. 

We  had  no  investments  in  New  York  City  real  estate  prior  to  our 
initial  purchase  of  mortgages  from  U.I.  &  I.  Funding  Corp.  Since 
that  time,  however,  we  have  participated  in  several  real  estate  mort- 
gage investments  with  other  New  York  banks  through  Institutional 
Securities  Corp.,  a  corporation  wholly  owned  by  the  savings  banks 
of  New  York  State. 

In  1964,  1965,  1966,  and  1967,  we  acquired  147  conventional  mort- 
gage loans  on  dwellings,  mostly  one-  to  four-family  units,  in  Brook- 
lyn, X.Y,  All  loans  were  purchased  from  United  Institutional  Servic- 
ing Corp.,  or  its  predecessor  company.  Our  total  investment  approxi- 
mated $1,800,000. 

Starting  in  1967,  delinquencies,  abandonments  and  vandalism,  which 
vandalism  in  many  cases  seriously  depleted  the  security  of  the  loan, 
if  not  in  fact  completely  destroyed  the  security,  made  clear  to  us  the 
necessity  for  the  liquidation  of  our  Brooklyn  loans,  wherever  prac- 
ticable, and  with  the  least  possible  loss. 

The  monthly  amortization  from  those  making  payments  was  and  is 
a  reasonably  stead}^  source  of  liquidation.  Seven  properties  have  been 
foreclosed  by  us  and  subsequently  sold  through  United  Institutional 
Servicing  Corp. 

In  23  cases,  the  mortgaged  properties  were  sold,  our  conventional 
mortgages  were  satisfied  and  the  new  purchasers  obtained  Federal 
Housing  Administration  insured  mortgages. 

The  apj)lications  were  processed  by  United  Institutional  Servicing 
Corp.,  and  the  Federal  Housing  Administration  insurance  was  obtained 
by  United  Institutional  Servicing  Corp.,  and  after  insurance,  the  loans 
were  purchased  by  us  from  United  International  Servicing  Corp. 

In  14  cases,  we  assigned,  through  United  Institutional  Servicing 
Corp.,  mortgages  in  serious  default,  to  individuals  or  corporations  at 
varying  amounts  of  discount. 

In  11  cases,  we  have  charged  off  the  mortgages  completely,  retain- 
ing them  as  contingent  assets. 

The  result  of  these  5  years  of  liquidation  procedures  is  the  reduction 
in  our  conventional  mortgage  portfolio  in  the  Brooklyn  area  to  73 
loans  with  total  balances  of  $694,000  and  18  Federal  Housing  Adminis- 
tration insured  loans  with  total  balances  of  $320,000. 

The  servi<'ing  of  these  mortgages  has  recently  been  assigned  to  Enip- 
banque  Capital  Corp.,  a  subsidiary  of  Empire  National  Bank  of  New- 
burgh,  N.Y. 

Senator  Hart.  Thank  you,  sir. 

Mr.  Blum.  Mr.  (yheeseman,  who  first  approached  City  and  County 
with  the  suggestion  that  you  buy  mortgages  from  United?  Do  you 
recall  who  the  individual  was  ? 
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Mr.  Cheeseman.  I  believe  it  was  Mr.  Katz,  and  I  do  not  know  who 
was  with  him  at  that  particular  time. 

Mr.  Blum.  Was  United  the  only  New  York  City  mortgage  company 
who  approached  yon  with  this  proposition  ? 

Mr.  Cheeseman.  To  my  knowledge ;  yes,  sir. 

Mr.  Blum.  Did  United  offer  both  conventional  and  FHA's  or  was 
it  just  conventional  ? 

Mr.  CiiEESEMAN.  Not  at  that  time.  In  the  first  instance,  it  was  con- 
ventional only. 

Mr.  Blum.  You  indicated  that  you  purchased  one  to  four-family 
conventional  loans  in  Brooklyn.  Were  they  in  a  particular  neighbor- 
hood, or  were  they  scattered  ? 

Mr.  Cheeseman.  I  would  say  they  were  in  the  Bedford-Stuyvesant 
area,,  Bush  wick,  East  New  York,  and  Brownsville. 

Mr.  Blum.  Were  these  particularly  corporate  landlords  rather  than 
individual  owners  ? 

Mr.  Cheeseman.  In  the  first  instance,  they  were  corporate  land- 
lords ;  yes. 

Mr.  Blum.  What  were  the  typical  terms  ?  Fifteen  years  ? 

Mr.  Cheeseman.  Fifteen  years. 

Mr.  Blum.  Fully  amortized  ? 

Mr.  Cheeseman.  Fully  amortized  for  15  years. 

Mr.  Blum.  Do  jou  recall  the  interest  rate  ? 

]\Ir,  Cheeseman.  Six  percent. 

ISIr.  Blum.  And  discount  ? 

Mr.  Cheeseman.  We  purchased  these  loans  at  9  percent  or  six  per- 
cent discount. 

Mr.  Blum.  What  steps  did  j^ou  take  to  appraise  the  house  ? 

Mr.  Cheeseman.  An  SRA  appraisal  was  made.  A  standard  appraisal 
was  made  at  that  particular  time. 

Mr.  Blum.  Each  of  those  particular  times  met  your  standards  for  a 
loan  ? 

Mr.  Cheeseman.  That  is  correct.  We  inspected  each  individual 
house. 

Mr.  Blum.  So  j'ou  had  a  double  inspection  ? 

]\Ir.  Cheeseman.  That  is  right.  The  bank  went  down  and  looked  at 
each  individual  house  at  that  time. 

Mr.  Blum.  What  was  the  loan  value  ratio  ? 

!Mr.  Cheeseman.  About  two-thirds. 

]\Ir.  Blum.  Were  second  mortgages  involved  ? 

Mr,  Cheeseman.  There  were  second  mortgages  involved;  yes,  sir. 

Mr.  Blum.  You  dealt  with  a  two-thirds  loan  value  ratio  to  be 
completely  secure? 

Mr.  Cheeseman.  Yes,  sir. 

Mr.  Blum.  Now,  when  these  started  going  bad,  did  you  question 
United  about  the  soundness  of  the  loans  ?  Did  you  ask  them  ?  Have  you 
traced  this  ? 

Mr.  Cheeseman.  No.  We  were  more  concerned  with  what  was  hap- 
pening and  what  we  were  going  to  do  to  correct  the  situation.  And  we 
questioned  them  because  we  were  getting  delinquents,  and  we  put  some 
questions  of  just  what  was  being  done  to  correct  this  situation. 

INIr.  Blum.  I  take  it  the  delinquency  reports  you  were  getting  out 
of  New  York  were  very  different  from  the  kind  of  experience  you 
had  elsewhere  in  your  conventional  portfolio  ? 
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Mr.  Cheeseman.  Yes,  very  much  so. 

Mr.  Blum.  What  would  delinquencies  run,  as  a  matter  of  curiosity, 
on  those  you  originate  or  arrange  ? 

Mr.  Cheeseman.  Delinquencies,  I  would  say,  less  than  1  percent, 
less  than  1  percent. 

Mr.  Blum.  Less  than  1  percent,  which  is  almost  insignificant  in 
terms  of  the  total.  Here,  I  take  it,  there  were  quite  a  number  of 
delinquencies  ? 

Mr.  Cheeseman.  Quite  a  number,  sir. 

Mr.  Blum.  It  looked  pretty  bad.  When  you  were,  I  take  it,  visited 
by  the  same  traveling  entourage  that  was  described  earlier — Mr.  Katz, 
Mr.  Light — was  there  anyone  else  ? 

Mr.  Cheeseman.  No,  sir ;  not  to  my  knowledge  at  that  time. 

Mr.  Blum.  What  was  the  substance  of  your  conversations  with  them 
when  they  visited  you  ?  Do  you  recall  ? 

Mr.  Cheeseman.  Well,  Mr.  Light,  at  that  particular  time,  was  just 
coming  into  the  picture,  and  he  was  telling  us  just  wliat  he  was  going 
to  do,  wliich  meant  contacting  the  people  who  owned  the  properties 
and  trying  to  get  them  to  clear  up  the  delinquencies,  nothing  much 
more  than  that. 

After  that,  we  did  start  receiving  a  more  detailed  report  on  jvist  what 
they  were  doing  to  clear  up  the  individual  delinquencies. 

Mr.  Blum.  And  what  was  the  substance  of  those  reports?  Was  it 
that  some  of  the  buildings  were  simply  foreclosed? 

jMr.  Cheeseman.  When  it  got  to  that  point.  In  the  very  beginning,  it 
was  not  that  way.  He  would  take  each  individual  loan  and  say  just 
what  he  had  done  with  it — whether  he  had  written  letters,  whether  he 
had  entered  into  a  repayment  plan  with  each  owner. 

Then,  of  course,  as  it  got  worse,  we  came  to  realize  that  some  of  them 
just  were  not  going  to  make  it. 

Mr.  Blum.  "Wlien  did  the  proposal  or  the  suggestions  of  FHA  con- 
version come  up,  converting  those  to  FHA  loans  ? 

Mr.  Cheeseman.  That  came  at  a  later  date.  That  was  probably 
within  a  year  after. 

Mr.  Blum.  Did  they  suggest  that  to  you  as  a  reasonable  way  out  of 
the  situation  ? 

Mr.  Cheeseman.  Yes,  they  did. 

INIr.  Bluji.  Was  this  problem  thev  were  discussing,  the  problem  of  a 
bad  conventional  loan  in  New  York  City  ?  It's  a  pretty  common  one. 
Anybody  who  was  out  in  New  York  City  and  had  a  conventional  in 
one  of  these  areas  was  facing  the  same  problem  you  were.  Is  that 
correct  ? 

Mr.  Cheeseman.  That  I  would  not  Imow.  We  were  facing  this 
problem. 

Mr.  BLUTvr.  When  these  loans  began  to  be  converted  to  FHA,  did  you 
get  the  feeling  that  they  were  doing  the  proper  job  at  the  FHA? 

Did  you  inspect  the  loans  M^hen  you  got  them  back  to  see  what  qual- 
ity they  were  ? 

Mr.  Cheeseman.  No.  we  did  not ;  we  did  not  inspect  thom  when  the 
FHA  loan  was  made.  But  we  did  have,  in  our  files,  original  appraisals 
and,  in  addition  to  that,  we  received  the  FHA  appraisals  so  we  could 
check  one  against  the  other.  In  all  cases 
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Mr.  Blum.  Typically,  the  FHA  loan  that  you  took,  that  was  at  a 
much  higher  value  than  the  loan  you  were  being  satisfied  on,  conven- 
tional ? 

Mr.  Cheeseman.  The  amount  of  it  was ;  yes,  sir. 

jNIr.  Blf^f.  So  that  you  might  have  a  conventional  for  about  10,  you 
would  be  taking  back  an  FHA  for  19  ? 

jMr.  CiTEESEMAN.  That  is  correct. 

]Mr.  Beum.  Or  19-5  ? 

INIr.  Cheeseiman.  That  is  correct. 

Mr.  Bi.uisr.  What  about  the  credit  of  the  people  who  took  those 
FHA's?  Did  you  inspect  that? 

Mr.  CHEESE:\rA]^.  We  did  examine  the  credit,  too. 

INIr.  Blum.  How  did  the  quality  look  to  you  ? 

Mr.  Gheeseman.  It  looked  very  good.  It  looked  all  right;  yes,  sir. 

IMr.  Blum.  What  was  the  subsequent  history  of  those  FHA's,  were 
many  of  tliose  subsequently  foreclosed  ? 

jNIr.  Cheeseman.  Some  of  them  were  foreclosed.  I  believe  five  of  them 
were  foreclosed. 

IVIr.  Blum.  Five  were  foreclosed  ? 

INIr.  Cheeseman.  Either  foreclosed  or  are  under  foreclosure  at  this 
time. 

IMr.  Blum.  "When  you  bought  back  the  FHA's,  what  price  did  you 
pay  ?  Were  they  par  with  your  discount  ? 

iyir.  CiiEESE]MAi«r.  On  some  of  them  we  paid  par,  and  on  a  few  of 
them  we  paid  96. 

JMr.  Blum.  Was  that  something  better  than  the  market  price  ? 

IMr.  Cheeseman.  Yes,  sir;  it  was. 

IMr.  Blum.  In  effect,  the  effect  was  that  they  had  converted  the  loan 
and  relieved  you  of  the  loss?  So  you  could  have  a  conventional  at  6, 
which  is  shal^,  and  then  would  you  have  an  FHA  at  8,  at  TV2  or  8, 
and  that  was  now  sound  because  the  Government  guaranteed  it  ? 

IMr.  Cheeseman.  Yes,  sir. 

IMr.  Blum.  "When  you  buy  mortgages  on  the  secondary  market,  gen- 
erally, do  you  inspect  the  mortgages  issued  prior  with  the  right  of 
selection  ? 

IMr.  Cheeseman.  Do  we  select  ? 

Mr.  Blum.  ^Vhen  you  buy  FHA  mortgages,  I  take  it  you  buy  them 
from  all  over  the  country  as  a  secondary  market  participant.  "When  you 
commit,  do  you  say,  "We  reserve  the  right  to  select  or  reject  any  mort- 
gages in  the  package"  ? 

Mr.  Cheeseman.  Yes,  sir. 

IMr.  Blum.  "What  sort  of  criteria  do  you  use  to  determine  what  you 
are  not  going  to  take  ? 

IMr.  Cheeseman.  We  look  at  the  credit  reports,  look  at  the  pictures 
of  the  property. 

IMr.  Blum.  And  when  they  look  particularly  bad,  you  send  it  back? 

Mr.  Cheeseman.  We  would  send  it  back. 

Mr.  Blum.  You  would  say,  "Sorry,  fellows." 

Mr.  Cheeseman.  This  is  right. 

Mr.  Blum.  I  gather  from  what  you  say  that  you  feel  a  secondary 
market  could  not  function  properly  without  FHA  and  without  that 
kind  of  Government  guarantee  ? 

Mr.  Cheeseman.  That  is  correct,  sir. 
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Mr.  Blum.  After  your  experience  in  New  York,  you  will  not  want 
to  be  doing  much  in  the  way  of  out-of-town  conventional  lending,  I 
gather  ? 

Mr.  Cheeseman.  Not  at  this  time. 

Mr.  Blum.  So  if  the  Government  program  should  be  seriously  cur- 
tailed, it  would  very  much  impair  the  ability  of  your  bank  to  place 
capital  in  the  housing  market.  You  would  have  to  turn  to  alternatives, 
the  stock  market,  or  whatever  else  you  could. 

Mr.  Cheeseman.  Yes,  sir. 

Mr.  Blum.  And  to  the  extent  that  FHA  does  not  do  its  job,  you 
suffer  ? 

Mr.  Cheeseman.  That  is  correct. 

Mr.  Blum.  On  the  properties  that  you  charged  off,  simply  wrote  off 
as  a  loss  were  those  properties  simply  abandoned  ?  What  happened  to 
them,  what  became  of  tliem  ? 

Mr.  Cheeseman.  Mostly  they  were  abandoned,  their  payments 
would  drop  back,  maybe,  2  years,  w^e  would  actually  go  down  and 
inspect  these  properties.  And  it  would  be  our  decision  to  charge  them 
off,  because,  from  what  we  could  see,  we  just  felt  there  was  no  way  of 
recapturing  our  investment. 

Mr.  Blum.  Would  it  be  fair  to  describe  them  as  having  actually 
negative  value  because  it  would  cost  you  money  to  hold  them  ? 

Mr.  Cheeseman.  Yes,  sir. 

Mr.  Blum.  There  was  just  absolutely  no  way  of  disposing  of  them, 
so  you  simply  write  it  off'  ? 

Mr.  Cheeseman.  Yes,  sir. 

Mr.  Blum.  Let  me  ask  about  something  else  here. 

What  about  the  responsibility  of  the  holder  of  the  first  mortgage 
for  the  care  and  upkeep  of  the  property  ?  Let's  go  back  to  some  of  those 
conventionals.  assuming  you  have  a  first  mortgage  on  one  of  those  con- 
ventionals  in  Brooklyn,  and  the  guy  who  runs  it  is  just  milking  it  to 
the  ground — he  is  current  in  his  mortgage  payments — is  there  any- 
thing you  can  do  to  protect  your  security  ? 

Mr.  Cheeseman.  Well,  the  only  thing  we  could  do,  sir,  is  to  write 
him  and  ask  him  to  repair  the  property. 

Mr.  Blum.  And  if  he  says  no  ? 

Mr.  Cheeseman.  Then  we  could  threaten  foreclosure,  and  go  ahead 
with  the  foreclosure. 

But  if  the  property  is  in  that  kind  of  repair,  we  probably  would  not 
want  to  foreclose  because  of  the  problems  we  would  run  into, 

Mr.  Blum,  And  I  take  it — perhaps  counsel  coidd  be  helpful  here — 
I  take  it  in  New  York  there  is  no  action  against  a  first  mortgage  holder 
for  waste. 

Mr.  Casey.  Yes;  if  you  can  establish  waste.  In  the  usual — I  sliould 
not  say  this — in  the  usual  formal  mortgage,  it  provides  that  you  may 
foreclose  if  you  can  establish  waste. 

But  as  Mr.  Cheeseman  points  out,  this  may  be  turning  over  the  waste 
to  the  bank. 

Mr.  Blum.  In  other  words,  you  get  the  remains. 

Mr.  Casey.  You  get  the  remains. 

Mr.  Blum.  You  would  have  no  way  of  going  to  court  and  forcing  the' 
guy  to  make  the  repairs.  You  would  have  to  take  what  was  left.  • 
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Mr.  Cheesemax.  Because  of  the  waste,  the  building  will  be  turned 

over  to  the  bank.  , 

Mr.  Blum.  The  point  of  which  is  when  waste  has  occurred  you  do 

not  want  it  ? 

Mr.  Cheeseman.  Right. 

Mr.  Blum.  To  what  degree  would  saddling  the  financial  institution 
which  holds  the  first  mortgage  witli  the  responsibility  for  either  main- 
taining or  looking  after  the  property  impair  the  ability  of  the  institu- 
tion to  buy  in  the  secondary  market  ? 

Obviously,  if  you  had  to  maintain  the  property,  you  would  not  be 
-either  the  buyer  or  party  to  the  mortgage ;  would  you  ? 

Mr.  Cheeseman.  I  should  say  not,  sir. 
'     Mr.  Blum.  What  you  are  looking  for  is  an  investment  as  closely 
resembling,  say,  the  responsibilities  of  the  utility  bond  that  you  can  get 
if  it  is  an  out-of-town  situation. 

Mr.  Cheeseman.  Yes,  sir. 

Mr.  Blum.  So  if  we  look  at  these  conventional  mortgages  that  you 
had  in  Brooklyn,  there  were  three  alternatives :  They  could  either  be 
brought  up  toVlate  through  very  tough  servicing  activity;  converted 
to  an  FTIA  mortgage,  which  would,  in  fact,  shift  the  loss ;  or,  finally,  if 
you  could  not  do  anything  else,  the  property  simply  had  to  be  written 
off,  abandoned  or  whatever. 

Mr.  Cheesemax.  That  is  correct,  sir. 

Mr.  Chumbris.  Thank  you,  Mr.  Chairman. 

I  would  like  to  get  back  to  the  question  I  had  this  morning.  I  think 
you  were  in  the  audience. 

I  was  reading  a  question  that  Mr.  Blum  was  quoted  as  saying  in  the 
paper,  that  this  subcommittee — "We  want  to  find  out  to  what  degree  do 
banks  exercise  control,  if  any,  over  the  mortgage  companies  they  lend 
money  to ;  and  why,  if  banks  consider  it  too  great  a  risk  to  lend  directly 
to  poor  ghetto  dwellers,  is  it  not  a  great  risk  to  lend  to  mortgage 
companies?" 

How  would  you  answer  that  ? 

Mr.  Cheeseman.  We  do  not  lend  to  mortgage  companies. 

Mr.  Chumbris.  You  do  not  lend  to  mortgage  companies  ? 

Mr.  Cheeseman.  We  do  not  lend  to  mortgage  companies.  We  lend  to 
individuals.  We  buy  mortgages  from  a  mortgage  company,  but  in  effect, 
we  are  loaning  the  individual. 

Mr.  Chumbris.  So  you  would  not  come  within  the  confines  of  this 
question  ? 

Mr.  Cheeseman.  No,  sir,  we  would  not. 

Mr.  Chumbris.  Thank  you. 

Senator  Hart.  You  gentlemen  heard  me  inquire  of  an  earlier  wit- 
ness. Century  Federal  of  Long  Island,  and  I  would  like  to  ask  the 
same  question  of  you. 

On  page  4  of  the  staement  there — do  I  read  it  correctly  ?  That  you 
had  conventional  mortgages  on  23  properties,  which  were  FHA  fi- 
nanced, which  mortgages  you  purchased  back,  and  they  were  the 
same  23  properties  on  which  you  had  the  conventionals.  Is  that  right? 

Mr.  Cheeseman.  Yes,  sir ;  these  were  23  properties  on  which  we  had 
originally  conventional  loans.  Those  loans  were  satisfied  by  the  USIC. 

Now,  some  of  these  loans  were  not  seriously  delinquent.  Some  of 
them  could  even  be  current,  but  they  were  now  going  FHA. 
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So  we  did  put  the  FHA  loans  on  these  in  this  area. 

Senator  Hart.  Some  of  them  were  in  good  shape  ? 

Mr.  Cheeseman.  That  is  correct,  Senator. 

Senator  Hart.  Others  were  giving  you  worry,  in  other  words  ? 

Mr.  Cheeseman.  That  is  correct.  They  could  have  been  delinquent. 

Senator  Hart.  And  when  you  saw  them  the  second  time,  so  to  speak, 
when  they  came  back  as  FHA,  was  the  mortgage — were  the  mortgages 
on  the  properties  originally  giving  you  cause  for  concern  in  amounts 
substantially  larger  than  the  mortgages  under  your  conventional  ? 

Mr.  Cheeseman.  Yes,  sir,  they  were. 

Senator  Hart.  Would  it  not  seem  funny  to  you  that  a  conventional 
mortgage  in  a  lesser  amount,  about  which  you  were  beginning  to  worry, 
is  now  FHA  at  a  higher  figure  ? 

Mr.  Cheeseman.  The  laws  of  the  State  of  New  York — under  the  laws 
of  the  State  of  New  York,  we  could  not  loan  as  much  on  a  conven- 
tional loan,  and  we  kept  it  within  two-thirds.  On  the  FHA  we  could 
loan  a  higher  amount.  Now,  as  I  previously  mentioned,  when  we  put 
our  conventional  loans  on  these,  we  did  make  appraisals. 

The  SRA  made  an  appraisal  and  we  went  down  and  physically 
looked  at  the  property,  and  in  checking  the  FHA  appraisals  that  came 
out,  when  we  were  making  the  FHA  loans,  these  appraisals  were  less 
than  our  appraisals  that  we  made  under  the  conventional. 

Senator  Hart.  Well,  why  would  that  not  suggest  to  you  the  machine 
was  off  the  rails  somehow  ? 

You  say  that  you  made  an  appraisal  before  you  placed  the  con- 
ventional on  it.  Talking  now,  about  those  conventional  s  that  were 
giving  you  reason  to  worry,  you  say  that  under  the  New  York  laws 
you  have  been  denied  the  right  to  loan  a  figure  higher,  I  take  it,  than 
the  one  which  your  conventional  carried. 

The  FHA  one  comes  back  at  a  higher  figure,  and  yet  the  FHA 
appraisal  shows  the  property  at  a  lesser  amount.  Now,  you  are  having 
trouble,  under  your  more  conservative  loan,  and  now  the  FHA  comes 
back  with  a  much  higher  figure. 

Mr.  Cheeseman.  It  was  not  significantly  lower.  It  was  not  like 
$5,000  lower  or  $3,000  lower.  It  was  within  reason. 

Mr.  Berry.  If  I  might  say  something.  Senator,  we  thought  the 
FHA  loans  were  more  economically  sound  from  the  standpoint  that 
the  existing  conventional,  as  has  already  been  brought  out,  had  second 
mortgages  against  them;  and  the  individual  owner  would  have  two 
mortgage  payments  to  make. 

Under  the  FHA,  we  will  be  getting  a  new  borrower.  We  would  not 
have  a  corporate  lender,  and  we  felt  we  had  a  sounder  mortgagor. 

Unfortunately,  it  did  not  work  out  quite  that  way. 

Senator  Hart.  Run  through  that  again.  Why  did  you  think  you 
were  getting  a  better  mortgagor? 

Mr.  Berry.  A  better  mortgagor  because  he  was  an  individual  pur- 
chasing, and  he  was  going  to  be  an  owner-occupant.  This  is  one  of 
the  FHA  regulations.  We  thought  that  the  party  that  was  buying 
under  FHA  and  living  in  the  property  would  be  a  better  mortgagor. 

We  also  felt  that  he  would  have  the  one  monthly  payment  to  make; 
whereas,  the  previous  conventional  mortgage  holders  would  have  two 
payments  to  make.  And  our  understanding  was,  on  the  second  mort- 
gages, that  the  repayment  plans  would  be  written  for  about  5  years 
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so  it  would  be  a  burdensome  thine:  for  the  existinfj  conventional  mort- 
trjifror.  It  might  be  a  better  situation,  an  easier  payment  plan  for  an 
FHA  mortfjagor. 

Senator  Hart.  Did  I  understand  you  to  say  that  you  examined, 
not  only  the  FHA  appraisal,  but  supporting  data  in  connection  with 
those  ? 

Mr.  Berry.  Absolutely,  credit  reports,  verifications  of  deposits, 
verifications  of  employment  on  each  of  those  FHA  loans.  And  I 
might  say  that  we  were  rather  pleased  with  them. 

Senator  Hart.  In  a  substantial  percentage  of  these  transactions,  if 
the  FHA  had  not  picked  them  up,  you  would  have  been  stuck  with 
them.  Is  that  right  ? 

Mr.  Berry.  I  cannot  really  say.  I  mean,  that  would  be  conjecturing. 
There  were  a  few  of  the  loans,  as  that  part  of  the  FHA  deal  would  be 
requirement  of  certain  repairs. 

Now,  in  some  instances,  we  had  bills  to  substantiate  these  improve- 
ments, which  had  to  be  made  to  the  property  between  the  time  we 
transferred  it  from  a  conventional  over  to  an  FHA  mortgage. 

Senator  Hart.  Mr.  O'Leary  ? 

Mr.  O'Leary.  No  questions,  Mr.  Chairman. 

Mr.  Blum.  Mr.  Chairman,  if  there  is  no  objection  I  would  like  to 
have  placed  in  the  record  at  this  point  records  the  subcommittee  has 
received  from  other  banks  in  Ncav  York  indicating  similar  transac- 
tions to  the  ones  which  have  been  discussed  here  today,  both  in  the  form 
of  sale  of  the  property  or  loss  on  mortgages,  as  well  as  the  conversion 
to  FHA  mortgages. 

Senator  Hart.  No  objections. 

(The  document  follows:) 

Material  Relating  to  the  Testimony  of 
Frank  E.  Cheeseman 

Letter  from  Frank  E.  Cheeseman  to  Senate  Antitrust  Subcommittee  dated 

March  21,  1972 

City  and  County  Savings  Bank, 

Allany,  N.Y.,  March  21, 1972. 
Mr.  Jack  Blum, 

Senate  Antitrust  and  Monopoly  Suhcommittee, 
Senate  Annex,  Washington,  B.C. 

Dear  Mr.  Blum  :  In  accordance  with  your  telephone  request  to  our  Mr.  Fred- 
erick W.  Stolz  regarding  certain  properties  in  the  Broolilyn  area  on  wliich  we 
have  previously  held  mortgages  and  which  were  serviced  by  the  United  Institu- 
tional Servicing  Corp.,  the  following  information  is  submitted  : 

Cost  of 
preparation  of 
contract,  deed 
and  attending 
closing— Paid 
Acquired  by  to  Warren 

Property  foreclosure        Sold  to—  Date  sold  Light 

217  Jefftrson  St.,  Brooklyn,  N.Y June  26, 1968    Rocket  Equities  Corp Aug.  19, 1969  $200 

712A  Union  St.,  Brooklyn,  N.Y Oct.  20, 1969      Fotios  Kop?achilis... Nov.  12, 1969  200 

256  Legion  St.,  Brooklyn,  N.Y Apr.  2, 1968       Chala  Funding  Corp Aug.  9, 1970  150 

561  Jerome  St.   Brooklyn,  N.Y Aug.  20,  1970 do_ Sept.  9, 1970  200 

192A  Lexington  Ave.,  Brooklyn,  N.Y...-  May  28,  1970     Fridal  Enterprises,  I nc Feb.  11,  1971  200 


1108 

We  trust  that  this  is  the  desired  information.  However,  if  we  can  be  of  any 
further  service,  do  not  hesitate  to  contact  the  writer. 
Very  truly  yours, 

Frank  E.  Cheeseman,  Vice  President. 

Senator  Hart.  Thank  you,  gentlemen,  thank  you  very  much. 

Our  original  hearing  notice  indicates  that  we  will  resume  these 
hearings  at  10 :30  tomorrow,  but  Senator  Hruska  has  agreed  to  take 
the  chair  at  9 :30  in  order  that  we  can  move  more  quickly. 

So  we  are  adjourning  to  assume  at  9 :30  in  this  room  in  the  morning. 

(Whereupon,  at  1 :50  p.m.,  the  subcommittee  adjourned  to  recon- 
vene at  9 :30  a.m.  the  following  day.) 
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WEDNESDAY,  JUNE  21,  1972 

U.S.  Senate, 
Subcommittee  on  Antitrust  and  Monopoly 

OF  THE  Committee  on  the  Judiciary, 

Washington^  D.C. 

The  Subcommittee  on  Antitrust  and  Monopoly  convened  in  room 
2228,  New  Senate  Office  Building,  at  9 :30  a.m. 

Present:  Senator  Philip  A.  Hart  (presiding)  ;  Senator  Roman  L. 
Hruska  and  Senator  Edward  J.  Gurney  (alternately  presiding)  and 
Senator  Strom  Thurmond. 

Staff  present :  Howard  O'Leary,  Esq.,  chief  majoritj'^  counsel ;  Jack 
Blum,  Esq..  majority  counsel ;  Peter  N.  Chumbris,  Esq.,  chief  minority 
counsel ;  Charles  Kern,  Esq.,  minority  counsel. 

Senator  Hruska.  The  subcommittee  is  called  to  order.  The  chair- 
man of  the  subcommittee  is  engaged  in  other  official  business,  and  he 
has  asked  me  to  preside  for  a  little  while  before  he  comes,  or  before 
other  relief  presents  itself. 

We  will  resume  the  hearings  on  financing  of  housing  in  the  area  of 
New  York. 

Our  first  witness  is  George  A.  Boeder,  Jr. 

Pursuant  to  custom,  we  are  going  to  swear  the  witness.  Will  you 
please  rise,  ]Mr.  Eoeder  ? 

(Whereupon,  the  witness  was  duly  sworn  by  the  acting  chairman.) 

Senator  Hruska.  You  have  filed  a  statement,  Mr.  Roeder.  It  will  be 
placed  in  tJie  i-ecord  in  its  entirety,  and  you  may  proceed  in  your  own 
way  to  either  highlight  it,  or  to  read  it. 

(Documents  follow:) 

STATEMENT  OF  GEORGE  A.  ROEDER,  JR.,  VICE  CHAIRMAN  OF  THE 
BOARD,  THE  CHASE  MANHATTAN  BANK 

Mr.  RoEDKR.  Thank  you.  Senator. 

Mr.  Chairman  and  members  of  the  subcommittee,  my  name  is 
George  A.  Roeder.  Jr.,  and  I  am  vice  chairman  of  tlie  board  of  the 
Chase  Manhattan  Bank,  N.A.  of  New  York. 

Accompanying  me,  on  my  right  is  Raymond  T.  O'Keefe,  executive 
vice  president  of  the  bank  with  responsibility  for  the  real  estate  and 
mortgOG-e  loan  department,  as  well  as  several  other  associates  with  ex- 
pertise in  your  iii'oa  of  interest. 

On  my  far  right,  Mr.  James  Nacos.  On  my  far  left,  Mr.  Joseph 
Quinn.  On  mv  left,  our  counsel,  Rov  Haberkern,  of  :Milbank,  Tweed, 
Hadley  &  McCloy. 
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We  appreciate  this  opportunity  to  participate  in  your  exploration  of 
possible  means  to  improve  the  Nation's  housing  programs.  This  is  a 
matter  of  great  urgency  to  our  institution  and  to  the  economic  and  so- 
cial environment  on  which  we  depend. 

In  reviewing  the  work  of  your  subcommittee  in  the  housing  area, 
I  have  been  impressed  by  your  efforts  to  move  beyond  simple  criticism 
to  the  harder  job  of  hopefully  finding  constructive  answers. 

The  fact  is,  of  course,  that  national  programs  to  spur  low-  and  mod- 
erate-income housing  production  have  become  enormously  complex. 
Indeed,  this  very  complexity  is  itself  a  major  challenge — to  the  banker 
who  desires  to  provide  funding,  to  the  Government  official  who  desires 
to  assure  effective  and  proper  undertakings,  and  to  the  man  on  the 
street  who  desires  results  or  just  an  understanding  of  what  is 
happening. 

Because  of  this  complexity,  I  will  attempt  as  briefly  and  as  simply  as 
possible  to  do  four  things :  first,  to  clarify  the  nature  of  the  relation- 
ship between  commercial  banks  and  mortgage  banking  companies; 
second,  to  explain  how  we  as  commercial  bankers  view  the  role  of  FHA 
in  the  financing  of  housing;  third,  to  outline  some  of  the  special  steps 
Vv^e  have  taken  to  reinforce  our  own  direct  housing  lending  in  com- 
munities in  New  York  City;  and  fourth,  to  draw  from  our  experience 
those  points  that  we  believe  are  most  important  for  successful  inner- 
city  lending. 

Before  proceeding  to  these  points,  it  might  be  helpful  to  give  some 
idea  of  Chase's  overall  involvement  with  long-term  financing  of  hous- 
ing in  the  New  York  metropolitan  area.  The  bank's  total  one-  to  four- 
family  residential  mortgage  portfolio  in  this  area  at  the  end  of  March 
was  some  $500  million,  of  which  about  $460  million  represented  mort- 
gages we  originated  ourselves. 

We  are  now  originating  for  our  own  portfolio  residential  mort- 
gages in  the  New  York  metropolitan  area  at  the  rnte  of  approximately 
$125  million  each  year,  including  a  special  program  to  originate  $25 
million  annually  in  long-term  loans  primarily  for  homes,  but  also  for 
supportive  community  facilities  in  higher  risk,  inner-city  neighbor- 
hoods. These  figures  do  not,  of  course,  include  shorter  term  construc- 
tion financing  for  housing  and  related  community  facilities. 

In  the  low-  and  moderate-income  areas  alone,  for  instance,  we  have 
allocated  $150  million  on  a  revolving  basis  for  such  loans  in  New  York. 

Nor  do  these  loan  figures  include  many  other  efforts  by  Chase  to 
spur  community  development  and  the  achievement  of  the  Housing 
Act  of  1949's  long  overdue  and  much  quoted  goal  of  a  "decent  home 
and  suitable  living  environment  for  every  American  family." 

We  have,  for  example,  committed  $1  million  to  the  National  Corpora- 
tion for  Housing  Partnerships,  and  my  associate,  ]\Ir  O'Keefe,  serves 
on  the  board  of  that  organization.  We  are  actively  involved  with  a 
numl)er  of  nonprofit  organizations  in  housing-related  activities,  includ- 
ing the  National  Urban  Coalition,  the  New  York  Urban  Coalition,  the 
Bedford-Stuyvesant  Kestoration  Corp.,  and  the  National  Committee 
Against  Discrimination  in  Housing. 

Beyond  this,  we  have  launched,  in  cooperation  with  other  pulilic 
and  private  agencies,  our  own  program  for  community  revitaliy.ni-v  .«> 
w^hich  I  will  describe  later. 
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Turning  now  to  the  mortgage  banker,  we  have  historically  viewed 
his  role,  and  our  financing  of  some  of  his  efforts,  as  yet  another  way 
to  meet  the  urgent  housing  needs  of  the  Nation. 

In  1970,  the  last  year  for  which  we  have  comprehensive  statistics, 
mortgage  bankers  originated  about  $13  billion  in  new  mortgages,  of 
which  nearly  70  percent  were  FHA  or  VA  guaranteed  residential 
mortgages.  Out  of  the  total  of  $8.1  billion  in  FHA  one-  to  four-family 
mortgages  made  in  1970,  mortgage  bankers  originated  $5.5  billion  or 
68  percent. 

From  these  figures,  it  is  clear  that  the  successful  financing  of  hous- 
ing under  Government-insured  mortgage  programs  has  been  very 
heavily  dependent  on  the  work  of  mortgage  bankers. 

To  clarify  the  role  of  the  commercial  bank  with  the  mortgage  bank- 
ers, it  may  first  be  useful  to  review  quickly  the  basic  functions  of  the 
mortgage  banker  with  respect  to  residential  loans. 

As  3^ou  know,  the  mortgage  banker  is  essentially  a  middleman  who 
originates  and  packages  individual  loans  so  that  they  can  be  sold  to 
long-term  institutional  investors. 

As  such,  he  does  two  things.  He  searches  out,  often  through  brokers 
or  builders,  opportunities  for  loans  in  what  might  be  called  the  "pri- 
mary" market  of  individuals  seeking  to  buy  homes.  He  then  seeksto 
sell  packages  of  these  loans  to  larger  institutional  investors  who  desire 
them  for  their  long-term  investment  portfolio. 

These  investors  constitute  a  "secondary"  market  which  includes  in- 
surance companies,  savings  banks,  savings  and  loan  institutions,  com- 
mercial banks,  pension  funds,  and  various  public  agencies. 

When  loans  are  placed  in  the  secondary  market,  the  mortgage 
banker  also  often  handles  subsequent  relations  between  the  long-term 
investor  and  the  individual  homeowner  such  as  collecting  and  trans- 
mitting payments  of  principal  and  interest,  and  collecting  sums  due 
for  taxes  and  insurance. 

He  may  also  deal  with  delinquencies  if  they  occur,  and.  if  n.eecl  be, 
carry  out  the  foreclosure  process.  This  is  known  as  "servicing." 

Within  this  process,  the  relationship  between  a  commercial  bank 
and  a  mortgage  banker  takes  three  basic  forms.  The  commercial  bank 
can  first,  purchase  packages  of  mortgages  from  the  mortgage  bankers 
for  its  own  investment  portfolio  or  for  managed  fiduciary  accounts; 
second,  employ  the  mortgage  banker  in  handling  the  day-to-day 
servicing  of  these  mortgages ;  or,  third,  extend  credit,  traditionally  in 
the  form  of  "warehousing"  lines,  to  the  mortgage  banker. 

A  warehousing  line  of  credit  simply  means  provision  of  the  interim 
financing  required  by  the  mortgage  banker  for  the  short  period  neces- 
sary to  carry  mortgages  pending  their  sale  in  the  secondary  market. 

Your  subcommittee  has  subpenaed  the  records  of  our  relationships 
with  six  mortgage  companies :  Eastern  Service  Corp.,  United  Institu- 
tional Servicing  Corp.,  Inter-Island  jMortgage  Corp.,  Springfield 
Equities,  Ltd.,  Brewster  Reserve  Corp.,  and  Spartacus  Securities  Inc. 

These  six  companies  represent  a  small  portion  of  some  50  mortgage 
bankers  to  which  Chase  extended  $630  million  in  warehousing  loans 
during  1971. 

As  I  am  sure  you  noticed  from  the  records,  our  primary  relationship 
with  these  companies  has  involved  the  provision  of  warehousing  lines 
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of  credit  to  help  the  mortgaafe  banker  cover  the  short  period  between 
the  closing  of  individual  mortgages  and  their  delivery  to  the  ultimate 
investors. 

At  the  beginning  of  this  year,  we  had  some  $33  million  in  lines  of 
credit  available  to  the  six  companies  in  question,  of  which  $20  million 
was  a  line  of  credit  to  Eastern  Service  and  Brewster  Reserve. 

We  now  have  some  $11,500,000  outstanding  in  loans  to  all  six  com- 
panies. It  is  important  to  note  in  this  regard  that  the  usage  of  the  lines 
of  credit  has  varied  greatly  on  a  day-to-day  basis.  In  1971,  for  ex- 
ample, the  amount  outstanding  to  Eastern  ranged  between  $8.5  mil- 
lion and  $16  million,  and  the  amount  outstanding  to  Brewster  ranged 
from  $212,000  to  $2  million. 

Our  relations  with  mortgage  bankers  with  respect  to  servicing  has 
steadily  decreased  since  we  have  not  purcliased  mortgages  from  mort- 
gage bankers  for  our  owai  portfolio  since  1966. 

At  that  time,  we  decided  to  place  a  priority  on  badly  needed  home 
financing  in  the  New  York  metropolitan  area,  and  thus  concentrated 
our  resources  in  loans  we  originated  ourselves. 

Because  of  this,  I  feel  it  would  be  useful  if  I  focused  on  the  aspect  of 
warehousing  lines  of  credit,  especially  with  regard  to  FHA-insured 
loans.  Moreover,  since  the  records  you  have  are  very  detailed,  I  would 
like  to  concentrate  on  the  principles  and  standards  that  have  guided 
our  relationships  with  mortgage  bankers.  Of  coui-se,  my  associates  and 
I  will  also  be  pleased  to  answer  any  questions  on  specific  points. 

There  are  three  fundamental  criteria  under  which  commercial  banks, 
or  at  least  Chase  Manhattan,  have  provided  warehousing  credit  to 
mortgage  bankers. 

The  first  of  these  is  the  overall  financial  stability  of  the  company. 
In  this  connection,  it  is  important  to  note  that  warehousing  lines  of 
credit  to  mortgage  bankers  present  a  special  case. 

Each  loan  is  secured  by  the  note  and  mortgage  of  the  individual 
homeowner.  By  the  time  we  are  asked  to  grant  a  loan  to  a  mortgage 
banker  under  a  specific  warehousing  line,  we  have  received  an  FHA 
valuation  of  the  property  involved,  an  FPIA  approval  of  the  credit  of 
the  homeowner,  and  a  title  policy  or  binder. 

In  substantially  all  cases,  we  also  have  a  commitment  of  the  perma- 
nent investor  to  acquire  mortgages  having  the  qualilications  evidenced 
by  the  documents  I  have  mentioned  plus  an  FHA  insurance  certificate. 

With  such  collateral,  borrowings  are  often  quite  large  compared  to, 
the  net  worth  of  the  mortgage  banking  companies.  Similar  situations' 
exist  in  certain  otlier  industries  where  we  are  also  lending  against 
marketable  collateral  such  as  government  bonds,  higli  grade  corporate 
bonds  or  listed  stocks.  However,  we  also  require  current  financial  state- 
ments of  the  borrowers  certified  by  independent  accountants.  Of  course, 
the  audit  of  a  mortgage  banker  does  not  include  an  examination  of  each 
loan  he  makes.  This  requires  tlie  type  of  checking  implicit  in  tlie  FHA 
approval  of  the  mortgage  banker  as  a  mortgagee  and  the  FHA  ap- 
praisal and  credit  approval. 

The  second  criterion  is  our  confidence  in  management.  By  this  I  mean 
our  faith  in  management's  ability  to  carry  out  the  conipany's  busi- 
ness activities  in  an  elFective  and  honest  manner  over  time.  The  ma- 
jority of  onr  i-elationships  with  mortgage  bankers  have  been  of  a  long- 
term  nature  with  clear  demonstration  of  historical  viabilitv  in  these 
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regards.  Confidence  is,  however,  necessarily  a  somewhat  subjective 
factor,  and,  until  we  achieve  omniscience,  I  am  frank  to  admit  that  it 
can  be  misplaced. 

The  tliird  criterion  is  the  goodness  of  the  collateral  that  secures  the 
interim  financing  we  are  providing. 

To  understand  this  question,  it  is  important  to  recognize  that  we,  as 
commercial  bankers,  b}'  the  time  we  receive  the  mortgage  collateral 
have  had  the  advantage  of  the  prior  judgments  of  both  the  mortgage 
banker  and  the  FHA  as  to  its  quality.  In  most  cases,  we  also  rely 
on  the  commitment  and  professional  judgment  of  the  permanent  in- 
vestor who  has  agreed  to  purchase  mortgages  from  the  moitgage 
banker.  It  is  additionally  important  to  keep  in  mind  that  the  mort- 
gages we  have  as  collateral  are  in  our  possession  only  a  short  time — 
about  60  days  on  the  average.  jMoi'eover,  under  the  terms  of  our  ware- 
housing lines  of  credit,  these  loans  may  not  remain  in  pledge  with  us 
more  than  a  maximum  of  6  months.  Considering  these  assurances  and 
tlie  time  element,  we  feel  that  additional  checking  by  us  of  individual 
mortgages  would  be  both  impractical  and  redundant. 

AVith  this  background,  we  huve  been  very  active  in  the  field  of  mort- 
gage warehousing  credit.  From  1964  through  1071,  for  instance,  we 
had  average  annual  advances  under  these  lines  of  $450  million  without 
sustaining  a  single  default  bj-  a  mortgage  banking  borrower.  Using 
an  average  of  $20,000  for  each  loan,  these  advances,  which  aggregated 
ov^er  $3.6  billion  during  the  8-year  period,  repiesent  more  than  180,000 
resideiices  financed  through  the  warehousing  vehicle  by  our  bank 
alone. 

This  brings  me  to  the  second  subject  I  would  like  to  cover  quickly — 
the  importance  of  the  role  of  FHA  in  creating  a  nationwide  mortgage 
market  valued  by  permanent  investors  and  thus  facilitating  the  suc- 
cessful flow  of  housing  fiiuince. 

One  of  the  most  vital  reasons  for  having  a  secondary  market  in  any 
area  is  to  create  a  freer  flow  of  funds  for  a  given  purpose.  In  terms  of 
housing,  both  FHA  in  1934  and  the  Federal  Xational  Mortgage  Asso- 
ciation (Fanny  ]Mae)  in  1938  were  specifically  directed  toward  this 
end. 

Yet  no  secondary  market  can  exist  without  confidence,  and  this  is 
where  the  insurance  of  FHA  is  so  crucial.  Lenders,  whether  they  be 
commercial  banks  on  an  interim  basis  or  long-term  investors  on  a  more 
permanent  basis,  must  be  able  to  accept  secondary  market  paper  at 
fare  value  if  it  is  to  enjoy  a  ready  and  free  market. 

This  is  especially  true  when  we  talk  about  FHA  insurance  which 
has  had  a  tradition  of  reliability  for  over  three  decades  and  has  con- 
tributed so  much  to  housing  financing.  If  a  commercial  bank  or  long- 
term  investor  cannot  accept  such  insurance  at  face  value,  the  flow  of 
funds  into^  housing  will  almost  certainly  be  severely  curtailed. 

The  major  problem,  of  course,  as  many  have  pointed  out  in  retro- 
spect, is  that  the  scope  of  the  Federal  housing  program  changed  more 
drastically  than  was  realized  in  1968.  The  housing  act  of  that  year 
directed  FHA  to  rnoye  into  an  entirely  new  environment,  described 
then  as  "older,  declining  urban  areas"  where  it  was  chargecl  with  pro- 
viding "adequate  housing  for  low-  and  moderate-income  families.*' 

Though  unquestionably  a  worthy  cause,  this  directive  had  many 
ramifications  unappreciated   at  the  time.  Wlrile  the  mission    was 
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changed,  the  operating  ground  rules  were  not.  The  result  has  not 

only  been  confusion  and  the  potential  of  failure,  but  also  a  critical 
undermining  of  faith  in  the  overall  FHA  program. 

Recent  disclosures  of  abuses  have  been  dismayincf  to  all,  especially 
to  those  who  have  been  earnestly  involved  in  providing  better  housing 
at  lower  income  levels  and  who  have  seen  the  many  historic  contribu- 
tions of  the  FHA  program.  However,  as  others  have  stated,  I  think  it 
is  important  that  we  do  not  allow  immediate  shortcomings  to  obscure 
more  tangible  contributions.  Rather,  we  should  search  diligently  for 
better  approaches. 

The  third  subject  I  would  like  to  touch  on  involves  some  new  ap- 
proaches that  we  at  Chase  Manhattan  have  been  taking  toward  neigh- 
borhood revitalization. 

About  2  years  ago,  to  supplement  our  then  ongoing  activities,  we 
set  up  a  specially  designed  inner  cities  real  estate  lending  program  to 
buttress  our  overall  urban  efforts.  This  was  started  with  an  initial  allo- 
cation of  $100  million  for  construction  and  long-term  financing  in  the 
New  York  metropolitan  area  of  low-  and  moderate-income  housing  and 
related  community  facilities  such  as  day  care — an  allocation  that  has 
been  raised  to  S175  million  tliis  j^ear.  Residential  one-  to  four-family 
housing  and  community  facilities  account  for  $25  million  of  this  total. 

From  our  experience  in  other  projects  such  as  helping  disadvan- 
taged businessmen  and  suppoiting  community  organizations,  we  felt 
that  several  principles  were  essential  to  success. 

First,  we  saw  a  need  to  increase  impact  by  concentrating  on  well- 
defined  geographic  areas,  rather  than  relying  on  a  "shotgun"  approach. 

In  addition,  we  believed  that  housing  must  be  treated  as  part  of  a 
larger  system  and  not  as  an  isolated  need.  Thus,  working  very  closely 
with  the  community  and  public  agencies,  we  have  marshaled  a  series  of 
bank  resources  to  tackle  related  problems  of  small  business  develop- 
ment, job  creation,  day  care,  the  buttressing  of  community  services, 
and  the  improvement  of  basic  public  infrastructures. 

We  also  recognized  at  the  beginning  that  we  would  be  dealing  in  a 
field  of  higher  than  normal  risk.  To  oft'set  some  of  this  risk,  we  have 
taken  a  number  of  steps  including  the  training  of  community  person- 
nel in  mortgage  processing,  the  setting  up  of  community  counseling 
and  processing  centers,  and  the  establishment  of  very  close  working 
ing  arrangements  with  the  FHA  and  other  governmental  agencies. 
Through  these  supportive  systems  and  the  contacts  of  our  community 
workers,  we  hope  to  be  able  to  keep  delinquencies  and  foreclosures  to  a 
minimum. 

So  far,  the  delinquency  rate,  defined  as  payments  over  1  month  past 
due,  on  some  900  one-  to  four-family  residential  loans  we  have  been 
tracking  in  our  inner-city  program  has  been  6.2  percent  or  almost 
double  the  rate  on  our  entire  portfolio.  There  have  as  yet  been  no  fore- 
closures on  these  loans  which  are  57  percent  FHA  or  VA  guaranteed 
and  43  percent  conventional.  Of  course,  it  must  be  noted  that  this  is 
still  an  "unseasoned"  portfolio  and  that  a  tremendous  amount  of  extra 
energy  is  required  to  maintain  it.  Further  detail  on  our  real  estate 
urban  lending  program  is  contained  in  the  appendix  which  accom- 
panies my  statement. 

Even  with  our  limited  experience,  however,  I  hope  we  have  learned 
some  lessons  that  might  contribute  to  my  final  area  of  concern — im- 
proving and  augmenting  existing  mechanisms  to  better  meet  new  con- 
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ditions.  How  can  we  balance  the  need  for  credit  a^'ailability  in  dis- 
advantaged areas  with  the  threat  of  credit  abuse?  How  can  we  develop 
incentives  alluring  enough  to  spur  private  involvement  and  yet 
stringent  enough  to  discourage  windfall  profits? 

While  I  have  no  panaceas,  I  would  like  to  put  forth  six  suggestions : 

First,  the  fundamental  answer  is  to  improve  the  execution  of  FPIiV's 
available  supervisory  authority  over  the  mortgage  banking  business. 
I  do  not  mean  by  this  the  creation  of  yet  another  set  of  complex  regula- 
tory mechanisms,  but  I  do  believe  that  an  independent  FHA  sliould 
be  given  the  resources  and  mandate  to  fulfill  its  latent  supervisory 
potential. 

Second,  all  the  institutions,  public  and  private,  that  are  involved  in 
this  type  of  financing  must  coordinate  their  efforts  far  more  closely 
vrith  specific  plans  and  objectives  for  development  of  the  communities 
tliey  serve.  Unless  there  is  more  open  dialogue,  mutual  cooperation 
and  forceful  coordination,  it  is  virtually  impossible  to  avoid  having 
programs  M'orking  at  cross  purposes  or  not  at  all. 

Third,  FHA  operations  aimed  at  disadvantaged  areas  should  not 
be  viewed  as  simple  variations  or  extensions  of  regular  operations. 
Both  the  public  and  private  sectors  must  realize  they  are  in  a  totally 
new  ball  park  and  must  therefore  create  appropriate  support  and 
follow-up  mechanisms  that  will  assure  success.  Similarly,  we  must  re- 
evaluate standards.  A  higher  delinquency  rate  is  probably  unavoid- 
able. The  harder  question  is  keeping  the  delinquencies  from  becoming 
foreclosures  and  a^'oiding  overextensions  of  credit  with  resulting 
losses  to  hard-pressed  families. 

Fourtli,  efforts  should  be  strengthened  at  once  to  push  ahead  with 
the  development  of  a  comprehensive  national  growth  policy  to  give  a 
meaningful  context  to  individual  programs  such  as  those  of  FHA 
and  also  to  hit  at  the  vital  problem  of  cutting  the  cost  of  housing.  If 
land,  labor  and  other  factors  continue  to  inflate  as  they  have  over  the 
past  few  vears,  we  estimate  that  the  average  U.S.  home  in  the  year 
2000  will  cost  some  $120,000. 

Fifth,  as  we  move  closer  to  a  broader  understanding  and  strategy, 
1  believe  we  must  also  strive  to  simplify  the  morass  of  housing  and 
urban  development  programs.  I  personally  fear  that  just  adding  more 
and  more  statutes  and  restrictions  will  be  counterproductive.  With 
clearer  general  understanding  and  less  cumbersome  processes,  we  could 
not  only  greatly  increase  productivity  but  possibly  also  help  avoid 
some  of  the  problems  concerning  this  subcommittee. 

Sixth  and  finally,  it  seems  to  me  that  the  job  required  of  the  private 
sector  is  much  larger  than  any  one  or  several  private  institutions  could 
or  should  undertake  on  an  individual  basis.  The  coordinated  effort  of 
private  financing  institutions  in  each  community  will  be  necessary  to 
provide  needed  funds,  to  develop  improved  mass  methods  of  proc- 
essing loans,  to  search  out  new  approaches  to  financing,  and  to  assist  in 
obtaining  funds  for  less  viable  projects  with  appropriate  sharing  of 
risks. 

Such  a  coordinated  effort  would,  I  understand,  raise  antitrust  ques- 
tions under  existing  laws.  Perhaps,  you  would  be  willing  to  consider 
this  point  and  the  relief  that  might  be  granted.  If  it  is  not  forthcom- 
ing, it  may  be  that  the  contribution  from  the  private  sector  will  be 
limited  to  the  individual  efforts  of  only  those  institutions  w  hich  for 


1116 

one  reason  or  another  are  disposed  to  tackle  a  lower  yield,  higher  risk 
community  project  as  complex  as  urban  housing. 

As  a  large  commercial  bank,  we  feel  a  great  responsibility  to  assist 
in  the  creation  of  adequate  housing  at  all  income  levels.  We  believe 
these  suggestions  would  help  create  a  better  overall  environment  for 
the  financing  of  housing  in  which  we  could  do  a  better  job. 

Again,  I  want  to  thank  you  for  this  opportunity  to  outline  our 
views,  and  we  vr ould  be  happy  to  answer  any  questions. 

Senator  Hruska.  Thank  you,  Mr.  Roeder.  We  have  been  joined  by 
the  Senator  from  Florida,  Mr.  Gurney. 

Mr.  Gurney,  have  you  any  questions  of  the  witness? 

Senator  Gurnet.  Thank  you,  INIr.  Chairman.  I  have  one  or  two 
here. 

First  of  all,  let  me  compliment  Mr.  Roeder  on  a  very  full  and  ex- 
tensive statement.  I  think  it  will  help  us  in  our  search  for  the  truth 
here. 

Turning  to  page  5,  with  regard  to  these  companies,  these  six  mort- 
gage companies,  how  much  line  of  credit  do  they  have  now  ? 

Mv.  EoEDER.  We  have  not  terminated  our  lines  of  credit,  Mr.  Gurney, 
but  we  are  refusing  to  make  any  additional  advances  under  them  to 
those  companies  that  have  been  suspended  by  FHA. 

The  credits  themselves  have  not,  however,  been  terminated  formally. 

Senator  Gurnet.  How  much  of  that  is  outstanding? 

Mr.  Roeder.  I  believe  we  have  $11.5  million  outstanding  to  the  group 
of  companies,  these  six  companies,  whose  records  you  have  subpenaed. 
I  believe  it  is  $11.5  million  outstanding  at  the  last  count. 

Senator  Gurnet.  I  see.  That  was  in  the  statement,  but  I  thought 
that  was  earlier  in  the  year.  That  is  the  current  status  ? 

Mr.  Roeder.  Yes,  that's  right.  We  now  have  some  $11.5  million  out- 
standing in  loans  to  all  six  companies. 

Senator  Gurnet.  Are  these  being  phased  out  ? 

Mr.  Roeder.  Yes.  As  those  mortgages  which  are  in  under  the  ware- 
housing lines,  as  they  are  packaged  and  sold  to  the  institutional  in- 
vestors, we  receive  the  proceeds  of  those  sales  from  the  institutional 
investors,  and  the  loan  from  the  Chase  Manhattan  Bank  is  automati- 
cally reduced. 

So,  all  other  things  being  equal,  OA^er  a  period  of  time,  all  of  those 
loans  will  be  paid  off,  as  has  been  the  historical  pattern,  as  the  mort- 
gages are  sold  out  of  the  warehouse  to  the  individual  investors. 

Senator  Gurnet.  I  think  you  say  that  this  is  normally  a  period  of 
fiO  days  to  6  months.  So  I  take  it  in  6  months,  the  loans  will  probably 
be  closed  out  for  this  company.  Is  that  right? 

Mr.  Roeder.  Well,  the  average  for  the  total  warehousing  operation, 
I  say  hcT'e  in  my  statement  is  GO  days.  In  some  cases,  mortgages  are  in 
our  hands  for  only  a  very  few  days. 

The  f)-month  aspect  of  it  is  that  any  mortgage  tliat  is  with  us  for 
6  months,  our  understanding  with  the  mortgage  banker  is  that,  at  that 
point  of  time,  he  would  repurchase  the  mortgage  from  us.  That  is  the 
final  limit.  This  is  what  causes  the  average  to  come  out  to  about  60  days. 

Senator  Gurnet.  But  in  any  event,  in  the  course  of  a  few  months 
they  will  all  be  closed  u})  with  these  six  companies.  Is  that  right? 
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Mr.  Boeder.  Theoretically,  yes.  Again,  that  is  an  average  of  60  days, 
Senator,  so  it  can  take  longer  in  individual  instances  with  individual 
mortgage  companies. 

Senatoi-  Gurney.  As  I  understand  it,  your  practice  with  these  com- 
panies is  probably  pretty  much  the  standard  practice  throughout  the 
industry;  that  is,'tlie  relationships  that  you  have  with  mortgage  banks 
or  bankers.  Is  that  right  ? 

Mr.  RoEDER.  I'm  sorry,  Senator.  I  missed  that. 

Senator  Gurxey.  I  say  insofar  as  these  companies  are  concerned, 
as  I  understand  it,  your  relationships  with  them  were  pretty  much 
the  same  as  any  commercial  bank  would  have  with  a  mortgage  banker. 

Mr.  Roeder.  Yes. 

Senator  Gi^rxey.  That  is  the  standard  practice  ? 

]Mr.  Roeder.  Yes. 

Senator  Gurney.  Well,  in  view  of  the  unfortunate  experience  with 
some  of  these  people,  are  you  going  to  revise  any  of  your  standard 
operating  procedures  in  this  area  ? 

:Mr.  Roeder.  This  might  well  be.  Senator.  I  think  the  last  thing 
that  we  would  want  to  do  would  be  to  go  out  of  the  mortgage  ware- 
housing business.  AVe  feel  mortgage  warehousing  lines  have  been  very 
constructive  financing  vehicles. 

Our  attempt  has  been,  since  some  of  the  testimony  that  has  been 
taken  by  your  subcommittee,  has  been  to  go  back  over  the  records  and 
see  if  there  are  areas  where  we  should  be  strengthening  our  internal 
pi-ocedures. 

Hopefully,  in  all  cases,  whether  we  are  dealing  with  mortgage 
bankers  or  dealing  with  any  other  type  of  customer,  we  hope  to  learn 
by  experience.  It  might  very  well  be  that  the  experiences  here  will 
lead  us  to  change  some  of  our  procedures.  I  would  certainly  hope, 
however,  as  I  say,  that  we  still  stay  in  the  warehousing  lines  of  credit 
business  because  we  think  it  is  good  business  for  the  bank,  and  it  is 
good  for  the  housing  industry. 

Senator  Gurney.  I  think  most  would  agree  with  you  that  obviously 
this  sort  of  vehicle  is  necessary,  or  something  like  it,  in  order  to  meet 
the  housing  demands  throughout  the  country.  I  do  not  think  that 
anybody  will  deny  that. 

I  think  it  is  also  a  fair  statement  to  say  that  the  prime  responsi- 
bility is  probably  the  Government's.  If  they  had  done  their  job  a 
little  bit  better,  we  probably  wouldn't  be  having  these  hearings,  and 
I  understand  that. 

I  also  understand  that  the  Government  is  not  the  most  efficient,  or 
sometimes  the  most  effective  operator  in  any  field.  I  suppose  this  is 
because  of  its  huge  size — well,  there  are  many  reasons  that  we  won't 
go  into  here,  but  it  seems  to  me  that  the  private  sector,  understanding 
that  there  are  errors  and  mistakes  made  in  big  Government  operations, 
can  sort  of  help  in  surveillance  and  checking.  That  is  really  the  ques- 
tion I  am  asking. 

What  could  your  bank,  and  other  banks  throughout  the  country,  do 
in  order  to  help  avoid  problems  like  we  have  here  ? 

Mr.  Roeder.  On  the  mortgage  banking  operation  itself,  Senator,  I 
think  the  ideal  answer  to  your  question  would  be  that  when  a  commer- 
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cial  bank  made  a  loan  under  a  warehousing  line,  it  would  go  out  and  do 
its  own  independent  inspection  and  appraisal  and  so  forth  on  any  mort- 
gage that  is  coming  into  the  warehouse. 

Ideally,  that  would  be  the  situation.  This  obviously  is  what  we  do 
when  we  make  our  own  conventional  loans,  and  originate  them 
ourselves. 

In  reality,  it  is  an  impossibility.  We  do  business  with  mortgage  ware- 
housing companies,  not  only  in  the  New  York  area,  but  throughout 
the  country.  Obviously  if  we  are  extending  credit  to  a  mortgage  banker 
in  California,  the  facilities  just  do  not  exist  to  do  that. 

Second,  the  time  element  would  be  so  great  that  I  would  be  fearful 
the  mortgage  loan  would  probably  never  be  made  because  you  are 
again  going  through  something  that  somebody  has  already  done 
before. 

Ideally,  this  is  the  way  to  check  up  on  somebody  else.  But  practi- 
cally, I'm  sure  it  just  could  not  work  in  the  day-to-day  making  of 
mortgage  loans. 

Senator  Gurney.  I  think  any  reasonable  person  would  agree  with 
that. 

Mr.  RoEDER.  I  think  the  key  aspect— it  really  is  the  confidence  factor. 

Senator  Gurney.  Excuse  me  ? 

Mr.  RoEDER.  The  confidence — the  confidence  factor.  We  commercial 
bankers  have  a  responsibility  to  know  our  customers.  We  think  that  we 
do  know  our  customers.  We  do  not  deal  with  them  unless  we  have  con- 
fidence in  them. 

That  confidence  could  be  misplaced.  Now,  are  there  wavs — and  these 
are  things  we  will  be  looking  for — are  there  ways  in  which  we  should 
detect  that  our  confidence  in  an  individual  organization  or  manage- 
ment should  be  deteriorating.  Are  there  things  that  come  to  our  atten- 
tion that  should  lead  us  to  believe  that  we  should  no  longer  do  business 
with  this  company  ? 

We  may  not  have  been  perfect  in  this  instance,  but  we  have  not  been 
perfect  in  other  instance?.  I  would  guess  that  a  vast  majority  of  losses 
that  commercial  banks  take  regardless  of  the  form  of  lending  that  they 
are  engaged  in,  is  the  result  of  misplaced  confidence  in  the  manage- 
ment of  an  organization. 

In  each  case  you  hope  you  learn  something  from  it.  but  I  think  that 
it  all  goes  back  to  that  confidence,  and  whether  you  have  placed  it  in 
the  right  place  or  not. 

How  do  you  learn  something  from  your  experience  that  will  help 
you  to  better  evaluate  that  management  and  ownership  the  second 
time  around  ? 

Senator  Gurney.  Well,  let  us  take  the  example  of  these  mortgage 
bankers  and  brokers  here — Eastern  Service  Corp.  and  some  of  these 
others. 

Isn't  that  one  way  that  a  financial  institution  can  help  get  on  top  of 
this  thinff,  by  checking  thoroughly  into  the  ownership  and  manage- 
ment of  these  mortgage  bankers  ? 

Mr.  Roeder.  In  virtually  all  of  these  cases  they  were  relationsliips 
that  had  gone  back  over  a  period  of  years. 

I  think  that  the  one  with  Eastern  Service  was  first  established  with 
the  bank  in  1958.  We  had  lonff  associations  with  that  organization.  War 
had  occasion  to  visit  their  headquarters  in  Hempstead." 
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"VVe  put  confidence  in  the  fact  that  they  had  been  approved  as  FHA 
mortgage  originators  by  the  FHA.  They  were,  likewise,  supplying 
mortgages  to  important  institutional  investors,  including  Fannie  Mae. 

The  experience  that  we  had  wath  them  under  the  warehousing  ar- 
rangement gave  us  no  reason  to  think  that  we  should  not  have  confi- 
dence in  them. 

We  checked  periodically  with  other  banks  with  whom  Eastern  Serv- 
ice, and  the  other  companies  mentioned  in  the  testimony,  do  business. 
In  all  cases,  we  received  satisfactory  replies  from  them,  viz-a-viz  their 
experience. 

Our  question  that  we  raised  with  ourselves,  should  we  have  been 
doing  more  in  a  different  way  to  try  to  find  out  if  our  confidence  should 
have  been  going  down.  We  did  not  come  to  that  point. 

Senator  Gurney.  Let  me  interrupt  there,  and  ask  you  what  happened 
to  Eastern.  Was  there  a  change  in  management  ?  Did  it  just  get  crooked 
overnight  ?  What  were  their  problems  ? 

Mr.  RoEDER.  To  the  best  of  my  knowledge,  there  were  no  changes  in. 
management — to  the  extent  they  may  have  changed  their  operation, 
and  changed  it  in  a  fashion  that  we  did  not  realize ;  this  could  have 
happened. 

This  is  one  of  the  things  that  I  think  we  should  do  with  all  of  our 
mortgage  banking  companies — go  back  and  try  to  check  further.  Has 
there  been  a  change  in  their  method  of  operation  that  we  have  not  be- 
come aware  of? 

But  we  were  not  familiar  with  any  one  or  series  of  things  that  oc- 
curred with  Eastern  Service,  or  the  other  companies  that  are  mentioned 
in  the  testimony. 

Senator  Gurnet.  Let  me  ask  this.  In  their  putting  together  packages 
of  mortgages— and  I  am  really  not  familiar  with  the  area  at  all,  so  I  am 
groping  here  for  facts — would  they  get  together  a  package  of  mort- 
gages from,  say,  Hempstead,  Long  Island,  or  someplace  like  that,  that 
were  all  in  one  area,  or  were  they  scattered  all  over? 

Mr.  EoEDER.  They  were  scattered  out.  Eastern  Service  handled  a 
fairly  large  section,  not  only  of  Xew  York,  but  going  into  upstate 
New  York. 

I  mentioned  Hempstead  only  because  that  is  where  their  head- 
quarters happened  to  be  located. 

But  in  the  mortgages  that  we  bought  for  our  own  portfolio  back  in 
the  early  1960's,  they  covered  a  much  broader  area  than  just  this 
particular  segment  of  Brooklyn  that  has  been  the  focus  of  your 
investigation. 

They  went  out  into  Queens  and  upstate  New  York. 

Senator  Gurn-ey.  Well,  I  am  thinking,  of  course,  now  of  the  problem 
that  we  have  here. 

Mr.  RoEDER.  As  of  now,  I  guess  the  majority — I  would  like  to  ask 
Ray  OTveefe  to  supplement  this.  The  majority  "would  be  in  the  inner- 
city  area.  Is  that  right,  Ray  ? 

Mr.  O'Keefe.  The  inner  city  area  and  Long  Island. 

Senator  Gurn-et.  So  in  this  operation  that  we  are  talking  about  now, 
they  were  concentrated  in  small  areas.  Is  that  right  ? 

Mr.  RoEDER.  Relatively  small  geographic  areas. 

Senator  Gurney.  Would  there  be  a  method  of  spot  checking  ?  I  tliink 
one  of  the  problems,  as  I  understand  it,  were  false  appraisals  that  were 
way  over  value,  or  in  considerable  excess  of  the  value  of  the  property. 
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Is  that  right  ? 

Mr.  RoKDER.  Yes. 

Senator  Gurney.  How  about  a  spot  check  from  time  to  time  of  some 
of  these  mortgage  companies?  If  the  mortgages  come  from  a  certain 
area — wouldn't  that  be  one  way,  perhaps,  of  finding  out  if  something 
went  wrong? 

Mr.  RoEDER.  It  is  certainly  another  possibility,  Senator.  I  would 
wonder  again,  and  it  could  be  done  in  the  New  York  metropolitan 
area  where  we  happen  to  be  located,  but  if  we  are  buying  a  mortgage 
from  a  California  mortgage  banker,  or  Chicago,  why,  it  would  not 
then  be  feasible  to  do  it. 

Spot  checking  in  certain  instances  is  a  possibility  when  it  is  done 
locally.  I  guess  it  comes  back  to  the  fact  that  hopefully  the  FHA  knows 
the  area  in  which  they  are  working  far  better  than  we  would  know  the 
area  in  which  they  are  working,  and  we  again  are  relying  on  the  fact 
that  the  FHA  has  done  the  job. 

Spot  checking  could  be  done.  It  would  make  the  overall  w- arehousing 
processing  more  expensive.  It  would  make  the  time  element  between 
the  point  at  which  the  mortgage  is  applied  for  and  is  ultimately  ap- 
proved longer,  and  this  is  one  of  the  complaints  that  we  continually 
have  in  mortgage  lending,  that  it  takes  too  long  to  get  a  mortgage 
closed. 

So  there  would  be  a  disadvantage  to  it.  But  it  is  a  possibility ;  yes. 

Senator  Gurnet.  Well,  I  was  not  thinking  so  much  of  spot  checking 
individual  loans  as  they  were  being  made,  although  I  think  that  might 
be  possible.  I  do  not  know  enough  about  your  business,  but  it  does  seem 
as  though  spot  checking  could  be  done  in  these  big  volume  mortgage 
banker  operations,  especially  within  your  own  area. 

I  mean  you  must  have  appraisers,  and  people  like  that,  that  take  care 
of  your  own  portfolio ;  don't  you  ? 

Mr.  Roeder.  Yes,  we  do.  But  again,  they  do  not  necessarily  overlap 
in  areas,  Senator. 

The  inner  city  mortgage  program  that  I  referred  to  here  that  the 
bank  has  started,  happens  to  be  in  the  Crown  Heights  section  of  Brook- 
lyn ;  in  the  Fort  Green  section  of  Brooklyn ;  and  in  Jamaica,  in  Queens. 

They  are  not  areas  which  overlap  with  what  happens  to  be  the  East 
New  York  section  that  we  are  talking  about  here.  So  that  the  areas  to 
which  our  appraisers  are  going  in  conjunction  with  our  own  lending 
may  not  necessarily  be  the  same  areas  that  the  mortgage  banker  is  deal- 
ing with  in  what  is  called  the  East  New  York  area. 

We  would  not  have  the  same  familiarity  Avith  that  area  as  we  would 
with  Fort  Green,  where  we  have  our  own  inner  city  program  going, 
and  we  have  our  people  out  in  the  field  dealing  with  the  community 
agency  and  our  appraiser  out  there  for  the  purpose  of  making  loans  to 
disadvantaged  areas. 

Senator  Gurney.  How  many  mortgage  bankers  or  brokers  would  you 
be  dealing  with  from  time  to  time  in  this  FHA  field  ? 

Mr.  Roeder.  I  believe  all  50  of  the  mortgage  bankers  that  we  provide 
warehousing  lines  to,  all  50  of  them  would  generate  FHA's,  VA's,  and 
conventional  mortgages  and  bring  them  into  our  warehouse. 

Senator  Gurney.  Your  dealings  are  with  about  50  ? 

Mr.  Roeder.  Fifty  in  total.  Yes,  sir. 
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Senator  Gurxey.  I  suppose  as  far  as  the  other  hirger  New  York 
banks  are  concerned,  it  woukl  be  figures  somewhere  hirger  than  that? 
Mr.  EoEDER.  I  would  not  be  sure  that  the  other  major  banks  have  been 
as  active  in  the  overall  held  of  mortgage  warehousing  as  we  have,  Sen- 
ator. We  like  to  think  we  have  had,  over  a  period  of  years,  a  very  aggres- 
sive real  estate  department  in  all  areas  of  lending. 

My  guess  would  be — although  to  the  best  of  my  knowledge  there  are 
no  competitive  statistics  available — my  guess  would  be  that  we  might 
be  more  active  in  the  total  warehousing  line  facilities  than  the  other 
major  banks  in  New  Yoi'k. 

In  the  other  areas  of  the  country,  Chicago  and  Detroit,  certainly  they 
would  be  very  active  wdth  mortgage  bankers  in  their  own  area,  but 
again,  I  am  not  sure  that  they  cover  the  country  to  the  same  extent  that 
Ave  do  with  some  50  mortgage  bankers  that  we  lend  to. 

Senator  Gueney.  One  thought  occurs  to  me.  As  a  practical  way  here 
perhaps  to  help  the  situation  out,  what  would  the  result  be  if  the  banks 
themselves  got  together  and  pooled  their  resources  to  some  extent  in 
the  New  York  area?  I  am  sure  you  have  banks  in  California,  which 
would  be  a  big  area. 

It  seems  as  though  it  could  perhaps  be  a  modus  operandi  here ;  that 
it  would  at  least  permit  some  spot  checking  from  time  to  time. 

Mr.  Roeder.  I  think  that  ties  in  somewhat  with  those  six  sugges- 
tions, Senator.  As  you  well  know,  any  attempt  of  organizations  to  get 
together  to — no  matter  how  good  the  purpose  may  be — can  be  so  con- 
strued as  a  violation  of  the  Antitrust  Act,  and  I  refer  to  this  in  the 
sixth  point. 

We  do  feel  that  there  has  to  be  more  coordination  among  financial 
institutions  that  are  interested  in  financing  housing  than  we  have  had 
up  to  now. 

We  have  made  some  attempts  to  do  this,  just,  for  instance,  through 
the  New  York  Clearing  House.  The  major  banks  in  New  York  that 
belong  to  the  New  York  Clearing  House,  have  run  across — counsel 
could  expand  on  this  a  little  bit  if  you  like,  too — antitrust  problems 
that  might  be  created  just  by  the  New  York  Clearing  House  banks 
trying  to  get  together  to  pool  their  resources  to  do  more  in  the  inner 
city  area,  much  less  being  able  to  go  outside  the  New  York  area  and 
work  with  banks  on  the  west  coast  or  in  the  Midwest. 
Senator  Gurney.  Well,  I  think  it  would  help  some. 
Mr.  RoEDER.  Roy,  would  you  like  to  comment  on  your  experience? 
Mr.  Haberkern.  I  think.  Senator,  that  we  really  have  two  areas. 
One  of  them  is  would  it  be  any  kind  of  conspiracy,  allocation  of  terri- 
tories or  customers,  and  that  kind  of  thing. 

I  assume  that  we  could  get  a  business  review  letter  from  the  Depart- 
ment of  Justice  that  would  deal  with  the  intent  and  the  purpose  of  the 
program,  and  they  might  grant  some  relief. 

But  of  course  the  Department  of  Justice  would  give  no  relief  from 
any  element  of  boycott. 

i  think  counsel  has  been  concerned  that  if  say  10  or  12  banks  were 
to  get  together  and  form  a  committee  to  work  with  conimunity  groups, 
and  were  to  decide  which  houses  were  capable  of  rehabilitation  in  their 
judgment;  provide  financing,  provide  sharing  the  risk,  that  there 
would  be  an  element  of  boycott  that  could  be  alleged  by  someone  whose 
house  was  not  chosen  for  rehabilitation,  or  some  claim  of  boycott  by 
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some  other  lenders  who  might  protest  that  their  area  of  lending  had 
been  superseded  by  this  cooperative  effort. 

It  is  that  kind  of  an  area,  Senator,  that  is  of  concern,  and  hence,  the 
sixth  point  that  Mr.  Boeder  mentioned. 

Senator  Gurney.  Do  you  think  the  suggestion  I  made  would  be  of 
concern  to  you  as  far  as  violating  antitrust  laws?  That  in  effect  co- 
operating together  to  spot  check  some  of  these  operations  ? 

Mr.  Haberkerx.  Well,  sir,  I  do  not  believe  banks  would  be  per- 
mitted to  get  together  under  the  present  laws,  certainly  to  discuss 
whom  they  would  do  business  with,  or  whom  they  would  not  do  busi- 
ness with,  or  what  the  terms  of  the  lending  might  be,  or  the  areas  in 
which  particular  banks  might  take  a  primary  lead. 

I  do  not  believe  that  any  of  that  is  possible  for  us,  sir. 

Senator  Gurnet.  I  am  not  sure  that  my  suggestion  touches  on  that. 

Mr.  Haberkern.  Well,  sir ;  suppose  that  one  were  to  say  that  bank  A 
in  California  was  to  do  spot  checking  of  potential  borrower  for  all  other 
banks  in  the  United  States  who  might  be  doing  business  in  California, 
and  bank  xY  would  decide  that  a  certain  individual  method  of  operation 
was  not  appropriate. 

I  daresay  that  has  some  serious  implications. 

Senator  Gurnet.  Well,  I  think  as  you  pointed  out,  I  would  tend  to 
agree,  but  I  am  not  thinking  of  it  in  that  area.  I  am  thinking  of  it  with 
relation  to  some  of  these  companies  that  you  have  been  doing  business 
with  for  a  number  of  years. 

I  am  speaking  now  of  your  particular  bank,  and  other  banks  that 
would  be  somewhat  similar.  I  do  not  think  there  is  a  question  there  of 
banks  pooling  information  to  decide  whether  they  will  lend  or  not.  It 
is  really  the  pooling  of  information  to  try  and  find  out  if  the  operation 
is  being  conducted  all  right. 

Certainly  within  a  community  of  bankers,  I  know  a  little  bit  about 
it  as  I  am  on  two  bank  boards  myself,  to  know  that  a  lot  of  exchange 
of  information  goes  on  in  a  community  about  people  who  are  doing 
business,  and  whether  they  are  good  risks,  poor  risks,  potential  trouble- 
makers— all  kinds  of  things. 

That  doesn't  have  anything  to  do  with  antitrust  business,  that  just 
has  to  do  with  good,  sound,  prudent  business  practice.  That  is  all  that 
I  am  trying  to  get  at  here. 

Mr.  Haberkern.  I  daresay  the  kind  of  credit  information  which  I 
believe  you  are  discussing,  that  is  the  experience  of  the  individual  bank 
with  an  individual  customer,  has  been  the  kind  of  thing  that  has  been 
going  on,  and  is  ordinary,  routine  banking  practice. 

But  I  thought  that  your  view  was  that  had  not  been  sufficient,  and 
that  it  had  to  be  more  particular  and  more  detailed,  and  in  greater 
depth  than  that  which  raises  other  kinds  of  questions. 

In  any  event,  sir,  it  is  just  a  subject  that  I  do  believe  and  have  sug- 
gested to  the  bank,  would  have  to  be  explored  in  order  to  permit  better 
coordination  of  effort  among  private  sectors. 

Senator  Gurnet.  Well,  it  seems  to  me  that  there  are  really  two 
problems  here  as  I  see  it.  If  there  are  others,  I  wish  you  would  point 
thom  out  to  me. 

As  I  understand  this  thing,  and  this  is  my  first  experience  with  it  this 
morning,  so  again,  I  am  grasping  for  facts,  but  one  is  an  oyer  evalua- 
tion of  a  property  so  an  operator  can  get  a  much  larger  commitment  and 
put  some  of  that  change  in  his  pocket. 
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ISTow,  that  is  one  of  the  problems ;  is  it  not  ? 

yir.  Haberkerx.  That  has  been  alleged,  sir;  yes. 

Senator  Gurnet.  And  the  other  problem  is  probably  a  very  poor 
contractor  who  throws  together  a  house,  and  cuts  corners,  and  cheats 
in  the  construction  part  of  it. 

These  seem  to  be  the  two  problems.  I  must  say  that  it  would  seem 
as  though  some  spot  checking  could  turn  up  both  of  those  problems  in 
a  heck  of  a  hurry  if  this  is  going  on  in  any  considerable  volume. 

This  is  the  suggestion  that  I  am  making.  Actually,  there  are  not  that 
many  operators  here.  Well,  you  have,  what  is  it,  the  largest  bank  in  the 
country  ? 

Mr.  Haberkern.  No,  sir ;  the  third  largest. 

Senator  Gurnet.  Well,  anyway,  it  is  a  big  bank,  and  yet  there  were 
only  50  customers  involved  here,  and  I  expect  probably  when  you  limit 
that  to  the  New  York  area,  there  are  a  whole  lot  less  involved. 

Some  of  these  customers  are  probably  in  Florida,  California,  and 
other  places. 

All  I  am  suggesting  then  is  that  as  far  as  this  New  York  situation, 
the  New  York  operators  are  concerned,  it  does  seem  to  me  that  it  could 
be  that  some  checking  is  done  here,  and  that  is  all  I  am  suggesting. 

Do  you  have  a  practical  way  of  coming  up  with — tightening  up  this 
operation  ? 

Mr.  Roeder.  Yes.  I  think  I  will  be  able  to  get  a  little  closer  to  your 
specific  point.  Senator. 

I  had  best  go  in  a  little  bit  more  into  the  extension  of  credit  under 
the  warehousing  line  as  such.  "When  these  mortgages  come  in,  it  has 
not  been  our  practice  to  say,  "Is  this  particular  piece  of  property 
at  such  and  such  a  location  on  such  and  such  a  street  in  such  and  such 
a  section  of  Brooklyn  ?" 

We  can't,  when  another  one  comes  in  3  days  later,  try  to  track  back 
and  see  if  it  is  only  two  blocks  away  from  the  first,  and  one  that  comes 
in  a  few  days  later,  as  part  of  the  package  that  is  being  built  up,  to  try 
and  trace  that  one  back. 

We  have  not  had  a  procedure  in  lending  against  these  individual 
mortgasres  to  try  to  see  where  each  one  of  them  was.  Again,  only  be- 
cause of  the  mass  involved. 

If  we  go  on  the  assumption  that  each  one  of  these  mortgages  has  an 
average  value  of  $20,000.  whether  that  be  a  good  or  a  bad  figure,  and 
that  most  of  the  packairps  that  nre  built  up  by  the  mortgage  banker  are 
one-,  two-,  and  three-million-dollar  packages,  they  are  coming  in  large 
volume.  So  we  are  not  in  the  position,  just  because  of  the  tremendous 
number  of  individual  mortsra fires,  of  tracking  each  one  and  coming  to 
a  realization  that  in  this  package  the  properties  are  concentrated  in, 
let's  say.  a  four-block  area. 

Now  certainly,  again,  it  could  be  done,  and  this  would  be  part  of  the 
review  we  would  be  making  of  our  overall  operation.  Whether  it 
would  turn  out  to  be  feasible  to  actually  map  out  in  any  one  sreo- 
praphical  area,  whether  it  be  in  New  York  or  some  segment  of  Cali- 
fornia, or  some  segment  of  Florida,  to  actually  do  that  and  realize 
what  the  concentration  is  of  the  package  that  you  happen  to  be  build- 
in^r  up.  I  am  not  sure. 

Theoretically  you  can  do  it,  and  certainlv  we  will  be  looking  at  all 
of  these  areas.  Practically  again,  I  am  not  100  percent  sure  the  methods 
under  which  the  warehousing  lines  operates. 
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Senator  Gurney.  Well,  I  am  certainly  not  either,  and  all  I  am  say- 
ing is  that  I  do  strongly  suggest  that  you  put  one  of  your  brilliant 
young  minds  to  work  on'that  particular  problem  because  maybe  some- 
thing will  turn  up  that  is  a  practical  way  to  supervise  this  business, 
and  catch  up  with  some  of  these  areas  we  are  talking  about  here. 

I  must  say  that  I  have  always  thought  that  banks  and  bankers  have 
a  community  obligation  of  some  sort.  After  all,  it  is  a  monopoly  in  a 
way,  and  after  all,  the  assets  and  money  of  a  great  many  citizens  of  a 
community  are  in  a  bank. 

The  banker  uses  the  money.  He  makes  profits  on  it.  There  is  nothing 
wrong  with  that.  That  is  the  way  our  society  works,  and  that  is  the 
way  it  ought  to  be. 

i)Ut  I  do  think  there  also  is  a  community  obligation  to  make  sure 
that  the  money  of  the  citizens  is  invested  in  a  socially  responsible  wayfl 

Perhaps  that  may  be  more  in  a  community  like  I  live  in,  a  smaller 
community  perhaps  than  yours. 

But  the  way  the  money  is  used,  or  misused,  has  a  great  deal  of  effect, 
I  think,  upon  the  way  a  community  grows.  I  remember  when  I  first 
moved  to  Florida,  in  the  town  I  lived  in  we  only  had  one  bank,  and  you 
either  did  business  their  way  or  you  didn't  do  business  their  way. 

Then  another  bank  was  started,  and  I  am  connected  with  the  other 
bank.  Things  then  changed  drastically  because  you  put  some  competi- 
tion in  the  field  and  made  the  other  Ijank  do  much  more,  be  more  re- 
sponsible and  community  minded. 

Well,  perhaps  in  this  FHA  financing  there  could  be  some  practical 
ways,  perhaps  at  not  too  prohibitive  costs,  to  help  improve  the  situa- 
tion. 

I  make  that  statement  realizing  that  it  is  not  your  responsibility.  I 
understand  that.  It  really  is  the  Government's  responsibility.  They 
made  the  error,  and  I  know  that.  too. 

But  I  do  think  that  within  our  society  at  some  times,  citizens  have 
to  check  up  on  other  citizens,  and  other  operations.  When  we  do  that, 
we  sometimes  have  a  better  community,  a  better  society. 

Mr.  RoEDER.  I  agree  with  you  completely  on  that.  Senator.  We  hope 
that  our  record  on  community  responsibility  and  social  responsibility 
is  quite  good.  We  hope  to  be  able  to  do  more,  and  there  may  be  ways 
in  which  we  can  improve  it. 

We  certainly  agree  with  your  basic  point  of  view. 
Senator  Gitrney.  I  was  not  suggesting  that  you  didn't  have  that  at 
all.  I  did  not  intend  to  suggest  that.  I  was  really  thinking  of  the 
situations  at  home,  not  in  New  York. 

On  page  9,  where  you  had  mentioned  the  drastic  change  in  the 
Federal  housing  programs  that  began  in  1968,  that  whole  paragraph 
there  about  FHA  being  directed  to  move  into  declining  urban  areas. 

Then  your  statement  says  that  there  are  many  ramifications  un- 
appreciated at  the  time. 

T  Avonder  if  you  can  amplify  on  that  a  little  bit? 

In  other  words,  I  take  it  from  the  statement  that  perhaps  this  is 
one  of  the  reasons  why  you  are  having  some  problems  with  this  FHA 
operation,  and  why  the  subcommittee  is  holding  these  hearings. 

I  wonder  if  you  could  amplify  on  that  and  help  us  out. 
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Mr.  RoEDER.  I  think  prior  to  19C)8,  Senator,  the  FHA's  primcary 
emphasis  had  not  been  on  inner  city  lending  in  declining  areas.  It  had 
been  in  other  areas  of  housing  finance, 

Tlien  in  106H,  the  FIT  A  was  given  the  specific  mandate  to  move 
much  more  actively  into  older,  declining  urban  areas,  and  to  provide 
adequate   housing   for  low-   and   moderate-income   f:\milies. 

Our  own  experience  has  been  that  when  you  switcli  from  lending 
in  Scarsdale,  N.Y.,  to  lending  in  Fort  Green,  Brooklyn,  you  have  to 
set  up  a  new  kind  of  procedure. 

You  have  to.  in  many  cases,  have  an  entirely  different  kind  of  per- 
sonnel. This  is  the  reason  why  when  we  decided  to  move  aggressively 
into  the  inner-city  areas,  we  assigned  a  s[)ecific  officer  of  the  bank, 
]Mr.  Quinn,  to  spend  all  his  time  on  just  that  because  we  knew  we 
couldn't  take  people  who  had  been  appraising  houses  and  approving 
credit  risks  in  Scarsdale,  N.Y.,  one  of  the  wealtliier  communities  in 
the  New  York  area,  and  expect  him  to  be  able  to  do  the  same  thing 
in  the  inner  city  areas. 

The  approach  has  to  be  different.  The  controls  that  you  have  to  put 
on  the  situation  must  be  entirely  different.  You  have  to  do  far  more 
counseling  with  the  in.dividual  borrower  in  the  event  that  loan  should 
become  delinquent.  How  do  3'ou  keep  it  from  l^ecoming  a  foreclosure? 

Can  you  help  him  in  other  ways,  rather  than  just  lending  him  the 
money  for  the  house  ?  Can  you  do  something  more  for  the  neighbor- 
hood? Does  he  have  problems  because  his  wife  can't  keep  her  job, 
and  she  has  to  have  a  day  care  center  for  the  children  ? 

I'm  afraid  that  in  1968,  when  the  FHA  was  directed  to  move  into 
this  inner-city  area,  that  it  wasn't  rceog-nized  that  an  entirely  dilfei-ent 
approach  had  to  be  taken,  and  the  business  as  usual  method  of  lending 
outside  the  inner-city  area  was  carried  over  into  the  inner-city  area. 

In  our  view,  that  just  won't  work.  It  takes  a  different  kind  of  talent. 
It  takes  a  dift'erent  kind  of  policing,  and  probably  most  importantly, 
as  I  mentioned  in  the  testimony,  you  cannot  just  look  at  the  houses. 
You  have  to  look  at  the  things  that  surround  the  housing.  What  else 
can  you  do  with  the  community  ? 

If  it  is  going  to  be  successful,  you  have  to  get  the  community  leaders 
working  with  you.  They  have  to  want  to  improve  their  community  as 
a  community  and  not  just  as  a  local  piece  of  property  that  happens  to 
be  located  there. 

So,  we  try  to  make  small  loans  to  many  small  businessmen  to  get 
them  started  in  that  community.  We  have  our  so-called  community  vol- 
unteers, of  which  we  have  some  300  in  the  bank  who  do  this  on  a  part- 
time  basis,  whom  we  send  in  to  help  set  up  pla^'  streets;  to  see  if  we 
can  work  with  the  school  authorities  on  the  school  structure ;  to  see  if 
we  can  go  in  and  help  with  remedial  reading  in  the  evening  because 
sometimes  the  schools  aren't  very  good. 

These  are  things  that  obviously  the  FHA  was  not  in  a  position  to 
do.  They  were  not,  as  far  I  know,  directed  to  do  them  so  they  were 
carrying  over  the  old  method  of  doing  business  into  an  entirely  new 
area  that  they  were  just  not  able  to  cope  with,  in  my  opinion. 

Senator  Gurnet.  Would  one  of  the  problems  perhaps  Tbe  that  people 
buying  the  homes  perhaps  were  not  knowledgeable  enough  to  realize 
that  they  were  beiix;^  taken  ? 
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Mr.  RoEDEB.  Yes,  sir.  From  time  to  time  we  would  be  criticized  at 
the  Chase  IManhattan  Bank  for  not  making  certain  mortgage  loans, 
but  we  would  prefer  not  to  make  a  mortgage  loan  just  for  the  sake  of 
allowing  an  individual  to  buy  a  house. 

We  want  to  be  satisfied,  being  as  flexible  as  we  can,  giving  as  much 
help  as  we  can,  that  he  is  going  to  be  able  to  retain  ownership  of  that 
house  and  make  payments. 

We  think  we  do  him  a  disservice  if  we  make  the  loan  to  him  wlien 
we  feel  in  our  own  mind  that  he  may  not  be  able  to  keep  the  property. 

I  think  in  many  cases  people  do  not  realize  exactly  what  they  are 
getting  into.  We  try  to  keep  them  from  finding  themselves  in  that 
position. 

Senator  Gurney.  I  certainly  would  agree.  I  think  probably  too,  in 
the  overall  economic  health  of  a  large  city,  it  is  extremely  important  to 
the  entire  city,  as  well  as  the  entire  institutions  in  it,  that  these  projects 
work  so  that  the  economic  health  of  the  city  is  improved. 

One  other  question  here.  On  page  12,  this  point  one,  where  you  say 
at  the  ending  of  that  sentence,  "I  do  believe  an  independent  FHA 
should  be  giv^n  resources  and  mandate  to  fulfill  its  latent  supervisory 
potential." 

Does  the  adjective  "independent"  mean  anything  there  ?  That  is  my 
question. 

Mr.  Roeder.  No,  sir.  The  word  independent  was  not  put  in  to  indi- 
cate that  they  should  be  operating  under  a  different  jurisdiction  than  it 
now  is.  Rather,  FHA,  because  it  is  in  the  kind  of  business  that  it  was 
directed  to  in  1968,  and  because  the  ground  rules  have  to  be  changed 
if,  in  our  opinion,  it  is  to  be  successful,  it  should  be  assured  that  it 
has  the  funds,  has  the  manpower,  and  has  set  up  its  ovv-n  proceedings  in 
a  way  that  it  can  do  the  job,  and  that  it  can  do  the  supervisory  work 
with  the  mortgage  banking  industry. 

My  understanding  of  the  law  is  that  within  the  FHA  legislation  as 
presently  constituted,  the  potential  for  having  supervisory  authority 
over  mortgage  banking  companies  exists. 

I  feel  that  if  the  FHA  had  the  ability  to  carry  out  that  supervisory 
authority  it  can  do  it.  I  would  prefer  this  to  the  course  suggested  by 
some  that  we  have  a  separate  policing  body  of  some  kind  for  the  mort- 
gage banking  industry  that  would  move  in  with  another  new  set  of  reg- 
ulations, and  so  forth. 

Our  feeling  is  that  the  potential  exists.  It  is  a  matter  of  being  car- 
ried out  by  the  existing  agency  rather  than  bringing  in  new  bodies. 

Senator  Gueney.  Thank  you.  And  I  want  to  thank  you  for  your  full 
and  comprehensive  answers.  If  you  will  submit  to  the  subcommittee 
perhaps  any  concrete  suggestions  with  regard  to  these  subjects  that  we 
have  been  talking  about,  I  would  appreciate  it,  if  you  think  you  can 
arrive  at  a  procedure  of  spot  checking,  you  might  approve  of  the 
operations. 

I  see  the  chairman  of  the  committee  has  now  arrived.  Senator  Hart, 
Mr.  Chairman,  I  have  finished  my  questioning. 

Senator  Hart.  First,  before  apologizing  to  our  witness,  I  want  to 
thank  Senator  Gurney  for  taking  the  hearing  this  morning,  and  then 
apologize  to  you  gentlemen  for  having  been  late.  I  will  read  the 
statement. 

Mr.  Blum? 
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Mr.  Blum.  First,  I  would  like  to  thank  all  of  you  personally  for 
the  great  cooperation  you  have  given  the  subcommittee  in  terms  of  the 
information  you  have  provided,  and  the  time  j'ou  have  taken  to  as- 
semble the  information.  I  know  it  has  been  very  difficult  and  time  con- 
suming. Thank  you  very  much. 

Mr.  RoEDER.  You  are  welcome. 

Mr.  Blum.  Before  we  move  into  details  of  some  of  the  things  that 
happened  in  New  York,  perhaps  it  would  be  best  to  follow  up  a  little 
more  completely  the  role  the  bank  plays,  and  the  ^^arent  company  plays 
in  the  real  estate  business. 

As  I  understand  it,  the  parent  corporation  of  the  bank  owns  two 
mortgage  companies.  Is  that  correct  ? 

Mr.  RoEDER.  We  own  two  mortgage  companies :  Housing  Investment 
Corp.  in  Puerto  Rico — I  believe  that  is  a  subsidiary  of  the  bank — and 
Dovenmuehle,  Inc.,  in  Chicago,  which  is  a  subsidiary  of  the  holding 
company. 

Mr.  Blum.  Would  you  mind  describing  for  the  record  something  of 
the  nature  of  their  business  ?  What  do  they  do  ? 

Mr.  RoEDER.  Mr.  O'Keefe  is  a  director  of  both  of  those  companies, 
]Mr.  Blum,  if  he  can  answer  that. 

Mr,  O'Keefe.  Housing  Investment  Corp.  in  Puerto  Rico  engages 
primarily  in  the  financing  of  single  family  homes,  mostly  new  homes, 
in  Puerto  Rico,  having  a  significant  portion  of  the  market. 

They  are  responsible  now  for  servicing  some  $600  million  in  mort- 
gages, but  their  expertise  is  in  the  area  of  originating  FHA  loans  for 
builders  and  homeowners  on  new  properties,  in  most  instances,  in 
Puerto  Rico. 

Dovenmuehle,  Inc.,  on  the  other  hand,  in  Chicago,  the  overwhelming 
proportion  of  business  is  financing  multif  amily  construction,  primarily 
in  the  Chicago  area. 

Mr.  Blum.  In  connection  with  the  operation  of  the  company  in 
Puerto  Rico,  do  you  find  that  you  are  able  to  make  monej^  on  the  under- 
writing of  FHA  loans '?  That  is,  is  the  point  that  FHA  allow^s  its  origi- 
nation fee  sufficient  to  cover  the  cost  of  originating  FHA  loans  there  ? 

Mr.  O'Keefe.  Well,  the  financing  handled  by  HlC  in  Puerto  Rico 
does  not  depend  solely  on  fees  coming  from  FHA.  We  get  in  at  the 
very  start,  do  the  financing  of  the  land,  do  the  financing  of  construc- 
tion, and  finally  make  the  permanent  loan,  and  sell  it  in  the  secondary 
market. 

So,  I  would  say  a  large  proportion  of  their  profits  would  come  from 
the  rates  and  fees  in  the, land  development,  and  on  the  construction 
loans. 

Mr.  Blum.  What  I  was  getting  at  was  something  else.  That  is  I  was 
trying  to  find  out  whether  or  not  the  cost  of  underwriting — that  is  the 
expense  you  go  to  in  sitting  down  with  a  buyer,  filling  out  the  forms — 
is  allowed  for  in  the  FHA  fee  schedule,  and  whether  that  fee  schedule 
is  adequate  ? 

I  am  trying  to  get  a  feel  for  it  from  the  experience  you  have  had 
with  housing  investment. 

Mr.  O'Keefe.  I  would  say  the  fee  covers  the  cost.  In  som.e  instances, 
depending  on  the  circumstances,  maybe  there  is  a  little  profit  or  a  little 
loss,  but  the  mortgage  company  looks  down  the  road  to  the  servicing 
fee  that  it  will  receive  during  the  life  of  that  morto-ao-e. 
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Mr.  Blum.  You  do  feel  that  the  origination  fee  is  adequate  to  allo"w 
you  to  do  a  good  origination  job  ?  That  is  really  the  point. 

]Mr.  O'IIeefe.  Yes. 

Mr.  Blum.  When  did  you  get  into  those  mortgage  businesses,  by 
the  way? 

INIr.  CKeefe.  We  bought  Housing  Investment  Corp.  in  January 
1960.  We  bought  Douvenmuehle  late  in  1969. 

Mr.  Blum.  Did  both  of  them  maintain  warehousing  lines  with  the 
bank? 

Mr.  O'Keefe.  AVith  our  bank  ? 

]\Ir.  BLLn\r.  Yes. 

]Mr.  O'Keefe.  Douvenmuehle  does  not.  It  is  iiot  permitted,  except 
under  certain  circumstances,  and  it  would  not  be  practical  for  it  to 
have  lines  from  Chase. 

In  the  case  of  Housing  In'S'estment  Corp.,  it  is  a  subsidiary  corpora- 
tion authorized  under  the  Federal  Eeserve  Act,  and  our  bank  can  make 
loans  to  it. 

Mr.  Blum.  Does  the  bank  act  as  an  adviser  to  real  estate  investment 
trusts  ? 

]Mr.  O'Keefe.  Yes.  it  does. 

ISIr.  Blum.  "NAHiat  is  tliat  trust?  What  is  the  nature  of  that  trust  in 
its  operation? 

]Mr  O'Keefe.  The  Chase  INIanhattan  ^Mortgage  &  Eealty  Trust  is 
based  in  Boston,  and  in  our  capacity  as  advisor,  we  recommend  loans 
to  it.  The  types  of  loans  are  mostly  large  short-term  construction  loans 
which  at  the  present  time  constitute  about  75  percent  of  the  portfolio, 
with  the  remaining  25  percent  in  longer  term  loans  and  efjuity 
interests. 

The  financing  of  single-family  housing,  except  occasionally  through 
the  construction  mediimi,  is  not  a  part  of  the  present  investment 
policy. 

Mr.  Blum.  A  recent  news  story  in  the  financial  section  of  the  New 
York  Times  suggested  that  the  parent  corporation  of  Chase  w^as  in- 
terested in  acquiring  a  savings  and  loan  association. 

Was  that  report  correct  ? 

]Mr.  EoEDER.  As  a  matter  of  fact,  we  Avere  in  touch,  ]Mr.  Blum,  and 
have  learned  that  all  of  the  facts  stated  in  that  New  York  Times 
article  regarding  an  investigation  by  the  Federal  Eeserve  were  net 
accurate. 

We  were  told,  and  we  understand  it  was  on  the  Dow  Jones  ticker 
yesterday  afternoon,  that  the  Federal  Eeserve  does  not  have  plans  to 
make  any  sort  of  investigation  along  the  lines  of  the  New  York  Times' 
storv. 

Mr.  Bi.xjM.  OK.  I  thought  I  had  clarified  that.  Let  me  try  agam. 

I  was  talkino:  about  a  large  piece  in  the  Sunday  financial  section 
that  talked  about  the  bank's  overall  activitios,  and  particularly  the 
aggressive  real  estate  operation,  and  the  discussion  there  of  a  potential 
for  acquiring  a  savings  and  loan  becaiise  you  thought  very  highly  of 
the  potential  in  the  housing  field,  the  real  estate  lending  field. 

I  wonder  whether  that  report  was  substantially  correct. 

Mr.  Boeder.  We  do  not  have  any  present  plans  to  acquire  a  savings 
and  loan  association.  It  would  be  Very,  very  questionable,  Mr.  Blum, 
under  the  terms  of  the  bank  holding  company,  whether  the  Federal 
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Reserve  would  allow  a  commercial  bank  to  buy  a  savings  and  loan 
corporation. 

It  is  a  vehicle,  but  I  am  not  at  all  sure  we  could  do  it,  and  We 
have  no  present  plans  for  so  doing. 

Mr.  Blum.  To  what  extent  does  the  bank's  activity  in  the  manage- 
ment of  trust  funds  make  it  the  purchaser  or  mortgages,  and  real 
estate  related  interests?  Is  that  something  else  that  you  do? 

Mr.  O'Keefe.  Yes.  We  work  in  a  staff  capacity  with  the  trust  de- 
partment and  recommend  real  estate  investments  to  it.  They  have,  in 
past  years,  particularly  in  the  1960's,  invested  in  FHA  and  VA  loans, 
and  made  conventional  loans  on  income-producing  property. 

Mr.  Blum.  So  the  purchases  would  be  coordinated  with  the  real 
estate  department  ?  Somebody  from  the  trust  department  would  check 
with  the  real  estate  department  and  say,  "What  do  you  think  of  the 
real  estate  market?" 

Mr.  O'Keefe.  That  is  right. 

Mr.  Blum.  Am  I  correct  in  saying  that  the  bank  has  roughly  160 
branches  in  New  York,  and  by  my  count,  37  in  Brooklyn?  Does  that 
sound  right? 

Mr.  RoEDER.  We  have  26  in  Brooklyn,  Mr.  Blum.  A  total  of  172 
l)ranches,  of  which  26  are  in  Brooklyn. 

Mr.  Blum.  Thank  you.  Were  the  mortgages  you  originated  in  New 
York  done  in  branch  offices  or  are  they  handled  by  the  main  office  real 
estate  department?  How  do  you  handle  the  origination  of  FHA  in 
New  York  ? 

INIr.  O'Keefe.  The  applications  normally  flow  through  the  individ- 
ual bank  branches,  and  are  referred  to  the  real  estate  department,  and 
the  real  estate  department  is  responsible  for  processing,  and  respon- 
sible for  the  quality,  and  responsible  for  the  servicing. 

INIr.  Blum.  In  effect,  the  branch  manager  accepts  the  application, 
forwards  it  to  the  central  office,  and  then  you  decide  what  to  do  or 
not  do? 

]\Ir.  O'Iveefe.  Right.  The  sole  function  of  the  branch  office  is  this : 
If  a  customer  of  the  particular  branch  w^as  involved,  he  would  give 
the  details  of  the  relationship,  and  his  rating  of  the  credit  worthiness 
of  the  particular  individual. 

Mr.  Blum.  Returning  for  a  minute  to  the  warehousing  lines  of 
credit  you  maintain — Senator  Gurney  explored  this  in  detail,  the  50 
different  mortgage  bankers  you  deal  with,  and  the  extent  of  the 
business. 

I  wonder  if  those  mortgage  bankers  are  of  varying  type.  There  are 
some  specialists  in  tract  development;  other  specialists  in  spot  loans. 
Do  you  specialize  in  one  type  of  mortgage  banker?  What  is  the 
characteristic. 

Mr.  O'Keefe.  No  ;  they  run  the  gamut.  It  depends  on  the  charac- 
teristics of  the  particular  locality  that  they  are  operating  in. 

Some  are  in  tract  business;  some  are  in  spot  business;  some  are  pri- 
marily in  commercial  lending;  some  are  in  multifamily. 

Mr!  Blum.  Do  mortgage  bankers  generally  get  a  reputation  as  being 
in  the  spot  business  or  in  the  tract  business,  or  w^hatever? 

]\Ir.  O'Keefe.  I  don't  think  I  understand  your  question. 

]Mr.  Blum.  Well,  might  a  mortgage  banker  of  a  large  mortgage  bank- 
ing house,  or  a  mortgage  banker  in  a  particular  area  become  known  as 
a  specialist  in  tract  development,  or  a  specialist  in  spot  FHA  loans? 

83-703 — 73- 
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Is  there  that  kind  of  reputation  ? 

Mr.  O'Keefe.  I  think  that  most  in  this  day  and  age  are  engaged 
both  in  tract  and  spot,  but  there  are  mortgage  banking  institutions 
or  companies  that  specialize  in  spot  alone. 

Mr.  Bi.uM.  In  the  warehousing  lending  that  you  do,  is  any  of  it  done 
on  a  group  basis  ?  That  is  where  a  corresponding  bank  originates  it, 
and  then  a  number  of  banks  share  the  risk  'i 

Mr.  CKeefe.  Yes.  There  are  lines  that  are  handled  by  the  bank  in 
the  locality  of  the  mortgage  banker,  and  banks  in  the  money  centers 
of  the  country  will  participate  in  that  line  because  it  could  not  be 
handled  totally  by  the  local  bank.  The  local  bank  would  be  responsible 
for  hauling  all  the  collateral  shipments,  and  so  forth. 

Mr.  Blum.  In  other  words,  the  local  bank  takes  the  responsibility 
for  supervising  the  mortgage  company  in  detail,  and  what  you  do  is 
apply  a  portion  of  that  line  of  credit  as  it  is  demanded  in  the  loan 
situation  ? 

Mr.  O'Keefe.  Yes;  but  we  would  underwrite  the  credit. 

Mr.  Blum.  That  is  the  credit  of  the  company,  but  you  would  not 
be  looking  at  all  at  the  papers  underlying  the  security  ? 

Mr.  O'Keefe.  The  papers  would  be  flowing  through  the  local  bank. 

Mr.  Blum.  Are  any  of  the  mortgage  companies  to  which  you  extend 
warehousing  lines,  subsidiaries  of  banks  ? 

Mr.  O'Keefe.  Yes. 

INIr.  Blum.  To  what  degree  is  there  a  trend  or  bank  ownership  with 
mortgage  companies?  Is  that  something  accelerating? 

Mr.  O'Keefe.  I  would  say  that  it  has  been  the  dominant  trend  in 
the  past  5  years,  it  is  accelerating. 

Mr.  KoEDER.  If  I  may  expand  just  a  bit,  ]\Ir.  Blum,  on  the  point  of 
mortgage  banking  firms  being  owned  by  commeicial  banks.  They  may 
also  be  owned  by  other  kinds  of  enterprises.  I  think  you  will  find 
mortgage  banking  companies  owned,  for  instance,  by  certain  manu- 
facturing companies. 

Mr.  Blum.  Why  would  a  commercial  bank  want  to  own  a  mortgage 
company  ?  What  are  the  opportunities  that  ownership  offers  that  makes 
it  attractive  ? 

]Mr.  O'Keefe.  Well,  if  we  look  ahead  to  the  next  decade,  all  predic- 
tioiis  are  that  there  is  going  to  be  a  tremendous  demand  for  houses 
and  there  would  be  a  short  fall  between  the  supply  of  funds  available 
and  the  demand. 

Under  those  circumstances,  because  the  business  is  closely  related 
to  banking,  most  banks,  I  think,  want  to  get  more  deeply  into  real 
estate  finance  now  and  perform  an  essential  banking  service. 

Mr.  Blum.  In  other  words,  it  is  a  very  good  vehicle  for  participat- 
ing in  a  growing  market  and  providing  an  essential  service  related  to 
the  banks'  basic  function  ? 

Mr.  O'Keefe.  Eight. 

Mr.  RoEDER.  It  goes  a  little  further  than  that,  too,  Mr.  Blum. 

x\s  you  know,  for  instance,  in  New  York  we  are  only  able  to  have 
brandies  within  the  five  boroughs  and  in  Nassau  and  W^estchester 
Counties,  and  are  now  limited  to  affiliated  banks  in  upstate  New  York. 

But  we  are  precluded  by  law  from  opei'ating  branches  or  banks  out- 
side of  the  State.  So,  having  an  interest  in  a  mortgage  banking  com- 
pany, for  instance,  as  we  do  in  Chicago,  spreads  our  geographical 
ability  to  operate  throughout  the  country. 
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And  we  would  lio])o,  as  time  p-oes  on.  there  will  be  moi'e  oeo<iTaphic{il 
spread  amon<jst  commercial  banks,  primarily  thronirh  bank  holdinc: 
companies,  rather  than  bein<i  limited  to  what  are  basically  geographi- 
cal areas  set  up  many  years  ago  that  really  do  not  make  too  much  sense 
any  more. 

^[r.  Blum.  YHien  a  supervised  bank  buys  a  mortgage  company,  does 
that  mortgage  companj^  come  under  the  supervision  of  the  bank  regu- 
lators authorities? 

For  example,  is  your  bank-owned  mortgage  company  examined  by 
bank  examiners,  or  checked  by  bank  examiners  ? 

Mr.  O'Keefk.  No. 

Mr.  Haberkern.  Mr.  Blum,  under  the  National  Bank  Act,  the 
Comptroller  of  the  Currency,  in  the  case  of  a  national  bank,  has 
complete  supervisory  authority  over  any  bank  affiliate. 

So.  the  Com])tro11er  of  the  Currency  has  complete  powers  of  exami- 
nation and  supervision  over  these  affiliates. 

I  recently  had  occasion  to  discuss  with  the  Comptrollei-  what  kinds 
of  supervisory  authority  he  would  exercise,  and  it  is  perfectly  apparent 
that  he  believes  his  authority  is  coterminous  with  that  over  the  bank 
itself. 

Also,  sir,  under  the  Bank  Holding  Company  Act,  the  Federal  Re- 
serve Board  has  supervisory  authority  over  the  bankholding  company 
and  its  affiliates. 

Just  how  the  two  jurisdictions,  overlapping,  are  going  to  decide 
whicli  does  what,  I  don't  knoAv,  sir.  But  I  understand,  now,  that  is  a 
matter  for  discussion  among  the  interbank  agencies. 

My.  Blum.  Is  it  your  understanding  that  plans  are  in  the  works 
to  have  the  bank  regulatory  agencies  become  more  active  in  the  super- 
vision of  bank-owned  mortgage  companies? 

Mr.  Haberkern.  I  understand — I  cannot  say  mortgage  companies 
as  such,  sir,  but  I  do  understand  it  is  planned  to  have  a  program 
worked  out  for  supervision  over  all  bank  affiliates. 

Mr.  Blum.  To  improve  our  understanding  a  bit,  I  would  like  to 
express  some  of  the  mechanics  of  the  warehousing  line  of  credit. 

First,  it  is  correct  to  say  that  the  typical  mortgage  company  oper- 
ates Avith  a  rather  thin  capital  base  in  relation  to  volume  of  business? 

Mr.  O'Keefe.  Well,  the  term  "thin"  is  relative.  I  think  ^Ir  Boeder 
explained  m  his  testimony  that  they  do  have  a  hiffh  multiple  of  net 
worth  to  any  credit  available  to  them  because  of'^tlie  nature  of  tlie 
collateral  that  is  placed  to  secure  each  loan  made  to  them. 

So,  the  leverage  is  greater  than  in  many  other  tvpes  of  business 
but  not  greater  than  it  is  in  other  types  of  business  where  we  lend 
on  collateral  that  is  comparable. 

Mr.  Blum.  Is  it  correct  to  say  that  because  the  bank  limits  its  ware- 
housing lines  ol  credit  to  a  loan  secured  by  mortgages,  which  are  FH  \ 
insured  and  whicli  are  subject  to  take-out  commitment,  both,  there  is 
very  little  risk?  ' 

Your  loans  on  that  warehousing  line  are  secured  bv  FHA  insured 
mortgages.  Am  I  correct?  And  those  mortgages,  at  the  time  you  make 
the  loan,  are  subject  to,  m  a  typical  situation,  an  agreement  by  someone 
else  to  buy  it  m  a  stated  period  of  time,  at  a  certain  price 

Will  you  make  a  loan  on  a  mortgage  that  is  not  subject  to  a  take-out 
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Mv.  O'Kf^EFE.  Yes;  and  we  set  the  inarji:in,  the  amount  we  would 
lend  on  that  particular  mortgage,  for  a  company  that  we  have  eon- 
sidiMable  confidence  in,  at  a  price  that  relates  to  the  market,  at  a 
price  at  which  the  mortgage  could  be  sold. 

Mr.  Blum.  In  other  words,  the  loan  value  ratio  might  differ  some- 
wliat  from  a  mortgage  under  which  there  is  no  takeout  commitment  ? 

]Mr.  O'Keefe.  Not  the  loan  value  ratio.  It  would  be  a  certain  percent 
of  the  principal  of  the  loan. 

Mr.  Beum.  I  see. 

What  is  the  normal  percent  of  the  principal  of  the  mortgage  that 
you  would  give  a  warehousing  line  on  ? 

INIr.  O'Keefe.  That  depends  on  what  the  market  conditions  are  at 
that  particular  time.  It  can  vary  anywhere  from  90  to  100. 

Mr.  Blum,  Depending  on  whether  it  is  selling  at  a  discount  or  a 
premium  ? 

Mr.  O'Keefe.  That  is  right. 

Mr.  Blum.  Do  you  give  the  full  market  price,  or  is  it  something  less 
than  full  market  price  ? 

Mr.  O'Kep^fe.  Well,  it  would  vary  with  the  company  and  its  financial 
strength. 

Mr.  Blum.  In  other  words,  the  stronger  the  company,  the  more  you 
are  likely  to  lend? 

Mr,  O'Keefe.  Usually  it  is  a  point  or  two,  under  the  market. 

Mr.  Blum.  A  condition  of  accepting  a  mortgage  company  for  a 
warehousing  line,  is  that  it  carry  an  errors  and  omissions  bond.  Am  I 
correct  ? 

Mr,  O'Keefe.  Yes, 

Mr.  Blum.  And  that  would  mean  that  if  there  were  a  material 
failure  in  the  mortgage  that  would  affect  the  validity  of  the  FIIA 
insurance  j^ou  would  go  against  the  bonding  company. 

Mr.  O'Keefe.  Well,  I  think  we  rely  really  on  the  financial  standing 
of  the  company  that  it  would  have  the  ability  to  redeem  that  particu- 
lar mortgage. 

Considering  the  huge  volume  of  loans  going  through  our  warehous- 
ing activities,  some  $600  million  last  year.  It  is  amazing  that  there  have 
been  very,  very  few  problems  with  FHA  insurance  or  documenta- 
tion that  does  not  permit  ultimate  j)urchase. 

I  might  correct  one  impression  that  I  feel  you  might  have.  We  also 
warehouse  conventional  loans  in  addition  to  FHA  loans. 

Mr,  Blum.  In  addition  to  the  FHA  loans.  WHiat  differences  are  there 
in  the  way  you  warehouse — in  the  way  you  handle  the  warehousing 
of  conventionals  ?  Do  you  treat  them  differently  ? 

Mr.  O'Keefe.  The  procedure  is  the  same, 

Mr,  Blum,  Do  you  lend  less?  Do  you  go  the  full  value,  or  nearly  the 
full  value  of  the  loan  ? 

Mr,  O'Keefe,  It  would  depend  on  the  interest  rate  on  the  particular 
mortgage.  Normally,  in  our  conventional  warehousing  there  is  a  take- 
out, we  would  be  lending  the  takeout  amount. 

]Mr.  Blum.  So  that  the  takeout  is  your  protection  in  that  situation. 
As  part  of  the  FHA  package  and,  I  presume,  as  part  of  the  con- 
ventional package,  is  fire  insurance  and  title  insurance  required  so 
that  those  risks  are  covered  as  well ;  am  I  correct  ? 
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Mr.  O'Keefe.  Yes. 

Mr.  Blum.  Finally,  as  you  have  indicated  in  your  statement,  the 
mortgage  is  collateral  for  a  very  limited  amount  of  time;  tops  is  6 
montlis,  so  that  limits  the  risk  of  exposure  on  any  one  mortgage  very 
considerably ;  is  that  correct  ? 

I\Ir.  O'Keefe.  They  move  through  with  great  rapidity  and,  in  many 
instances,  the  papers  are  shipped  within  2  weeks  and  we  are  paid 
within  60  days. 

Mr.  Blum.  Is  my  impression  correct — that  as  long  as  you  have  been 
in  the  business,  you  have  not  suffered  a  loss  on  a  warehousing  line  ? 

Mr.  O'Keefe.  I  think  our  statement  is  limited  to  the  last  5  years. 

Mr.  RoEDER.  I  think  that  1964  to  1971  is  the  8-year  period,  that  I 
recall,  we  covered,  and  I  say  that  during  that  period  of  time,  having 
financed  what  we  think  are  180,000  residences,  we  have  had  no  de- 
faults by  mortgage  bankers. 

Mr.  Blum.  And  that  makes  this  extremely  risk  free. 

Is  there  any  risk  at  all  to  the  bank  in  that  warehousing  business? 

Mr.  O'Keefe.  Yes.  Mr.  Roeder  mentioned  misplaced  confidence  in 
an  individual  could  happen.  The  only  bad  experiences  we  have  had 
have  been  such  situations  and,  fortunately,  they  were  very  minor. 

Mr.  Blum.  Well,  what  I  am  getting  at  is  even  where  the  confidence 
in  the  individual  has  been  misplaced,  that  has  not  necessarily  re- 
sulted in  loss  on  a  loan. 

]\Ir.  O'Keefe.  That  is  right. 

Mr.  Roeder.  But,  Mr.  Blum,  you  could  have  circumstances,  certainly, 
where  you  could  take  a  loss.  The  mortgages  are  in  the  warehouse,  and 
let  us  assume  they  are  conventionals  for  the  moment,  and  the  perma- 
nent investor  who  has  committed  to  take  those  mortgages  out  of  your 
warehouse,  for  one  reason  or  another  was  unable  to  perform.  We 
would,  then,  have  those  moitgages  and  we  would  have  the  risk  of  those 
mortgages  at  that  point  of  time. 

It  wonld  then  be  a  matter  of  trying  to  find  another  long-term  in- 
vestor, the  ability  of  the  moi'tgage  banker  to  take  them  out  of  the 
warehouse  for  another  investor.  But  that  type  of  risk  does  exist  with 
warehousing  of  conventionals. 

Mr.  Blum.  Is  that  risk  there  with  the  FTIA  insured  as  well ;  they 
might  be  reneging  on  a  commitment? 

Mr.  Roeder.  You  could  have  an  inability  to  perform  on  tlie  part  of 
the  institution  investing.  Hopefully,  at  that  point  of  time,  you  would 
be  able  to  sell  them  to  Fannie  Mae,  but  you  still  have  the  same  inability 
to  ])erform  on  the  part  of  some  institutional  investor.  It  is  the  same  risk 
with  FHA. 

Mr.  Blum.  Do  yon,  when  a  loan  comes  in,  for  warehousing  credit, 
check  the  file  to  be  sure  the  papers  are  all  there  ? 

Mr.  O'Keefe.  Yes. 

Mr.  Blum.  Do  you  take  the  responsibility  for  shipping  the  mortgage 
documents  to  the  permanent  investor  ? 

]Mr.  O'Keefe.  Yes. 

Mr.  Blum.  Do  you  check  on  the  servicing  of  the  loan  during  the 
period  the  loan  itself  is  collateral  ? 

Mr.  O'Keefe.  No. 

Mr.  Blum.  You  do  not  ? 

Mr.  O'Keefe.  No. 
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Mr.  Blum.  So  it  is  possible  that  you  would  be  shipping  a  loan  which 
is  not  current  as  to  principal  and  interest  ? 

Mr.  O'Keefe.  It  is  possible,  and  normally,  the  institutional  investor 
will  not  purchase  it  if  it  goes  in  default.  That  is  the  normal  require- 
ment. 

Mr.  Blum.  Normally,  what  happens?  Is  it  up  to  the  institutional  in- 
vestor who  receives  it  to  spot  the  delinquency  which  arose  during  the 
wareliousing  period  ? 

We  had  testimony  in  the  course  of  these  hearings  about  a  number  of 
loans — I  have  no  idea  where  they  were  warehoused,  originated  at 
United  Institutional  Servicing — which  went  into  foreclosure  without 
a  single  payment  being  made.  And  I  take  it  this  is  something,  given 
your  procedures,  you  would  have  had  no  way  of  knowing  about  even 
if  they  had  been  in  the  warehouse  3  months. 

Mr.  O'Keefe.  That  is  right. 

Mr.  l^LUM.  Do  the  records  received  for  the  bank  indicate  the  price 
at  which  the  loan  was  originated;  that  is,  the  number  of  points 
involved  ? 

Mr.  Nacos.  I  would  say,  not,  Mr.  Blum.  When  we  get  it,  we  get  a 
completed  package;  we  state  the  full  amount  of  the  mortgage  and  we 
have  no  idea  what  the  mortgage  banker  has  originated. 

Mr.  Blum.  Do  3'ou  think  if  you  were  to  require,  on  the  warehousing 
line,  that  somewhere  in  the  package  there  be  a  statement  of  the  num- 
ber of  points  involved  in  the  origination  and  perhaps  somewhere  on 
the  FHA  form,  that  a  statement  of  the  previous  sale  price  of  the 
house  and  the  date  be  required,  you  would  be  very  quickly  able  to 
screen  the  mortgages  that  looked  funny  ? 

In  other  words,  you  would  be  able  to  look  down  at  that  package  and 
say,  "This  guy's  originating  at  12  points  and  we  know  the  market,  and 
this  is  way,  way  over  the  market;  something  funny  is  going  on.''  You 
will  be  able  to  look  down  at  that  form  and  say  the  house  was  sold  last 
year  at  $10,000  and  selling  this  year  at  $19,000.  That  would  be  an  im- 
mediate giveaway  that  further  checking  was  required.  Would  that  be 
something  you  could  do  as  a  Avarehousing  bank,  but  would  not  inhibit 
your  ability  to  function  ?  It  is  almost  a  kind  of  a  paper  check  that  I  am 
suggesting,  a  simple  one. 

Mr.  O'Keefe.  Well,  it  would  add  a  lot  of  clerical  functions,  and  a 
procedure  would  require  a  lot  of  paperwork  and  length  of  time.  It  could 
be  done.  I  would  think  if  that  information  were  available,  it  would  be 
done  more  on  a  spot-check  kind  of  basis  than  having  it  done  on  each 
and  (^very  package. 

I  think  it  would  be  done  if  you  had  some  other  indications  that 
would  sort  of  tell  you  that  you  should  be  looking  at  a  particular 
situation. 

Ml'.  Blum.  What  I  am  searching  for  here,  really,  are  simple  pieces 
of  information  which  might  somehow  be  hung  out  as  possible  liooks 
for  you  to  get  a  handle  on  a  bad  situation. 

"Sir.  Nacos,  Right.  Let  me  say  this :  I  think  that  FHA  revised  its 
r(\gulation  that  i-ecjuired  certain  certifications  when  a  home  has  been 
puichased,  within  ( he  last  2  years,  to  state  what  the  purchase  price  was, 
what  repairs  had  been  maclo,  and  I  think  they  limit  the  resale  to  a 
reasonable  return  on  that  investment. 
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I  think  tliat  FITA  has  already  instituted  procedures  in  this  regard 
at  this  particidar  time. 

Mr.  Bn3r.  What  1  wondered  about  is  do  you  get  those  certifications 
as  part  of  the  paclvage  ? 

Mr.  Nacos.  I  am  not  sure.  I  think  it  is  something  that  is  submitted  to 
FHA.  Once  it  is  insured  by  FHA,  the  lenders,  generally,  do  not  look 
behind  the  insurance.  We  place  our  faith  in  FHA,  that  they  process 
these  papers  properly.  What  a  lender  looks  at  is  the  credit  informa- 
tion, the  permanent  lender,  the  credit  information  submitted  by  the 
mortgage  banker  to  the  permanent  investor. 

They  are  interested,  basically,  in  the  credit  reports — and  1  think  it  is 
the  FHA  form  2900 — to  see  whether  the  borrower  has  the  ability  to 
carry  a  loan. 

Mr.  Blum.  Turning  to  the  checks  you  make  of  a  mortgage  company 
befoie  you  begin  warehousing  lending  with  that  company,  you  say  that 
you  check  its  financial  statements;  is  that  correct  ?  That  is  a  beginning 
step,  is  it  not  ? 

Mr.  OTvi':ErE.  That  is  right. 

]Mr.  Blum.  And  I  assume,  too,  you  run  a  routine  credit  check  with 
whatever  credit  checking  agency  you  might  employ ;  is  that  correct  ? 

ISIr.  O'Keefe.  We  would  check  with  banks  that  are  presently  extend- 
ing credit.  We  would  also  check  Avith  investors  to  whom  they  are  selling 
mortgages. 

Mr.  Blum.  You  do  check,  then,  with  a  permanent  investor  ? 

Mr.  O'Keefe.  A  sample. 

Mr.  Blum.  A  sample?  And  you  would  try  to  find  out  something 
about  the  quality  of  servicing,  in  general  ? 

Mr.  O'Keefe.  Eight.  And  part  of  the  information  submitted  is  a 
list  of  the  investors.  It  is  part  of  the  procedures  of  the  institutional 
investors  to  investigate  the  mortgage  bankers  they  deal  with.  That 
gives  you  a  pretty  good  idea  of  the  quality  of  the  company,  because 
a  mortgage  banker  to  these  investors  and  insurance  companies,  in 
many  instances,  is  really  an  extension  of  the  real  estate  department  of 
that  particular  institution,  in  the  particular  area  that  they  serve. 

Mr.  Blum.  Well,  let's  take  a  situation  similar  to  the  one  you  are 
talking  about,  where,  perhaps,  a  large  life  insurance  company  has  a 
longstanding  loan  correspondent,  which  is  a  mortgage  company. 

I  take  it,  that  to  you  is  an  indication  that  that  mortgage  company 
is  a  good  one,  because  of  its  longstanding  relationship  with  a  large  life 
insurance  company.  Would  that  be  one  way  you  might  analyze  it  ? 

Mr.  O'Keefe.  That  is  one  way.  We  would  want  to  know  if  there  was 
a  continuing  relationship,  and  that  is  why  we  want  to  check  it. 

Mr.  Blum.  Is  it  possible  that  some  of  the  difficulties  that  arose  here, 
because  some  excellent  investors  began  to  do  business  with  people, 
under  special  programs,  and  that  then  created  a  presumption  about 
the  character  of  the  people  they  were  doing  business  with,  which  was 
not  necessarily  correct. 

Mr.  O'Keefe.  Well,  I  don't  know  whether  I  could  say  yes  to  that, 
or  not. 

Mr.  EoEDER.  I  think  it  is  possible.  I  do  not  think  I  would  be  about 
to  answer  it  yes  or  no.  It  is  a  possibility,  Mr.  Blum. 

Mr.  Blum.  Do  you  check  with  the  Federal  National  ISIortgage  Asso- 
ciation as  a  matter  of  routine  ? 
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Mr.  O'Keefe.  Xot  as  a  matter  of  routine.  Normally,  the  check  is 
with  the  institutional  investors. 

Mr.  Blum.  Would  you  be  aware  of  suspensions,  probations  and 
other  problems  that  your  mortgage  companies  are  involved  in  with 
Fannie  Mae  ? 

Mr.  O'Keefe.  Yes. 

Mr.  Nacos.  No  ;  let  me  answer  that,  Mr.  Blum. 

I  think  if  you  are  referring  to  any  published  list  of  suspensions  or 
anything  like  that,  I  do  not  know-  of  any  being  distributed. 

The  way  you  generally  receive  this  information  is  through  the 
newspapers  or  maybe  a  trade  publication  tiiat  something  like  this  is 
happening. 

Recentl}^,  with  the  suspension  of  Eastern,  and  I  guess,  at  one  time, 
it  was  Springfield  Equities,  we  picked  that  up  through  the  press.  But, 
as  far  as  I  know,  this  information  is  not  published. 

Mr.  Blum.  It  is  not  routinely  given  to  everyone  in  the  banking  com- 
munities, would  you  say  ? 

Mr.  Nacos.  Not  as  far  as  I  know.  I  know  of  nowhere  where  this  is 
published. 

Mr.  Blum.  To  what  degree  do  you  think  it  ought  to  be  made  public  ? 

Mr,  Nacos.  Well,  that  raises  certain  other  problems.  A  suspension  is 
a  very  serious  matter,  and  it  might  be  a  temporary  suspension  while 
FHA  is  checking  out  the  possible  irregularities,  or  not. 

I  think  a  premature  disclosure — premature  disclosure  of  a  suspen- 
sion could  hurt  a  company  in  cei'tain  instances  where  it  was  unwar- 
ranted, where  they  were  later  reinstated.  The  stigma  would  be  there, 
and  I  am  not  sure  whether  this  is  something  that  we  should  broadcast 
to  the  world  until  there  has  been  some  sort  of  an  investigation  on  it. 

Mr.  Blum.  Well,  let  me  go  back  at  this  from  the  point  of  view  of  a 
bank  that  is  extending  quite  a  sizable  line  of  warehousing  credit.  Would 
you  not  like  to  know  about  it  ? 

Mr.  Nacos.  Yes;  we  would  like  to  know  about  it. 

Mr.  Blum.  Do  you  think  that  perhaps  if  you  had  been  aware  of  the 
number  of  suspensions  and  probations  and  various  other  steps  that  had 
been  taken  by  Fannie  Mae,  in  the  New  York  market,  as  early  as  1968, 
you  might  have  taken  a  closer  look  at  the  situation  ? 

Mr.  Nacos.  Well,  let  me  say,  the  suspension  may  be  some  warning 
signals  to  you.  In  that  light,  a  suspension  is — notice  of  a  suspension  is 
useful. 

Mr.  Blum.  Well,  what  I  am  looking  for  again  are  warning  lights  and 
the  signals  that  might  have  been  there,  or  might  have  been  put  up,  to 
warn  people  of  the  problem  so  we  could  have  captured  this  before  this 
happened,  rather  than  at  the  end  of  the  road. 

Mr,  RoEDER,  I  would  think  it  would  be  useful  if  Fannie  Mae  were  in 
a  position  to  advise  the  bankers,  about  the  mortgage  bankers — not  pub- 
lish it  to  the  world,  but  rather  make  it  known  to  interested  parties  so 
it  could  be  discussed.  The  interested  parties  could  then  find  out  what 
the  reasons  were  behind  it  and  make  their  own  evaluation  of  it.  That 
would  be  very  useful. 

Senator  Gurnet.  Let  me  pose  a  question  here,  if  I  may,  on  the  same 
subject. 

We  recently  had  some  hearings  on  health  insurance,  before  this  com- 
mittee, and  the  insurance  industry  has  a  clearinghouse,  which  they 
evidently  call  it  now,  but  anyway,  a  medical  information  bureau. 
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Mr.  X  applies  to  the  X  insurance  company  to  o-et  himself  insured, 
and  jMetropolitan  will  routinely  check  with  the  medical  information 
service  to  make  sure  he  didn't  apply  before  and  get  turned  down,  be- 
cause he  had  a  lieait  attack  the  year  before. 

It  is  a  confidential  medical  information  service.  As  far  as  I  know 
it  is  perfectly  legal.  Has  the  banking  industry  ever  thought  of  this  one. 

For  example,  in  this  particular  field  where  you  were  dealing  with 
FHA  people,  this  is  nothing  new.  I  can  remember  this  kind  of  hocus- 
pocus  was  going  on  in  FPIxA.  20  years  ago,  or  when  it  first  came  into 
being. 

What  would  be  wrong  with  banks  having  a  clearinghouse  for  in- 
formation about  mortgage  bankers  that  were  shady  characters  ? 

j\Ir.  RoEDER.  Possibly  it  could  be  done  with  the  Mortgage  Bankers 
Association,  Mr.  O'Keefe  is  a  member  of  that.  We  have  an  American 
Bankers  Association  and  Mortgage  Bankers  Association.  It  might 
come  more  closely  to  their  activities.  Do  you  think  so,  Ray? 

Mr.  O'Keefe.  Well.  I  think  they  would  only  go  as  far  as  the  suspen- 
sion for  breach  of  ethics.  But  I  don't  think  they  would  set  up  a  clear- 
inghouse for  this  kind  of  information  in  the  association. 

They  are  pretty  meticulous  as  to  how  they  screen  members,  and 
there  are  no  secrets  in  this  business.  If  anyone  has  gone  bad — anyone 
gone  wrong,  I  think  it  is  broadcast  and  picked  .up. 

I  think  with  mortgage  bankers,  we  have  the  ability  to  talk  with 
the  permanent  investors.  You  can  check  through  them,  and  you  can 
check  through  the  banks  what  they  are  doing.  Mortgage  bankers  pub- 
lish delinquency  reports  as  to  what  is  happening  with  loans  they  are 
servicing.  So  you  have  a  prettv  good  reading  as  to  the  character  of  the 
firm  that  you  are  dealing  with ;  and  the  firms  that  are  giving  us  any 
trouble,  they  have  been  very,  very  minor  and  very  far  and  long  be- 
tween. 

j\Ir.  RoEDER.  Any  such  clearinghouse,  too.  Senator,  undoubtedly 
would  have  to  embrace  all  aspects  of  the  industry,  all  of  the  different 
kinds  of  permanent  investors  that  you  have. 

These  savings  and  loan  associations,  savings  banks,  commercial 
banks,  all  of  the  elements  of  the  industry  would  have  to  be  a  part  of 
it  if  you  were  going  to  have  a  complete  interchange  of  information, 
bocauFc  all  of  these  elements,  at  one  time  or  another,  are  playing  a  part 
in  holding  the  individual  mortgage. 

So,  it  would  have  to  be  a  very  broad  based  clearinghouse. 

Senator  Gurney.  Well,  I  think  it  probably  would  be,  but  perhaps  it 
is  an  idea  you  would  all  explore. 

Credit  information  bureaus,  of  course,  can  give  you  this  kind  of  in- 
formation on  very  small  borrowers.  I  think  the  idea  is  a  new  one. 

Right  here,  of  course,  we  have  the  opportunity^  of  wholesale  thiev- 
ery that  goes  into  millions  of  dollars,  and  just  say  that  is,  perhaps, 
something  they  might  explore. 

Thank  you. 

Mr.  Blum.  Returning  to  the  nature  of  the  investigation  of  the 
mortgage  company,  prior  to  giving  the  warehousing  line.  Is  one  of 
the  types  of  checks  you  make  the  areas  in  which  the  company  does 
business?  Do  you  ask  them,  "Where  do  you  concentrate  your  loans,''  or 
""\^^^at  neighborhoods  are  you  in?  Are  you  in  a  city,  or  what?" 
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Mr.  OlvEEFE.  That  information  is  provided  in  the  material  that 
we  have,  and  we  make  periodic  visitations  to  our  mortgage  bankers. 
Our  loan  officers  sit  down  with  their  officers  and  discuss  the  nature  of 
the  business,  and  we  would  pick  that  information  up. 

Mr,  Blum.  Do  you  attempt  to  screen  the  companies  which  say  they 
specialize  in  inner  city  properties  any  differently  than  you  would  the 
companies  which  specialize  in  suburban  tract  ? 

Mr.  O'Keefe.  We  take  into  consideration  the  geographical  loca- 
tion and  the  type  of  business  they  are  doing. 

Again,  as  I  said  before,  we  rely  a  great  deal  on  the  fact  that  the 
FHA  is  doing  its  job  in  appraising  the  property  and  appraising  the 
credit  worthiness  of  the  borrower,  and  then  we  look  to  where  these 
loans  are  going.  And  we  have  a  pretty  good  idea  of  the  requirements 
of  the  particular  investors,  and  we  feel  that  is  a  good  view. 

Mr.  Blum.  Do  most  mortgage  companies,  in  addition  to  the  wai-e- 
housing  lines  of  credit  they  maintain,  also  maintain  a  foreclosure  line 
of  credit  ? 

Mr.  O'Keefe.  Not  most  of  them. 

Mr.  Blum.  Is  it  a  large  percentage — some  of  them,  a  few  of  them  ? 
Mr.  O'Keefe.  Well,  this  might  give  you  some  indication.  On  some 
$200  million  plus  of  warehousing  lines,  the  foreclosure  lines  that  we 
have  are  under  $2  million. 

Mr.  Blum.  Were  those  concentrated  with  a  few  companies — one  or 
two  companies  ^ 

Mr.  O'Keefe.  I  believe  it  was  four  companies. 

Mr.  Blum.  For  the  record,  how  did  those  foreclosure  lines  of  credit 
work  ? 

Mr.  O'Keefe.  Well,  as  I  said  before,  the  mortgage  companies  do  a 
large  volume  of  business  with  the  amount  of  capital  they  have. 

There  are  investors  who  like  FHA  investing,  but  do  not  like  all  the 
paperwork  involved  in  following  it  through  in  the  event  of  fore- 
closure. So  they  ask,  as  part  of  the  servicing  that  is  given  by  the  mort- 
gage banker,  that  they  handle  foreclosures. 

So,  in  a  few  instances,  we  have  set  up  lines.  We  set  them  up  so  that 
they  would  take  these  mortgages  in  and  hold  them  during  the  fore- 
closure period.  Sometimes  it  is  quite  protracted,  depending  on  the 
area,  and  we  take  them  in  at,  let  us  say,  10  percent  under  their  face 
value. 

We  are  holding  the  documents,  except  when  they  are  released  on 
trust  receipt  for  processing,  until  the  point  that  the  FHA  insurance  is 
paid,  and  that  provides  the  payment  of  our  loan. 

But  this  is  a  facility  that  we  do  not  give  except  in  a  very  few 
instances. 

Mr.  Blttm.  You  mentioned  that  you  gave  the  lines  to  four  companies. 
Would  you  mind  identifying  them  for  us  ? 

Mr.  O'Keefe.  Roy,  from  the  viewpoint  of  customer  relationships,  do 
you  think  that  I  should  ? 

Mr.  Haberkern".  If  he  wants  the  testimony',  he  is  entitled  to  it.  But 
I  think  vou  should  explain  the  confidential  relationship. 

Mr.  O'Keefe.  Countrywide  Funding  in  Los  Angeles.  Percy  Wilson 
in  Chicago,  Eastern  Service,  and  TTnited  Institutional  Service  in  New 
York. 

Mr.  Blum.  Thank  vou. 
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Do  you  monitor  the  foreclosure  lines  of  credit  for  unusual  activity  ? 

Mr,'0'Ki:EFK.  Only  to  the  extent,  I  would  say,  as  to  the  time  taken 
to  comi^lete  the  foreclosure  and  remove  it  from  the  line. 

Mr.  Blum.  In  your  statement  you  indicated  that  the  bank  lias,  on  oc- 
casion, purchased  mortgages  for  its  own  investment  portfolio  and  on 
behalf  of  trust  accounts. 

What  steps  do  you  take  to  supervise  the  servicing  of  those  lines? 

Mr.  O'Keefe.  Well,  we  receive  reports  which  are  standard  in  the 
mortgage  banking  industrv. 

■Mr.  Beum.  Delin([uency  reports? 

]Mr.  O'Keefe,  Delinquency  reports.  Usually  they  are  on  a  single  debit 
system,  and  tlioy  report  in  bulk,  and  you  know  what  you  are  entitled 
to  on  that  particular  block,  and  then  they  break  out  those  in  arrears 
and  give  reports  on  those  in  arrears. 

We  visit  the  companies  from  time  to  time,  and,  for  many  years,  we 
had  annual  audits  ])erformed  by  a  certified  public  accountant. 

Mr.  Blum.  In  addition  to  the  Avarehousing  foreclosure  lines,  is  it 
common  for  mortgage  companies  to  establish  a  general  line  of  credit, 
using  Fannie  Mae  stock  as  collateral  ? 

Mr.  O'Keefe.  It  is  not  general.  I  would  say  it  is  the  exception. 

Mr.  Blum.  Would  it  be  fair  to  characterize  a  mortgage  banker  as  an 
ideal  bank  customer,  because  he  is  offering  a  large  volume  of  relatively 
risk-free  line  business  on  interest  rates  which  are  somewhat  over 
prime— a  little  bit  over  prime — and  the  loans  require,  relatively  speak- 
ing, not  too  much  attention,  and  they  are  short  term  ? 

Mr.  O'Keefe.  It  is  very  attractive  banking  business  with  one  correc- 
tion. There  is  considerably  more  paperwork  involved  in  handling  the 
warehousing  line  than  there  would  be  in  other  types  of  prime  bank 
lending. 

Mr.  Blum.  In  addition  to  the  interest,  is  it  not  customary  to  require 
mortgage  bankers  to  maintain  compensating  balances  for  their  lines 
of  credit? 

Mr.  O'Keefe.  It  is  not  a  condition  of  lending,  nor  is  it  an  event  of 
default.  We  do  expect  that  they  will  keep  balances  that  will  compen- 
sate us  for  the  work  that  we  have  on  the  line  in  relation  to  the  charges. 

Mr.  Blum.  And  typically  to  the  mortgage  business,  these  are  the 
escrow  accounts  of  the  mortgage  company?  They  would  be  the  real 
estate  taxes  and  the  insurance  money  that  the  mortgage  bankers  col- 
lected on  behalf  of  the  individual  homeowners;  is  that  right? 

Mr.  O'Keefe.  Typically,  yes. 

ISIr,  Blum.  According  to  your  1971  annual  report,  the  assets  at  the 
bank,  at  the  close  of  1971,  were  $24.5  billion.  Is  that  roughly  correct? 

Mr.  Roeder.  Approximately  so. 

Mr.  Blum.  Of  that  amount,  $14.3  billion  is  in  loans  and  mortgages, 
and  of  that,  about  $1.2  billion  is  in  real  estate  mortgages.  Do  those 
numbers  sound  right  ? 

ISIr.  O'Iveefe.  Yes. 

Mr.  Blum.  Can  you  give  us  an  idea  of  how  much  of  that  is  in  long- 
term  residential  real  estate  ? 

Mr.  O'Keefe.  I  think,  in  our  report,  we  indicated,  roughly,  $500 
million. 

Mr.  Roeder.  That  $500  million,  Mr.  Blum,  I  think  it  says  in  the 
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testimony,  approximately  $500  million  in  the  New  York  metropolitan 
area. 

In  addition  to  that  we  have  approximately  $100  million  that  repre- 
sents mortgages  that  we  purchased  again  back  in  the  early  1960's  that 
are  still  on  our  books. 

So,  the  total  residential  mortgage  portfolio,  one  to  four-family  hous- 
ing portfolio,  at  the  bank  would  run  about  $600  million,  the  extra 
$100  million  being  outside  the  New  York  area. 

Mr.  Blum.  We  are  talking  somewhere  in  the  neighborhood  of  2  to 
3  percent  of  your  assets. 

Mr.  O'Keefe.  Yes. 

Mr.  Blum.  On  the  backup  sheet,  you  indicate  that  your  urban  pro- 
gram has  $45  million  outstanding  real  estate  loans  in  New  York  city. 
Is  that  correct  ?  How  does  that  mesh  with  the  $500  million  figure  ?  I 
was  reading  that  and  I  was  a  little  confused. 

If  you  go  to  the  supplementary  sheet — perhaps  I  misread  this.  If 
you  look  at  the  total  amount  you  have  outstanding  in  New  York  City, 
and  you  add  the  construction  and  the  permanent,  I  come  up  with, 
roughly,  $45  million. 

How  does  that  square  with  the  $500  million  number  ? 

Mr.  QuiNN.  Mr.  Blum,  $24  million  of  that  would  be  in  construction- 
rehabilitation  short  term;  $21  million  and  some  900-odd  thousand 
would  be  permanent. 

Mr.  Blum.  "Well,  what  I  wondered  was  how  does  that  square  with 
the  $500  million  that  you  have  in  the  portfolio  ? 

Mr.  Nacos.  Excuse  me.  This  just  refers  to  the  bank's  urban  pro- 
gram, a  special  program  which  it  has  initiated. 

Mr,  RoEDER.  The  $500  million,  Mr.  Blum,  is  in  the  New  York  metro- 
politan area,  which  would  include  loans  in  all  boroughs  of  the  city  of 
New  York,  Staten  Island,  Westchester,  parts  of  New  Jersey  that  we 
service,  parts  of  Connecticut  that  we  service,  upper  New  York  State 
that  we  service. 

We  service  the  whole  New  York  metropolitan  area,  not  just  in  the 
city. 

Mr.  Blum.  Right,  and  the  $45  million  is  a  special  inner-city 
program  ? 

Mr.  RoEDEK.  Yes. 

Mr.  Blum.  Thank  you. 

Turning  for  a  minute  to  the  specifics  of  the  relationship  you  have 
with  Eastern  Service,  in  your  statement  you  indicate  that  you  had  a 
$20  million  line  of  warehousing  credit  with  the  Eastern  Service  Corp. 

Is  that  correct? 

]Mr.  Boeder.  That  is  correct. 

Mr.  Blum.  There  was  a  $2  million  line  of  credit  to  Brewster  Re- 
serve. Is  that  in  addition  to  or  is  that  part  of  the  $20  million  ? 

Mr.  RoEDER.  That  was  usage,  Mr.  Blum.  The  $20  million  was  for 
Brewster  and/or  Eastern,  and  I  think  we  broke  it  down  in  the  testi- 
mony to  show  the  difference  between  the  borrowing  ]-)atterns  of  the 
two  companies,  rather  than  differentiating  between  the  lines. 

If  I  may  make  a  correction  at  this  point,  since  we  are  on  it  again, 
I  think  Senator  Gurney  asked  a  question  regarding  these  lines  of 
credit — whether  we  had  terminated  any  of  them  or  not.  And  I  am 
reminded  that  my  answer  may  not  have  been  technically'  correct.     - 
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Those  companies  whose  facilities  liave  been  suspended  by  the  FHA, 
Ave  suspended  those  lines.  We  ^\i\\  make  no  more  loans  under  them. 

I  just  wanted  to  correct  it  for  the  record.  We  have  tied  it  in  with 
the  FHA  activities  in  conjunction  with  them. 

Mr.  Blum.  That  would  be  Eastern,  at  this  time,  and  I  am  not  really 
sure  of  the  status  of  Inter-Island.  Possibly  Inter-Island. 

Mr.  Nacos.  It  also  covers  Inter-Island  and  Brewster. 

Mr.  Blum.  You  also  had  a  line  of  credit  to  the  Jet  Wareliouse  Corp. ; 
is  that  correct  ? 

]\Ir.  EoEDER.  Yes.  sir. 

Mr.  Blum.  And  you  purchased  mortgages  from  Eastern  for  your 
own  accounts  ? 

Mr.  RoEDER.  Back  in  the  early  1960's. 

Mr.  Blum.  Mr.  Chairman,  I  ask  that  the  records  obtained  by  the 
subcommittee  for  the  bank  under  subpena  relating  to  mortgages  which 
were  purchased  be  made  part  of  the  record. 

Senator  Hart.  Without  objection. 

Mr.  Blum.  According  to  my  calculations,  Chase  purchased  exactly 
1,298  conventional  mortgages^^in  the  principal  amount  of  $21,482,710 
from  Eastern  in  the  period  of  1958  to  1965. 

Is  that  correct  ? 

Mr.  Nacos.  I  would  say  that  is  correct.  I  have  not  totaled  them  all. 

Mr.  Blum.  Where  were  those  located ;  do  you  know  ? 

Mr.  Nacos.  Well,  those  conventionals  were  located  in  and  around  the 
New  York  metropolitan  area.  I  would  not  say  that  they  were  concen- 
trated in  any  specific  area. 

Mr.  Blum.  They  were  scattered  ? 

Mr.  Nacos.  Right.  Some  were  in  Nassau,  some  were  in  Suffolk,  some 
were  in  the  city  itself,  and  even  in  Westchester  County. 

Mr.  Blum.  Do  you  know  if  they  were  basically  individual  or  cor- 
porate loans  ? 

Mr.  Nacos.  No  :  these  were  basically  individual  loans. 

Mr.  Blum.  Do  you  know  if  there  were  second  mortgages  in  connec- 
tion with  an}^  of  them  ? 

Mr.  Nacos.  No  ;  these  were  all  first  liens. 

Mr.  Blum.  No  ;  what  I  mean  is  in  addition  to  the  first  lien  there  was 
a  second  lien  at  the  time  ? 

Mr.  Nacos.  We  would  have  no  way  of  knowing  that. 

Mr.  Blum.  Do  you  laiow  on  these  conventionals  what  the  loan  value 
ratio  was  ? 

Mr.  Nacos.  Well,  I  would  say  at  the  time  we  purchased  those,  we 
were  a  State  bank,  and  the  maximum  would  have  been  80  percent  of 
value. 

Mr.  Blum.  What  type  of  appraisal  do  you  obtain  when  you  pur- 
chase a  conventional  ? 

]Mr.  Nacos.  Well,  I  believe  the  procedure  was  for  our  appraisal  de- 
partment to  approve  a  set  of  outside  appraisers  and  they  would 
check  into  their  qualifications,  and  sometimes  spot-check  their  work. 

And  on  the  basis  of  that,  they  would  accept  outside  appraisal.  These 
were  not  appraised  in  our  shop. 

]Mr.  Blum.  Have  you  had  any  difficulty  with  these  conventionals  that- 
Eastern  furnished  ? 
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Mr.  Nacos.  I  would  not  say  any  unusual  difficulties. 
Mr.   Blum.  I  should — given  the  testimony  we  have  had — ask  you  to 
be  a  little  more  specific  when  you  use  the  word  "unusual." 

Mr.  Nacos.  Well,  somebody  has  the  statistics  on  foreclosures  com- 
pleted. Under  the  conventional  program  with  Eastern,  out  of  the 
1,290  loans  we  had  on  our  books,  w^e  had  six  foreclosures  comj^leted 
in  1969 ;  four  foreclosures  completed  in  1970 ;  and  three  in  1971 ;  which 
makes  a  total  of  13. 

Mr.  Blum.  Out  of  1,300? 
Mr.  Nacos.  Yes,  13. 

Mr.  Blum.  How  many  of  those  loans  are  still  on  the  books,  do  you 
know  that? 

Mr.  Nacos.  I  do  not  understand  the  question. 

Mr.  Blum.  How  many  of  those  loans,  those  1,200-odd,  are  still  owned 
by  the  bank  at  this  point?  How  many  have  been  satisfied  or  otherwise? 
Mr.  Nacos.  I  have  no  statistics  on  that,  Mr.  Blum.  I  have  not  de- 
veloped any. 

Mr.  Blum.  AVouIcl  you  mind  furnishing  that  for  us  for  the  record 
if  you  can  ? 

i\lr.  Nacos.  We  could  try  and  develop  those  statistics  for  you. 
Mr.  Blum.  We  would  appreciate  it. 

Earlier  in  the  testimony,  you  indicated  that  the  bank  has  a  number 
of  branches  in  Brooklyn.  One  that  I  recall  specifically  was  on  Rutland 
Road,  directly  across  the  street  from  the  office  of  one  of  the  real  estate 
people  I  had  occasion  to  visit,  R.  &  W.  Associates,  which  furnished 
United  Institutional  Servicing  with  some  700  deals  a  year  in  a  3-year 
period. 

You  do  have  a  number  of  branches  in  the  territory  of  Brooklyn  that 
we  have  had  under  discussion.  Is  that  correct  ? 

Mr,  RoEDER,  I  would  not  say  a  number,  INIr.  Blum.  I  think  there 
arc  two  of  them,  close  to  the  area — none  in  the  area  itself,  but  two  of 
them  in  reasonable  proximity  to  it. 

Mr.  Blum.  And  the  bank  has,  because  of  its  concern  for  the  com- 
munity, placed  a  great  emphasis  on  originating  loans  in  the  inner  city 
area.  You  have  done  a  bit  of  origination  in  the  area  of  Brooklyn.  Is 
that  correct  ? 

Mr.  RoEDER.  But,  again,  as  we  have  indicated,  they  have  been  j)ri- 
marily  in  what  we  refer  to  as  impact  areas,  the  Crown  Heights  section 
of  Brooklyn,  Fort  Green,  and  in  Jamaica,  Queens. 

So  the  area  that  you  have  been  particularly  looking  at  has  not  been 
one  of  our  impact  areas. 

Mr.  Blum.  In  1970  you  set  up  a  special  inner  city  real  estate  lending 
program. 

Mr.  RoEDER.  Yes,  sir.  That  is  under  Mr,  Quinn's  jurisdiction. 
Mr.  Blum.  And  I  assume,  under  that  program,  you  have  been  mak- 
ing loans  at  par,  not  a  discount.  Is  that  correct? 
Mr,  QuiNN.  Yes,  Mr.  Blum,  that  is  correct. 

Mr.  Blum.  Have  you  wondered  why,  despite  the  fact  you  were 
originating  at  par,  much  of  the  loan  business  still  goes  to  mortgage 
companies?  After  all,  you  have  the  cheapest  money  available.  "\Vliy 
would  a  guy  not  go  to  you  ? 

Mr.  QuiNN.  I  have  no  reason  to  think  we  have  lost  any  loans  to 
anyone  else. 
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Mr.  Blum.  Well.  I  am  lookinir  at  tlic  overall  market  for  mortgage 
money.  It  is  very  difficult  to  pinpoint,  but  my  guess  is  that  your 
originations  were  perhaps  1  percent  of  the  total  FHA  volume  in 
Brooklyn,  or  less.  The  others  for  the  most  part  went  through  mortgage 
companies. 

Now,  why  would  you  think  that  to  be  the  case  if  you  were  offering 
the  cheapest  money  in  town  ? 

Mr.  RoEDER.  Surprisingly  enough,  Mr.  Blum,  if  I  can  draw  a  com- 
parison for  you,  people  don't  always  seem  to  want  the  cheapest  money 
in  town. 

Another  industry  that  is  a  very  good  customer  of  the  commercial 
banking  system  are  small  loan  companies,  and  if  an  individual  bor- 
rows froni  a  small  loan  company,  he  pays  a  considerably  higher  rate 
of  iiiterest  than  if  he  borrows  from  the  Chase  Manhattan  Bank,  but 
a  great  many  people  borrow  from  small  loan  companies,  and  we  whole- 
sale the  money  to  them  so  that  they  can  retail  it  out. 

So  that  I  am  not  sure  it  is  just  a  matter  of  the  cheapest  money  avail- 
able. Again,  I  do  not  think  there  is  any  question  that  our  loan  stand- 
ards in  our  mortgage  originations  are  somewhat  tighter  than  other 
lending  organizations  may  have. 

This  is  true  also  in  the  small  loan  business  viz-a-viz  commercial 
banks  making  small  loans.  So  that  you  have  a  combination  of  things. 
I  don't  think  just  the  price  of  the  money  is  necessarily  the  determinant. 

Mr.  Blum.  Well,  in  the  small  loan  business,  part  of  it  is  the  credit 
standard.  The  small  loan  company  is  likely  to  take  a  somewhat  greater 
risk  in  making  a  loan.  It  is  the  difference  in  the  underwriting. 

But  here,  aren't  we  talking  about  FPIA,  and  after  all,  we  have  said 
before,  again  and  again,  an  FHA  insured  mortgage  is  an  FHA  insured 
mortgage  is  an  FHA  insured  mortgage. 

If  the  miderwriting  standards  at  the  branch  of  Chase  are  one  thing, 
and  the  underwriting  standards  at  the  mortgage  company  are  some- 
thing else,  then  an  FHA  insured  mortgage  is  not  an  FHA  insured 
mortgage. 

What  goes? 

Mr.  EoEDER.  Our  contention  would  be  again,  Mr.  Blum.,  that  we  do 
not  want  to  put  money  out  simply  for  the  sake  of  putting  the  money 
out. 

We  want  to  be  as  convinced  as  we  can  be  in  our  own  mind  when  we 
make  a  mortgage  loan  that  that  home  buyer  is  going  to  be  able  to  meet 
the  payments ;  that  he  is  not  going  to  wind  up  in  a  situation  where  the 
FHA  has  to  perform  under  the  insurance. 

Possibly  other  lenders  don't  look  at  it  in  that  way,  but  we  would 
just  as  soon  not  make  a  loan  at  all,  rather  than  make  a  loan  that  is 
going  to  result  in  the  homeowner  having  to  default  under  it. 

In  that  sense,  even  though  the  FHA  insurance  may  be  available, 
we  would  turn  loans  away,  if,  in  our  own  judgment,  under  I\Ir.  Quinn's 
program,  m  our  own  judgment,  this  home  buyer  should  not  be  buving 
this  particular  home  under  the  income  pattern  that  he  has. 

All  lenders  may  not  feel  the  same  way,  but  it  is  a  standard  that  we 
have  set  for  ourselves. 

^i^'  ^J^^i^^'  ^^^^^^  ^^^^  ^^^'^  ®^  ^^^^  problem  in  Brooklyn  that  some 
lenders  did  not  feel  that  way,  and  that  indeed  they  were  putting  out 
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loans  that  did  not  meet  reasonable  underwriting  standards,  and  that  is 
the  source  of  most  of  our  grief  'i 

Mr.  RoEDER.  The  possibility  certainly  exists  that  it  is  along  those 
lines,  Mr.  Blum. 

^Ir.  Blum.  And  that  perhaps  one  of  the  answers  would  be  to  end  that 
type  of  situation  where  there  are  several  sets  of  standards  for  FHA 
loans. 

Perhaps  we  ought  to  adopt  one  standard  for  it,  and  one  level  of 
underwriting. 

Mr.  RoEDER.  "Well,  it  would  depend  on  what  that  standard  is.  I 
would  guess  that  you  would  not  want  to  go  to  an  inflexible  standard, 
because  again,  if  you  deal  closely  enough  w^ith  the  individual  bor- 
rower, if  you  can  give  him  the  right  kind  of  counseling,  if  you  can 
give  him  the  right  kind  of  help,  you  may  be  able  to  have  flexibility 
in  your  standards,  and  in  one  case  do  one  thing,  and  in  another  case, 
do  anotlier. 

So  I  think  that  we  should  be  careful  of  rigid  standards  that  you 
would  not  be  able  to  deviate  from. 

Mr.  Blum.  Certainly,  but  I  assume  that  when  you  are  working  in 
this  inner  city  program,  a  large  measure  of  that  counseling  goes  with 
the  loan  underwriting. 

Part  of  what  you  are  offering  out  there  on  the  street  is  telling 
people,  "Look,  you're  going  to  have  to  fix  the  roof.  You're  going  to 
have  to  pay  taxes.  New^  York  City  tax  doubles  every  year,"  or  what- 
ever it  happens  to  be. 

And  you  are  telling  them,  in  effect,  what  they  can  and  cannot  afford. 
It  is  that  underwriting  that  will  later  protect  the  loan,  and  in  fact 
protect  the  community.  To  the  extent  that  somebody  else  can  go 
around  the  corner  and  avoid  that  underAvriting  piocess,  and  get  a  loan 
approved,  no  questions  asked,  in  24  hours.  The  community  then  suf- 
fers the  consequences. 

Mr.  RoEDER.  To  the  extent  that  happens,  it  certainly  does. 

i\Ir.  Chumbris.  j\Ir.  Blum,  would  you  yield  on  this  point  ? 

Mr.  Blum.  Certainly. 

]Mr.  Chumbris.  j\Ir.  Roeder,  in  your  paper,  on  page  3,  you  point  out 
that  mortgage  bankers  originate  about  $13  billion  in  new  mortgages 
and  point  out  that  $8.1  billion  in  FHA,  one-  to  four-family  mortgages, 
were  made  in  19T0;  the  mortgage  bankers  originated  $5.5  billion,  or 
68  percent. 

INIr.  RoEDER.  Yes,  sir. 

Mr.  Chumbris.  Now,  in  the  Jack  Anderson  column  of  ^Monday,  it 
refers  to  our  hearings  that  we  are  holding,  and  it  points  out  some  of 
the  Nation's  most  prestigious  banks  and  insurance  companies  who 
have  been  j^utting  out  money  for  shady  mortgages. 

It  goes  on  to  say  they  are  helping  finance  mortgage  rackets  which 
is  blighting  our  cities  and  defrauding  the  ghetto  dwellers,  giving  an  in- 
ference that  there  is  something  that  is  not  perfectly  OK  between  the 
money  that  is  going  from  the  banks  to  the  mortgage  bankers. 

But  let  us  assume  in  lieu  of  the  question  that  Mr.  Blum  asked  that 
mortgage  lenders  would  be  phased  out  of  the  maiket  completely.  There 
were  no  mortgage  lenders. 

jNIr.  RoEDER.  Mortgage  bankers  ? 
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.  ]\Ir.  CiiuMBRis.  jMortfjaojc  baiikors.  Tlicy  would  come  directly  to  yon, 
or  whatever  source  they  have.  What  would  that  do  to  the  whole  op- 
eration oi  the  FHA  program  ? 

Mr.  RoEDER.  You  would  have  a  very,  very  severe  curtailment  of  hous- 
infj  finance  throughout  the  country.  We  feel  that  over  the  years, 
the  mortgage  bankers  have  done  a  very,  very  constructive  job. 

If  shortcomings  should  come  up,  they  sliould  try  to  be  corrected,  but 
if  you  take  away  the  A'olume  of  mortgage  finance  over  the  years,  that 
the  mortgage  bankers  have  generated  in  conjunction  with  the  FIIA, 
you  are  going  to  have  a  very,  vei-y  severe  curtailment  of  mortgage 
lending. 

What  the  mortgage  banker  does  is  serve  as  a  middleman.  He  pro- 
vides the  facility  that  as  of  today  is  not  available  in  any  other  way. 

If.  for  one  reason  or  another,  the  Chase  Manhattan  Bank  wants  to 
invest  in  mortgages  in  Arizona  or  Texas,  or  any  State  that  you  chose. 
we  have  absolutely  no  facilities  for  generating  mortgages  in  those 
areas  because  we  only  have  our  operation  in  New  York  City. 

The  only  vehicle  we  have  to  get  mortgages  in  those  areas  if  we  want 
to  invest  on  a  nationwide  basis  is  through  that  mortgage  banker. 

This  I  think  you  will  find  is  the  position  that  the  long-teim  investor, 
the  institutional  investor,  finds  his  organization  in.  If  he  wants  to 
finance  homes,  and  he  wants  to  do  it  on  a  nationwide  basis,  to  spread 
his  risk  geographically,  the  only  way  he  is  able  to  do  that  is  to  work 
with  a  series  of  mortgage  bankers  who  can  generate  these  individual 
loans  from  individual  home  buyers,  put  them  together,  and  sell  them 
to  the  large  insurance  companies  in  New  York,  or  Hartford,  or  pen- 
sion funds,  or  whoever  it  may  be. 

It  is  a  very  important  middleman  function,  in  our  view,  that  the 
mortgage  banker  performs. 

Mr.  Chumbris.  If  this  is  true  for  the  general  FHA  loans,  it  would 
have  even  a  greater  impact  on  the  1068  law  which  was  geared  to  help- 
ing the  inner-city,  or  the  low-income  person,  in  buying  a  home. 

It  would  be  that  much  more  difficult  to  go  directly  to  a  bank. 

Now  let  us  assume  that  this  operation  throughout  the  country — that 
all  banks  are  not  ones  that  have  $24  million  in  assets — what  a  problem 
people  around  the  country,  especially  in  smaller  areas,  people  would 
have  if  there  were  no  mortgage  bankers  to  be  the  middleman,  to  be 
able  to  carry  out  the  program  that  the  FHA  has.  Is  that  so  ? 

Mr.  RoEDER.  There  is  no  question  about  that.  Not  only  on  the  FHA 
programs,  Mr.  Chumbris,  but  also  on  the  Veteran's  Administration 
programs  because  the  mortgage  bankers  also  orignate  VA  mortgages. 

So  to  the  extent  you  take  the  mortgage  banker  out,  you  are  also 
hurting  the  VA  programs,  as  well  as  the  FHA  and  the  conventional. 

Mr.  Chumbris.  Well,  we  had  one  witness  before  us,  Mr.  Colon,  who 
is  a  Puerto  Rican.  He  started  a  little  program  in  the  New  York  area, 
and  his  capitalization  was  just,  I  think,  about  $125,000. 

But  he  could  only  service  about  four  loans  a  day.  We  asked  him  if 
he  could  increase  it.  and  he  said,  "Yes,  but  I  cant  get  the  financnig." 

And  the  middleman  he  uses,  the  mortgage  banker,  all  he  uses  is  the 
banks  to  be  able  to  get  the  money  so  he  can  carry  out  that  particular 
program. 

He  would  be  wiped  out  in  this  particular  program. 

83-703- 
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Mr.  RoEDER.  I  would  think  that  would  probably  be  the  case. 

Mr.  Chuiitbris.  I  think  the  subcommittee  was  sort  of  impressed  with 
what  he  was  trying  to  do  because  he  did  avoid — it  was  a  direct  ap- 
proacli.  In  otheV  words,  if  I  were  to  go  directly  to  him,  rather  than 
go  through  the  broker,  therefore  the  broker  was  protected  in  that 
instance. 

Thank  you  for  yielding. 

Mr.  Blum.  I  think  the  point  that  Mr.  Chumbris  is  getting  at,  and 
the  point  that  I  am  getting  at,  is  not  that  the  remedy  is  to  put  mort- 
gage bankers  out  of  business,  but  the  remedy  may  be  to  figure  out 
what  we  could  do  to  get  them  to  apply  the  under  writing  standards 
that  you  are  applying  to  the  inner-city  program  to  the  people  they  do 
business  with. 

How  do  we  get  them  to  provide  that  kind  of  underwriting  ? 

Mr.  EoEDER.  I  do  not  think  you  are  going  to  have  that,  Mr.  Blum, 
as  long  as  housing  is  looked  at  housing  as  such. 

I  do  not  mean  to  be  repetitious,  but  we  feel  very  strongly  that  hous- 
ing is  only  one  element  in  trying  to  work  in  the  inner-city,  and  that  if 
you  do  not  do  all  of  the  other  kinds  of  things  that  we  are  trying  to  do, 
and  we  are  probably  going  to  find  more  and  more  as  we  go  on,  but  in 
financing  the  day  care  center,  in  trying  to  send  our  own  employees 
out  in  the  evenings  to  do  some  remedial  reading  work,  in  trying  to 
work  with  the  drug  addicts  in  the  area,  and  sending  volunteers  out 
over  the  weekend  to  play  with  the  kids  in  the  play  streets — in  trying 
to  get  a  community  spirit  that  the  community  wants  to  build  their 
area,  you  are  never  going  to  do  it  just  by  making  home  mortgage 
loans. 

I  think  that  this  is  one  of  the  very  real  problems  that  you  have  in 
saying,  "Can  you  set  the  standards  for  FHA  ?"  It  has  to  be'bigger  than 
that.  It  has  to  be  bigger  than  that,  and  that  is  where  you  have  to  have 
real  cooperative  effort. 

Mr.  Blum.  I  fully  appreciate  what  you  said  having  walked  the 
streets  of  those  neighborhoods. 

But  I  come  back  to  the  simple  step  you  can  take.  You  can  tell  a  guy, 
"You  are  going  to  have  to  pay  taxes,  and  they  are  likely  going  to  go 
up.  You  are  going  to  have  to  make  repairs,  and  you  ought  to  allow  X." 

Even  this  simple  step  apparently  was  not  being  taken.  The  question 
is  how  to  get  mortgage  companies  to  take  that  step. 

Mr.  RoEDER.  As  long  as  we  recognize  it  as  one  step,  I  certainly  agree 
with  you  completely. 

Senator  Hart.  As  a  latecomer,  I  may  be  repetitious.  Let  me  follow 
that  up  and  ask  if  you,  in  fact,  walked  the  streets  of  Bedford-Stuy- 
vesant  and  learned  that  some  of  the  money  that  you  warehoused  to 
some  of  those  mortgage  brokers  actually  was  the  instrument  which 
produced  the  disaster  in  Bedford-Stuvvesant  what  would  vou  do  about 
it? 

Mr,  RoEDER.  The  fact  is  that  we  did  not  have  that  recognition.  If  we 
had  had  the  recognition,  looking  back,  I  am  still  not  100-percent 
sure  except  to  say  to  ourselves,  "If  it  were  our  funds  that  helped 
create  this  situation,  should  this  be  one  of  our  impact  areas?  Should 
we  try  to  remedy  the  situation  in  some  way,  shape,  or  form?" 
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I  cam  afraid  this  is  not  a  satisfactory  answer  for  you,  Senator,  but  I 
just  do  not  know  even  with  hindsight  what  the  real  answer  to  it  would 
be. 

Not  recognizing^  it,  we  were  not  in  a  position  to  face  up  and  say, 
"Here  is  what  we  shoukl  do," 

If  it  came  up  again,  I  am  not  sui-e  what  the  answer  would  be,  except 
to  say  that  maybe  we  ought  to  make  that  an  impact  area. 

I  am  sorry  I  cannot  give  you  a  better  answer. 

Senator  Hart.  I  think  there  is  something  you  should  do,  but  I  am 
not  even  sure  of  that.  But  it  did  not  contribute,  enhance  the  strength  of 
that  community. 

I  am  not  sure  that  you  would  liave  had  to  walk  the  streets  literally 
to  discover  it,  if  in  fact  you  had  branches  that  were  located  nearby.  I 
assume  that  they  operate  during  daylight,  when  you  could  see  what 
was  going  on. 

Mr.  EoEDER.  Well,  the  branches  that  I  mentioned  to  Mr.  Blum,  Sena- 
tor, are  not  in  the  area.  There  are  two  branches  that  are  relatively 
close  by. 

And"^  I  would  be  sure  that  our  associates  in  those  tv/o  individual 
branches  knew  very  clearly  that  the  East  New  York  section  was  a 
very  declining  area.  But  to  then  associate  it  with  the  fact  that  we  might 
have  been  warehousing  loans  in  those  particular  areas  is  difficult.  It  is 
difficult  because  of  some  of  the  factors  we  discussed  earlier — -of  the 
difficulty  in  the  warehousing  operation  of  pinpointing  that  this  loan 
has  come  into  the  warehouse,  if  it  is  on  this  lot,  and  the  second  one  is 
on  that  lot.  The  procedures  were  not  set  up  to  do  it.  Possibly  they 
should  have  been,  but  they  were  not. 

There  was  not  that  realization  that  it  was  our  money  going  through 
a  mortgage  banker  that  was  leading  to  the  situation  that  existed  in 
East  New  York. 

Mr.  Blum.  Earlier  in  the  hearing  we  had  testimony  from  a  number 
of  real  estate  speculators  that  it  was  not  uncommon  for  them  to  have 
spreads  of  $10,000  on  a  house. 

Were  you  at  all  aware  of  that  situation — $10,000  a  spread  ? 

INIr.  EoEDER.  No.  I  read  this  testimony,  I  guess,  in  the  National 
Observer.  Is  that  the  one  that  you  are  referring  to  ? 

Mr.  Blum.  That  was  the  one  of  the  people  that  testified  about  it. 

Mr.  Boeder.  I  was  surprised  when  I  read  the  article. 

Mr.  Blum.  Were  you  surj)rised  by  the  testimony  that  it  was  com- 
mon practice  for  mortgage  companies  to  make  interim  loans  to  real 
estate  speculators  at  2  percent  a  month  ? 

Mr.  KoEDER.  I  would  be  surprised,  and  I  did  not  see  that  interest 
rate  quoted  in  the  National  Observer  article  that  I  read. 

The  fact  that  loans  are  made  to  individual  real  estate  brokers  is  not 
a  surprising  fact.  I  would  say,  done  properly,  this  can  perform  a  very 
valuable  fimction.  If  you  have  a  real  estate  broker  who  is  sincerely  in- 
terested in  an  area  and  borrows  money  to  buy  property,  and  rehabili- 
tates the  piece  of  property  and  i-osells  it,  I  would  think  this  is  a  valu- 
able function  that  that  real  estate  broker  and  the  lender  is  performing. 

If  it  is  abused,  then  certainly  it  is  another  matter  entirely. 

Mr.  Blum.  Well,  we  can  see  that  that  would  be  akin  to  a  construc- 
tion loan.  In  effect,  the  guy  is  borrowing  money,  short  term,  to  buy  a 
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house  and  rehabilitate  it.  So  it  is  perfectly  comparable  to  a  construc- 
tion loan. 

Mr.  Boeder.  It  could  be  compared  to  that. 

Mr.  Blum.  Well,  we  had  testimony,  for  example,  Mr.  Roeder,  from 
one  gentleman  who  said,  "I  borrowed  up  to  $100,000  at  any  point  in 
time."  He  almost  had  a  line  of  credit  with  United  up  to  $100,000. 

He  made  the  very  specific  point  that  the  repairs  he  made  were  as 
little  as  he  could  possibly  get  away  with.  We  also  have  testimony  that 
short  money  loans  came  from,  among  others,  the  Jet  Warehouse  Corp. 

There,  specifically,  the  testimony  came  from  people  who  operated 
the  Excambio  Management  Corp.,  and  Mr.  Morris  Wendell. 

The  description  they  gave  us  of  the  way  the  notes  were  handled  was 
it  was  a  lever  that  Mr.  Bernstein  used  to  be  sure  that  the  permanent 
financing  went  through  Eastern.  He  had  demand  notes.  The  demand 
notes  were  used  to  say,  "Look,  if  you  are  going  to  take  it  to  another 
warehouse,  I  will  call  the  demand  note." 

Of  course,  Wendell  could  not  produce  $20,000,  so  all  the  mortgages 
went  to  Eastern. 

Were  you  aware  of  that  testimony  ? 

Mr.  Roeder.  I  was  not  aware  of  that  particular  aspect  of  it. 

As  you  know,  we  had  a  relationship  with  Jet  Warehouse.  I  am  not 
sure  it  was  that  significant,  but  we  made  loans  to  Jet  Warehouse  that 
were,  in  turn,  reloaned.  As  you  undoubtedly  recall  from  the  record, 
those  loans  were  being  made  through  another  vehicle  before  Jet  Ware- 
house began  to  borrow. 

Again,  I  would  say  that  to  the  extent  it  is  abused,  it  is  one  thing ;  but 
the  basic  idea,  whether  it  was  Eastern  Service  originally  and  then 
switched  over  to  Jet,  of  making  loans  of  that  nature,  I  think,  is  a  bene- 
fit. It  is  the  abuse  of  them  that  causes  the  problem. 

We  were  not  aware  of  the  use  in  that  sense,  that  any  loans  we  made 
to  Jet  might  possibly  be  utilized  in  the  wrong  fashion.  We  know  that 
the  purpose  of  Jet  Warehouse  was  to  make  these  loans  to  real  estate 
brokers  to  rehabilitate  the  building. 

That  was  a  legitimate  reason  for  lending  money,  and  we  did  not 
know  of  the  abuses  that  were  later  taking  place. 

Mr.  Blum.  Among  the  records  submitted  to  the  subcommittee  under 
subpena  are  records  relating  to  foreclosures  of  mortgages  serviced  by 
Eastern  for  Chase. 

I  ask  that  these  records  be  made  part  of  the  hearing. 

Senator  Hart.  Without  objection. 

Mr.  Blum.  Mr.  Nacos,  you  have  examined  those  records.  Did  you 
notice  anything  unusual  about  them  when  you  first  put  them  together  ? 

Mr.  Nacos.  Well,  I  guess  you  and  I  discussed  this.  This  was  the  first 
time  we  noticed  that  there  were  quits  a  few  foreclosures  in  a  concen- 
trated area.  This  was  the  first  time,-  as  we  discussed,  it  had  come 
to  our  attention. 

Mr.  Blum.  I  was  aware  that  you  were  surprised  as  I  to  see  tlie 
addresses  and  the  concentrations  of  the  foreclosures,  and  also  the  num- 
ber of  times  the  same  name  appeared  on  the  list.  That  was  also  an 
element  of  it. 

Mr.  Nacos.  That  is  true.  After  our  meeting  in  New  York,  I  went 
back  and  checked  tliose  individual  records  to  see  if  we  could  deter- 
mine what  had  happened. 
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In  checking  these  individual  records,  Me  had  separate  borrowers 
in  each  instance,  where  the  income  was  satisfactory  to  the  expenses 
when  Ave  puichased  these  loans. 

Our  records  do  not  indicate,  though,  who  the  ultimate  owner  of 
these  properties  was.  I  believe  you  mentioned  that  it  was  a  Morris 

Mr.  Blum.  Excambio  Management,  or  Mayday  Management. 

Mr.  Nacos.  No;  I  believe  it  was  an  individual  who  testified  he  was 
the  owner  of  some  of  these  properties. 

Mr.  Blum.  Well,  if  you  would  check  it  with  Mr.  Klopper  and  would 
check  ]Mr.  Klopper's  records,  you  would  have  found  him  to  be  one  of 
the  most  credit-worthy  men  in  New  York.  He  is  a  very  prosperous 
lawyer. 

He  went  out  buying  these  houses  as  an  investment,  and  this  Ex- 
cambio Management  situation — no  matter  how  carefully  he  might 
have  cliecked  that  mortgage  file,  there  would  have  been  no  indication 
at  all  that  Mr.  Klopper  was  anything  but  a  credit-worthy  citizen. 

The  thing  that  I  am  wondering  about  is :  Wliat  kind  of  flag  is  possi- 
ble to  hang  on  these  files  that  might  be  a  signal  ?  What  kind  of  cross- 
check can  reasonably  be  kept  on  these  records  to  show  a  pattern,  a 
communality,  that  will  then  trigger  your  saying,  "Hey,  wait  a  min- 
ute," and  then  even  going  back  to  FHA  ? 

As  I  understand  it,  when  you  were  dealing  with  conventional  loans, 
typically  the  conventional  loan  is  rechecked.  There  will  be  the  guy 
who  originates  it,  and  then  somebody  over  him  goes  back  and  spot- 
checks  or  cross-checks. 

The  system  really  depends  on  the  dual  check. 

]\Ir.  Nacos.  Let  me  point  out  a  few  facts  here.  One  would  be,  I 
would  say,  these  loans  were  on  our  books  at  least  5  years.  "Wliat  might 
have  happened  here  was  that  the  area  had  started  to  go  bad,  and  the 
foreclosures  or  the  declining  credit,  or  whatever  it  was,  started  to 
accelerate. 

Now,  in  connection  with  all  these  loans  that  were  in  default,  we 
filed  notices  of  default  with  FHA.  The  notices  were  filed  in  the  usual 
procedure. 

Indirectly,  FHA  has  knowledge  of  all  these  particular  instances 
that  are  going  on  in  a  particular  area,  because  you  file  a  notice  of 
default. 

We  may  not  have  been  able  to  discern  an  overall  pattern  in  the  area, 
but  I  believe  the  information  was  there  on  an  overview  basis  for  some- 
one to  see  a  pattern  that  might  have  escaped  us. 

Mr.  Blum.  Well,  let  me  see  if  I  cannot  put  this  together. 

We  have  got  a  large  chunk  of  Brooklyn,  East  New  York,  Browns- 
ville, and  it  has  been  torn  up  by  speculators,  and  segments  of  it  have 
been  vertually  abandoned. 

We  have  loans  going  to  the  mortgage  companies  which  provided 
the  FHA  financing,  loans  going  to  the  guys  who  provided  the  interim 
financing,  purchases  of  some  of  those  mortgages  from  the  guys  who 
provided  the  financing,  some  degree  of  experience  and  expertise  in  the 
real  estate  market. 

Yet,  there  is  no  putting  together  of  any  of  this.  No  one  at  the  bank 
is  aware  of  what  is  happening,  in  totality. 

Is  that  roughly  what  happened  ? 
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Mr.  RoEDER.  I  think,  if  you  are  saying,  Mr.  Blum,  that  in  that  par- 
ticular instance  we  may  not  have  been  very  good  detectives,  I  could 
not  necessarily  disagree  with  you. 

I  think  the  problem  is  3^  ou  do  not  usually  put  the  detective  to  work 
until  you  have  some  reason  to  think  that  the  problem  exists,  and  how 
do  you  find  out  that  the  problem  exists  so  you  can  start  to  do  your 
detective  work. 

I  would  say  I  agree  with  you.  With  hindsight,  looking  back  at  what 
appears  to  be  flags  flying — why  did  not  someone,  at  least,  put  this 
together  ^ 

I  think  this  ties  in  with  Senator  Gurney's  question  earlier,  that  we 
have  been  and  will  continue  to  see  if  we  can  learn  from  this,  what  these 
flags  were  that  were  flying.  Does  there  have  to  be  better  coordination  of 
records  even  between  two  divisions  of  our  real  estate  department,  that 
happen  to  be  sitting  on  the  same  floor?  But  no  mechanism  has  been 
set  up  through  which  one  individual  would  think  to  say  something  to 
another  individual. 

This  is  certainl}^  something  that  we  must  do  and  try  to  find  out  what 
we  can  learn,  so  that  liopef  ull}' ,  it  would  not  happen  a  second  time. 

I  would  agree  with  you  on  that  completely. 

Mr.  Blum.  I  must  say  that  the  flag  that  set  me  looking  in  the  detec- 
tive sense  was  what  the  final  product  was ;  and,  obviously,  that  was  at 
the  end  of  the  road,  not  at  the  beginning. 

I  take  it  from  what  you  say  that  it  would  be  very  difficult  for  you  to 
continue  j^our  waiehousing  operation  were  it  not  for  the  functioning 
and  existence  of  FHA  programs.  Really,  the  mortgage  banking  in- 
dustry depends  very  heavily  on  FHA,  the  existence  of  FHA  approval, 
and  the  transferability  and  negotiability  of  the  FHA  mortgage  instru- 
ment. 

Would  that  be  correct  ? 

Mr.  RoEDER.  Yes,  sir. 

Mr.  Blum.  And  do  you  agree — there  have  been  suggestions  that  this 
program  be  terminated  because  of  the  difficulties  and  the  abuses.  I  take 
it.  you  would  not  favor  termination  or  drastic  change  or  the  serious 
nature  of  it  ? 

Mr.  RoEDER.  Xo,  sir. 

I  think,  again,  the  contributions  FHA  and  mortgage  bankers  have 
made  over  a  long  period  of  years  have  been  such  that  we  should  not 
say  it  is  a  failure  because  of  this  particular  instance  that  we  are  living 
with  now.  Try  to  correct  this  situation,  but  do  not  discard  what  has 
been  a  very  constructive  vehicle  for  over  a  period  of  over  three  decades. 

Mr.  Blum.  One  of  the  suggestions  that  has  been  made  is  to  convert 
FHA  sawed-off  to  a  private  insurance  corporation,  similar  to  the  mort- 
gage insurance  guarantee  corporations. 

How  do  you  react  to  that  ? 

Mr.  RoEDER.  I  am  sure  you  can  come  up  with  all  sorts  of  vari- 
ations, Mr.  Blum,  and  certainly  I  have  not  thought  through  all  the 
possibilities. 

I  would  still  go  back  to  what  has  been  a  very,  very  successful  pro- 
gram, and  can  it  be  strengthened  in  this  one  particular  instance, 
where  possibly  it  has  not  been  successful  but  where  3'ou  have  got, 
again,  a  long  history  of  a  very  workable  project. 

It  has  financed  a  tremendous  amount  of  housing  across  the  country, 
and  I  would  want  to  work  awfully  hard  to  improve  that  program 
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before  I  said,  "Let  us  substitute  a  brand  new  one,  with  all  of  the  new 
rules  and  mechanisms  and  regulatory  bodies  that  would  have  to  come 
in.-' 

Work  with  what  we  have  if  we  possibly  can. 

Mr.  Blum.  Do  you  think  the  statutory-  tools  arc  there  to  do  it? 

Mr.  RoEDER.  As  I  understand  the  FHA,  the  supervisory  authority 
potential  is  there.  It  is  a  matter  of  their  having  the  resources,  a  mat- 
ter of  their  putting  into  being  their  own  control  mechanisms  and  so 
forth. 

But,  as  it  is  presently  written,  and  if  you  come  up  with  the  super- 
visory authority  over  the  mortgage  banking  business,  that  would  pre- 
clude this  kind  of  a  problem  from  coming  up  again. 

Mr.  Blum.  As  a  banker,  I  take  it,  you  would  not  favor  economizing 
your  bank  operations  by  firing  your  loan  oflicers  at  a  time  when  you 
are  increasing  your  volume  of  lending. 

Mr.  RoEDEii.  Xo,  sir.  I  think  I  referred  to  that  earlier,  again  in  reply 
to  one  of  Senator  Gurney's  questions. 

But  when  we  decided  to  tr}'  an  inner  city  program,  we  said  we  are 
going  to  have  to  put  the  resources  into  it,  and  they  are  going  to  be 
somewhat  different.  Put  it  under  a  specific  office  with  Mr.  Quinn, 
because  we  knew  we  could  not  use  the  fellow  who  was  doing  the  busi- 
ness up  in  Scarsdale,  and  tell  him,  "Won't  you  also  handle  the  inner 
city  areas  for  us  ?" 

Mr.  Blum.  When  you  made  inner  city  loans  you  increased  the  per- 
sonnel, when  FIIA  tried  it,  decreased  personnel 

Mr.  RoEDER.  I  can  only  speak  for  Chase,  Mr.  Blum.  We  did. 

Senator  Hart.  Senator  Gurney  ? 

Senator  Gurnet.  I  do  not  have  any  further  questions. 

Senator  Hart.  Gentlemen,  thank  you  very  much.  We  know  we  have 
kept  you  a  long  time,  but  we  appreciate  it. 

Mr.  Roeder.  Thank  you.  Senator  Hart,  and  gentlemen. 

Senator  Hart.  Let  me  suggest  a  10-minute  recess,  at  which  time  we 
will  have  testimony  from  Mr.  Vogel. 

(Whereupon,  a  10-minute  recess  was  taken.  Testimony  resumes  on 
p.  11G9.) 


Material  Relating  to  the  Testimony  of 
George  A.  Roeder 

EXHIBIT  1 

Letter  From  Chase  Manhattan  Bank  to  the  Antitrust  and  Monopoly 
Subcommittee  Dated  February  24,  1972 

The  Chase  Manhattan  Bank, 
l^eic  York,  N.Y.,  February  2h,  1912. 
Jack   Blum,  Esq., 

Staff  Asfiistant  Counsel,  Snhcommittce  on  Aiititrust  and  Monopoly,  Co-mminee 
on  the  Judiciary  of  the  Senate  of  the  United  States,  Washington,  D.C. 

Dear  Mr.  Blum  :  Thank  you  very  much  for  the  extension  of  time  to  reply  to 
the  committee's  subpoena  of  January  24.  1972.  I  might  say  that  it  has  been 
quite  a  task  to  assemble  all  of  the  information  you  requested. 

In  response  to  Section  A  of  the  Attachment  A  of  the  subpoena.  I  have  enclosed 
the  servicing  contracts  of  the  bank  with  Eastern  Servicing  Corporation  and 
T'nited  Institutional  Servicing  Corporation.  None  of  the  other  corporations  listed 
in  Attachment  A  service  mortgages  for  the  bank. 

In  response  to  Section  B  f)f  Attachment  A  of  the  subpoena,  I  have  enclosed 
a  summary  of  the  number  of  mortgages  serviced  by  Eastern  Service  Corporation 
and  United  Institutional  Servicing  Corporation  together  with  the  outstanding 
balances  and  sundry  other  information  and  the  deliquency  ratio  on  loans  serviced 
by  Eastern  Servicing  Corporation.  As  I  explained  over  the  phono,  the  bank  is 
on  a  single  debit  system  with  its  servicers  and  a  listing  of  the  mortgages  are  not 
readily  available. 

Pursuant  to  our  conversation,  our  servicing  manager  has  contacted  Eastern 
Servicing  Corporation  and  they  have  assured  us  they  will  give  us  a  complete 
listing  with  the  information  you  requested  possibly  within  two  weeks.  We  are 
also  endeavoring  to  obtain  a  similar  listing  from  United  Institutional  Servicing 
Corporation.  As  soon  as  these  lists  are  furnished,  I  will  forward  them  to  the 
subcommittee.  I  appreciate  your  consenting  to  handling  it  this  way. 

Also  included  is  a  listing  of  loans  either  foreclosed  or  under  foreclosure  since 
January  I,  1960  to  date  serviced  by  Eastern  Servicing  Corporation  or  United 
Institutional  Servicing  Corporation. 

In  response  to  the  request  that  the  bank  furnish  all  books,  records  and  papers 
relating  to  the  purchased  for  its  own  account  or  as  trustee  during  the  period 
covering  January  1,  1969  to  date,  there  are  none  as  no  mortgages  were  purchased 
from  the  listed  companies  during  that  period. 

In  response  to  Section  C  of  Attachment  A,  the  bank  has  elected  to  furnish 
you  with  the  tables  rather  than  the  books,  records  and  papers  relating  to  loan 
agreements.  There  are  no  tables  for  Dale  Funding  Corporation,  Hogar  Funding 
Corporation  or  Empbanque  Capital  Corporation  because  the  bank  did  not,  nor 
does  it  do,  any  business  with  those  particular  companies. 

In  response  to  Section  D  of  Attachment  A,  I  enclose  all  books,  records  and 
papers  relating  to  the  account  of  Jet  Warehousing,  Inc.,  for  the  period  you 
reque.sted. 

Again  let  me  express  my  appreciation  for  the  extension  of  time. 
Very  truly  yours, 

James  J.  Nacos. 
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EXHIBIT  2 

Letter  From  Chase  Manhattan  Bank  to  Eastern  Service  Corp.  Dated 
February  21,  1963 

The  Chase  Manhattan  Bank, 
New  York,  N.Y.,  February  21, 19GS. 
2-242-AAI\I-ch 
Servicing  Agreement  dated 
July  23.  1962. 
Mr.  Harry  Bernstein, 
President,  Eastern  Service  Corp., 
Hempstead,  A'.Y. 

Dear  Mr.  Bernstein  :  In  connection  with  the  captioned  matter,  it  has  l)een 
agreed  that  your  servicing  fee  on  all  mortgages  serviced  by  you  pursuant  to  said 
Agreement  shall  be  changed  to  V^  of  1%. 

Accordingly,  this  letter  when  accepted  by  you,  will  .serve  as  an  Amendment  to 
said  Agreement  as  follows  : 

By  deletiug  in  Section  11  the  word  and  figures  "%  of  1%"  and  substitute  in 
lieu  thereof  the  word  and  figures  "Vi  of  1%'\ 
Would  you  kindly  indicate  your  acceptance  thereof  by  executing  and  returning 
to  us  the  copy  of  this  letter. 
Very  truly  yours, 

Bernard  .T.  Cassidy, 
Assistant  Vice  President. 
Enc. 

Agreed  and  Accepted  this  6th  day  of  March,  1963. 
Harry  Bernstein. 


EXHIBIT  3 

Appendix  Material  to  the  Chase  Manhattan  Statement  on  the  Outline  of  Real 
Estate  Urban  Lending  Program 

Appendix  :  Outline  of  Real  Estate  Urban  Lending  Pbogbam 

As  American  corporations  have  become  increasingly  involved  in  urban  prob- 
lem-solving since  the  late  1960's,  they  have  learned  from  the  successes  and  fail- 
ures of  their  experiences  that  there  are  no  easy  solutions  to  such  complex  and 
persistent  problems  as  economic  development,  housing,  education,  employment, 
municipal  finances,  narcotics,  crime  and  an  unsatisfactory  environmc'nt. 

Along  with  many  other  major  corporations,  commercial  banks  have  clearly 
recognized  the  need  for  direct  and  increased  action  on  these  pressing  social  is- 
sues that  affect  the  nation  as  a  whole,  their  employees  and  the  communities  upon 
which  they  depend  for  their  continued  viability.  Some  five  years  ago.  Chase  Man- 
hattan Bank  established  a  full-time  Ui"l)an  Affairs  unit  and  formed  an  Urban 
Affairs  Advisory  Committee  of  Senior  Officers  to  coordinate  and  develop  effec- 
tive strategies  for  its  expanding  range  of  programs. 

Since  that  time,  the  bank  has  planned,  created  and  implemented  numerous 
programs  for  job  training  and  upgrading,  economic  development,  housing,  day 
care,  remedial  education,  recreational  activities,  financial  assistance  and  overall 
community  development.  Under  a  novel  philosophy  of  internal  and  external  "co- 
ordinated decentralization".  Chase  has  strived  to  achieve  the  fullest  possible  in- 
volvement of  all  its  operating  capabilities-  toward  this  end  in  full  cooperation 
with  public  sector  resources. 

As  a  result,  the  bank  now  has  some  50  people  involved  full-time  on  urban-related 
projects,  some  300  more  people  on  a  part-time  or  voluntary  basis.  These  people, 
along  with  loan  resource  allocations,  are  responsible  for  a  broad  range  of  activ- 
ities including  general  management  and  planning  support,  human  resources 
development  assistance  to  minority  or  disadvantaged  businessmen,  and  the  financ- 
ing of  badly  needed  community  residential  and  social  facilities. 

As  part  of  those  efforts,  in  the  latter  part  of  1970,  the  Real  Estate  Department 
.set  up  a  specialized  unit  to  address  itself  to  correcting  some  of  the  urban-related 
real  estate  ills  within  the  metropolitan  area.  In  structuring  program  strategy,  we 
felt  that  we  had  to  aim  not  only  at  the  mere  disbursement  of  loan  funds,  but 
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also  to  improve  the  quality  of  life  within  oui-  region — a  goal  consistent  with 
Chase's  overall  urban  affairs  effort  that  was  formalized  in  1907.  In  striving  for 
this  goal,  we  have  attempted  to  produce  a  total  environment  for  living  with  in- 
creased and  better  housing,  employment  and  community  facilities. 

There  are  six  broad  strategies  and  a  number  of  supportive  tactics  that  have 
beeu  implemented  in  the  effort  to  attain  these  goals.  We  have : 

1.  Increased  our  own  Interest  Capahilitij  and  Encouraged  the  Involvement  of 
Private  Sector  Organizations  in  Community  Development. 

(a)  Implementation  of  a  full-time  urban  unit  in  the  Real  Estate  Department 
to  complement  the  work  of  the  overall  urban  coordinating  stafiC  which  aids  dis- 
advantaged businessmen  and  other  relevant  bank  areas. 

(h)  Allocation  of  $100  million  ($75  million  for  construction-rehabilitation  and 
$2.j  million  for  permanent  financing)  for  urban  development  and  the  subsequent 
increase  of  this  figure  to  $175  million  ($150  million  revolving  construction- 
rehabilitation  and  $25  million  annually  for  permanent  lending). 

(c)  Utilization  of  our  program  as  a  catalyst  to  involve  other  private  sector 
organizations  (other  lending  institutions,  business  corporations,  and  community 
groups)  in  participating  in  urban  growth  efforts. 

2.  Increased  our  Community  Orientation  and  Involvement. 

(a)  Involvement  in  local  communities  and  the  development  of  deeper  working 
relationships  with  leadership  groups,  grass  roots  organizations  and  local  public 
agencies. 

(b)  Aid  in  the  development  of  community  based  housing  organizations  in  Ft. 
Greene  and  Crown  Heights,  Brooklyn,  and  South  Jamaica,  Queens,  through  the 
provision  of  mortgage  funding  as  well  as  the  training  of  community  organization 
personnel  in  the  mortgage  process. 

3.  Structured  our  Real  Estate  Lending  Strategies  for  General  and  Impact- 
Area  Lending. 

(a)  General  Lending — Commitment  of  loans  throughout  the  New  York  metro- 
politan area  to  individuals  and  organizations  in  need  of  our  funds,  but  particular 
emphasis  has  been  placed  on  making  loans  in  ''disadvantaged"  or  "transitional" 
neighborhoods  within  New  York  City. 

(b)  Impact  Lending. — The  selection  of  three  pilot  areas  within  New  York 
City :  Ft.  Greene  and  Crown  Heights  in  Brooklyn,  and  South  Jamaica  in  Queens. 
Our  i)urpose  has  been  to  develop  a  viable  model  for  community  improvement, 
encompassing  community,  governmental,  and  lending  sectors  which  could  be 
duplicated  in  other  communities  throughout  New  York  City. 

We  have  concentrated  our  bank  involvement  in  these  areas  by  not  only  pro- 
viding real  estate  loans,  but  also  other  inputs  such  as  community  liaison  sup- 
port, minority  business  loans,  technical  assistance,  etc. 

One  result  is  that  each  community  now  has  a  store  front  housing  organiza- 
tion from  which  it  is  performing  the  following  services :  generating  loan  appli- 
cations from  community  residents,  counseling  residents  on  mortgage  processing, 
and  imderwriting  procedures,  training  other  community  staff  personnel,  identify- 
ing community  problems  and  possible  solutions. 

Although  we  have  by  no  means  solved  all  real  estate  or  other  .socioeconomic 
problems  of  these  three  communities,  we  feel  that  we  have  the  beginnings  of  a 
successful  model  for  community  improvement. 

4.  Diversified  our  Real  Estate  Lending  Pattern. 

(a)  Inclusion  of  all  types  of  property  loans  : 

1.  1-4  family  homes,  store-residence,  multi-unit  housing. 

2.  Community   facilities   including   day   care   centers,    schools,    churches, 
medical  facilities,  etc. 

3.  Commercial  building,  including  retail  and  oflSce  facilities. 

4.  Smaller  minority   or  disadvantaged  businesses  through   related  Com- 
munity Economic  Development  Program. 

(b)  Offering  construction  and  permanent  financinj:  on  all  types  of  u.seful 
properties. 

fc)  Inclusion  of  a  l)road  base  of  income  groups  (low-moderate-middle)  in  the 
program. 

(d)  ^lakinsr  of  seed  money  loans  to  non-profit  organizations  for  the  purpose 
of  generating  housing  units. 

(e)  Making  conventional  FHA  and  VA  loans  available  to  all  borrowers. 

(f )  Using  technical  assistance  and  grants  to  buttress  marketing  and  processing 
of  loans. 
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5.  Coordinated  our  Efforts  as  much  as  we  could  with  Community  Goals. 

(a)  Sending  a  knowledgeable  staff  member  to  the  community  to  determine 
compatability  of  various  programs  with  community  goals. 

(b)  Endeavoring  to  show  great  flexibility  in  structuring  mortgage  packages 
suited  to  the  borrowers'  financial  conditions  as  well  as  constructive  advice  to 
those  who  do  not  qualify  for  financing.  We  have,  in  our  opinion,  been  able  to 
maintain  a  generally  low  delinquency  ratio  and  no  foreclosures  because  of  this 
procedui'e. 

6.  Shown  our  Willingness  to  Accept  Increased  Real  Estate  Risk  Factors. 

(a)  Accepting,  when  needed,  a  lesser  yield  than  usually  expected  within  the 
market  framework  provided  ultimate  program  goals  are  attained.  For  instance, 
under  the  1^  family  home  portion  of  our  lending  program,  we  charge  only 
recognized  fees  to  the  buyer  and  do  not  charge  points  to  the  seller. 

(b)  Accepting  higher  risks  provided  they  are  still  within  the  framework  of 
prudent  lending. 
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EXHIBIT  4 


Mortgage  purchases  by  Chase  from  Eastern  Service  Corporation 

EASTERN  SERVICE  CORP. 


Holder 


Number  of 
mortgages 


Outstanding 
principal 


Rate    Date  of  purchase         Type 


Trust: 

B/M  9336  March  inclusive 

B/M  9396  March  inclusive 

B/M  9488  March  inclusive 

B/M  S517  March  inclusive 

B/M  9518  March  inclusive 

B/M  9519  March  inclusive 

B  M  9520  March  inclusive 

B:M  9548  March  inclusive 

B,M  9549  March  inclusive 

(8126)  20018  March  inclusive. 
(2133)  20023  March  inclusive. 

(8177)  20032  March  inclusive. 

(8178)  20037  March  inclusive. 

(8244)  20049  March  inclusive. 

(8245)  20056  March  inclusive. 
(8253)  20066  March  inclusive. 
(8286)  20078  March  inclusive.. 
(8455)  20116  March  inclusive. 
(9338)  20169  March  inclusive.. 

Bank; 


16 

143,157.63 

4 

45, 460. 32 

22 

223,281.61 

b 

77, 490. 09 

/ 

76,  277. 80 

4 

39,  258.  85 

2 

20,723.82 

6 

56.410.07 

8 

84,400.37 

1 

7,215.65 

2 

14,  265.  82 

2 

14,744.99 

1 

9,372.95 

3 

33, 168.  23 

6 

50,467.31 

8 

94,174.34 

1 

9,441,12 

8 

87,776.40 

2 

15,761.13 

290 

4,072,878.19 

3b 

568,  737. 14 

661 

9.181,495.87 

6 

431,752.64 

2 

34, 948.  41 

885 

14,672,993  53 

112 

2,196.250.26 

3 

73,  887.  82 

1 

15,374.17 

226 

2,838.110.87 

n 

373,996.31 

51.,'  May  1961 VA. 

5'.,  August  1961... VA. 

51/i  December  1961 VA. 

5}4  August  1962 VA. 

Sh  February  1962 VA. 

53.4 VA. 

514 ---  VA. 

51 4  March  1962 VA. 

514 do. VA. 

5,14  December  1960 VA. 

5.'4 do VA. 

5I4 do. VA. 

5.'4  May  1961 VA. 

5I4  December  1960 VA. 

5,1,4  January  1961 VA. 

5'4  October  1962 VA. 

51-:.  June  1961 VA. 

5,14  May  1962 VA. 

534  December  1960 VA. 

6  (0  Conv. 

53-2  (1)  FHA. 

53  i  (')  FHA. 

6  (I)  Comm. 

VA  (1)  Comm. 

5?^  (1)  Conv. 

VA  (1)  Conv. 

534  (')  Conv. 

VA  0)  VA. 

5 '4  (1)  VA. 

Vi  0)  FHA. 


■  Varies  1958-65. 

DELINQUENCY  REPORT  (EXCLUSIVE  OF  FORECLOSURE) 

March 

June 

September 

December 

1969 

1970 

1971 

9.4 

7.4 

_ _.                   3.9 

7.8 
4.0 

6.8 
6.6 

5.5 
3.9 
7.4 

EXHIBIT  5 
Foreclosures  of  Chase  owned  mortgages  serviced  by  United 

UNITED  INSTITUTIONAL  SERVICING  CORPORATION-BANK  OWNED,  JAN.  1,  1969 


FHA  Case  No. 


Address  of  property 


Original 

amount  Balance 

of  as  of 

mortgage  foreclosure 


Our 

Date  of  mortgage 

foreclosure    Name  of  mortgagor  No. 


373-054112-203...  117-70  142d  Place, 
South  Ozone  Park, 
New  York. 

373-060684  203...  747  Georgia  Ave, 

Brooklyn,  New  York. 


$13,550      12,156.23    Apr.     1,1970    Anderson,  Henrietta. 
15,000      13,731.16     Nov.    1,1969    Gettens,  Keith 


66599 
68261 


Number  of  mortgages 


Outstanding 

principal 

balance 


Rate 


Date  of 
purchase 


Type 


2 36,053.51 

4. 70,580.52 

69 1,101,511.69 

6 102,  256.  PO 

2. 74,664.74 

2.. 23,750.41 


5>i 

1966 

VA. 

5'4 

1966 

FHA. 

514 

1966 

FHA. 

5'^ 

1966 

FHA. 

53/4 

1966 

Conventional. 

6 

1966 

Do. 
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EXHIBIT  6 
Foreclosures  on  Chase  owned  mortgages  serviced  by  Eastern 

EASTERN  SERVICE  CORP.-FORECLOSURES  JANUARY  1,  1969,  BANK  OWNED 


Original  Balance 

FHA/vA  amount  of  as  of  Date  of 

case  No.  Address  of  property  mortgage     foreclosure        foreclosure    Name  of  mortgagor 


373_05i475 675  Snediker  Ave.,  Brooklyn,  $15,000    $11,230.92    Jan.     6,1969    Weissman,  Benjamin. 

,-,,  nAsnRQ  ^'^'  ---  13,965.89    Mar.    6,1969    Rice.  Herbert. 

373"oS:::::"499Hegerr:a"nAveV,BrooWn7""-----; -  16,879.12    Mar.  14,1969    Orta.JoseA. 

373-046816..—  955  Dumont  Ave.,  Brooklyn ..-  19,707.88    Mar.  25,1969    Parks,  Herbert. 

^73  032958  49^S^chenk  Ave.,  Brooklyn,  N.Y.  16,800  15,071.77     Apr.     7, 1969    Macon,  James. 

?7^1n™Kfi 318  Lott  Ave    Brooklyn   N.Y 15,346.97    Apr.  10, 1969    Ogarrow,  Edwin. 

3^3-053866 318^29     4^  13  615.55    Apr.  23, 1969    Sapp,  Will.am. 

373:ffi:::::  658  Williams  A^^^^^  13.439.74     May     7,1969    Silverstem,  M. 

-370  n/iviQ£i^  fiP9HpnirixSt    Brooklvn   NY  -  13,044.54  _._do Green,  Stephen. 

:      576--         SchenTAve;.&n,N.Y::::::...;...  uIsM.SS  ...do Gordon.  Mildred. 

373-045251."::;:  690  Georgia  Ave.,  Brooklyn,         13,212.56  ...do Gordon,  Howard. 

373  044566  744  Sackman  St.,  Brooklyn,  N.Y 13,878.77  ...do Baldinger  Daniel. 

373-004491:::::  eSOBelmont  Ave.,  Brooklyn, 12,275.04  ...do. Johnson,  James. 

373-057724.....  224  VanSiclen  Ave.,  Brooklyn, 13,141.58  ...do Dean,  Frank. 

373_C59886 595  Belmont  Ave.,  Brooklyn, ...13,530.31    May     9,1969    Klopper,  Stuart. 

373-061068.....  607^Snediker  Ave.,  Brooklyn, 14,248.10  ...do... Goltesman,  Abraham. 

373^45110.-...  692  Williams  Ave.,  Brooklyn,       15,576.89  ...do Panella,  Vincent. 

373-050852.....  606  Williams  Avt.,  Brooklyn,       15,939.20    May  27, 1969    Speller,  George. 

ITH  382377  135-12  221st  St    Laurelton,  N.Y 15,512.94    May  28, 1969    Tyler,  Donald. 

^7l^rRiqq7  333  Bradford  St    Brooklyn   N.Y  16,487.49    June    2,1969    Green,  Thomas. 

^56695:::::  liK^st^BVooklynVY....: ^m.eS    June  17.1959    G-ner  Edward. 

LHG-422444....  655  Williams  Ave.,  Brooklyn,       13,039.11    July   14,  lJb9     Mopper,  seaie. 

373-044565.....  676  Williams  Ave.,  Brooklyn, 13,129.10    Sept.   5, 1969     Klopper,  Stuart. 

LHG-402855         219-31  EHgewood  Ave 15,  816.  31  ...do Jackson,  Samuel. 

,7.048350  Spnngfield  Gardens,  NY.  _  ^^  ^^^  ^^    Sept.17,1969    Rice  Herbert. 

LHG427657\-:::-326SnedikeYAVe:"BrooM  9,270.76    Oct.     8,1969     Klopper  H. 

iur«Ki7n         USMirinAve    Roosevelt  N  Y  .  12,872.21    Nov.  21,1969    Gooden  Chauncey  Jr. 

373-^25975  44   AmboySt:  Brooklyn  N.V::: 19.000  16;612.72  .....do Joyner  Wendell. 

I73I28625:::::  235  New  Jersey  Ave.  Brooklyn  15,400  12.764.23  ....do Olmo  Ivan. 

373-037009 664  Hi'nsdale St.  Brooklyn  N.Y 14,624.91  ....  do Payne  Arandell. 

373-042350 590  Snediker  Ave.  Brooklyn  19.000  16,o26.17  ....  do Kivera  A. 

373_059288 lOg/oumont  Ave.  Brooklyn 15.144.90  .....do Wayne  Richard. 

iur,Q.A7i  54'iIlt'7St    FreeoortNY  ..  16.620.95    Dec.  17, 1969    Shepherd  R. 

"^tSt::.  20l'9^Umon'sr'B%lyn-¥.V.::-----21.300  19  108  94    jan.  28.1970    Corc.^.  Joscelyn. 

373-056485 612  Williams  Ave.  Brooklyn        17,764.89 do uaniei  b. 

373-059669.....  527  Ashford  St.  Brooklyn  N.Y  19,200  17,651.96    Mar.    3,1970    Estada  Angel. 

373-005630.....  2202  Strauss  St.  Brooklyn  N.Y VifJ^f.     Mar.    6,1970    Aye    J^ 

373-065389 142-27  Sutter  Ave.  South  14,500  13,538.21 do KODinson  r. 

373_046024 659  Williams\vV'Brooklyn  16,800  15,311.72    May     1,1970    Torres  Armando. 

373-041281.....  657  Williams  Ave.  Brooklyn        14,966.50    May  20,1970    Benjamin  Ethelbert. 

373-033079 450New  Jersey  Ave.  Brooklyn    '17,160.04    May  27,1970    Antonetty  Jose. 

373-021604 645  Osborn  St.  Brooklyn  M.Y..  20,000  16,848.72    Oct.    15, 1970    R'f J^^jon  ^^^^^^^^^^^ 

373-004720.....  50  Rutland  Rd.  Freeport  N.Y...  5,400        2,572.73  ----%--.-  b,°cNeelev  Jerry 

373-^)26356 155-29  116th  Ave.  Jamaica  16,300  14,207.47    Oct.   30, 19/U    ivicNeeiey  jerry. 

373.^57262 596  Van  Seclen  Ave.  Brooklyn  15,100  13,609.02    Dec.  28, 1970    Helsinger  J. 

373-043300  736  Williams  Ave.  Brooklyn  17,200      14.147.74    Nov.    4,1971    Benjamin  C. 

N.Y. 
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EASTERN  SERVICE  CORP.— FORECLOSURES  JANUARY  1,   1969,  BANK  OWNED— Continued 


FHA/VA 
case  No. 


Address  of  property 


Original 

Balance 

amount  of 

as  of 

Date  of 

mortgage 

foreclosure 

foreclosure 

Name  of  mortgagor 

16,  300 

14,171.84 

Jan.   13,1971 

Lucas  J. 

14,250 

12,724.95 

May  28,1971 

Ada  Realty. 

22,400 

18,773.97 

June    3,1971 

Henderson  H. 

14,300 

11,816.65 

Sept.   7,1971 

Miller  Wm. 

20, 900 

16,385.65 

Nov.  21,1971 

Black  J. 

373-034365 115-40  Bedell  St.  Jamaica  N.Y. 

373-055444 109-48  164th  St.   Jamaica  N.Y._ 

373-046876 217  Atkins  Ave.   Brooklyn   N.Y. 

373-024426 808  Nassau  St.  Bellmore  N.Y 

373-005444 659  Watkins  Ave.  Brooklyn 

N.Y. 
373-027094 115-13  146th  St.  South  Ozone 

Park  N.Y. 
LHG-387313....  111-14  158th  St.  Jamaica  N.Y.. 


12,100       9,936.97 do Brennan. 

16,000     12,681.66    Dec.  21,1971    Walker  A. 


EASTERN  SERVICE  CORP.-FORECLOSURES  JAN.  1,  1969:  BANK  OWNED-CONVENTIONAL 


Name  of  mortgagor 


Address  of  property 


Original 
amount  of  Date  of 

mortgage       foreclosure 


Balance  as  of 
foreclosure 


DeFrancesco,  J 67  Lakeview  Dr.,  Warwick,  N.Y 

Avageanor,  G 38  Florida  St.,  Long  Beach,  N.Y. 

Hills,  R 35  Audubon  St.,  Nesconset,  N.Y 

Saltzman,  M 65  Stewart  St.,  Brooklyn  N.Y. 

Bouchard,  F. 62  Chapel  Hill  Dr.,  Brentwood,  N.Y... 

Valenzuela,  R 330  Chester  St.,  Brooklyn  N.Y 

Ducas,  A 37  Broad  Ave.,  Ossining,  N.Y 

Williams  Rudolph 2l8StaleSt.,  Wyandanch,  N.Y 

Majors,  Robt 119-32  193rd  St.,  St.  Albans,  N.Y 

Cooper,  Wm. 1587  Park  PI.,  Brooklyn  N.Y. 

Mack,Wm.. 130-19  129th  St.,  Ozone  Park,  N.Y. ... 

Elefterion,  W 724  Glendale  Rd.,  West  Babylon,  N.Y.. 


$22, 800 

Jan. 

30, 1969 

$22,  036, 69 

15,600 

l-eb. 

4, 1969 

14,950.74 

11,000 

do 

10,466.69 

12,000 

Dec. 

10, 1969 

10,884.30 

14,  000 

do.. 

13,138.54 

11,000 

l-eb. 

24, 1970 

8,857.01 

15,000 

Apr. 

18,1970 

12,037.85 

14,  000 

Apr. 

24, 1970 

12,460.06 

15,400 

May 

5,1970 

12,407.38 

19,000 

Jan. 

11,1971 

13,071.79 

28,  000 

Mar. 

24,1971 

25,  555. 24 

13,  500 

Feb. 

25, 1969 

12,015.26 

EASTERN  SERVICE  CORP.-FORECLOSURE  JAN.  1,  1969  (TRUST  OWNED) 


FHA/VA  case 
No. 


Address  of  property 


Original 
amount  of     Balance  as 
mortgage  of  foreclosure 


Date  of 
foreclosure    Name  of  mortgagor 


373-076400 1464  Manatuck  Blvd.,  Bayshore, $15,601. 3p    Feb.  27, 1969    Cittadini,  R. 

N.Y. 
373-085563 177    Fountain    Ave.,  Brooklyn,    $16,300.00      13,680.84    Feb.    4,1970    Jefferson, H. 

N.Y. 


83-703  0—73 — pt  2b- 
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EXHIBIT  7 
Corporate  Resolutions  of  the  Jet  Warehouse  Corp. 


.«.* 


¥•« 


f  ^^moraboo  duly  orgaiuM^^adeitshne  «idisr'4|tei||nn  (.„  _ 
w  fhe  Chise  UtoMum^'BaBk,  N.  a.,  diat  « mecuag  of  me^ 
-called  ud  fadd  at  its  office  in  tbe  Gtj  iif    Milptri  ■!! 


f^ma  cQUM^ai)^  Wis  duif^-^ 


tenth- 


_day  of_ 


MVkoiw 


19  71.  tljit  «  fdr  BK0ii^  r  fHkudi  wM 

prM^  and  voting  throughovt,  and  that  the  following  roolutiom  <m  tliflon  ialg  atde  and  ieciMkd«d  wagp.^ 
ananimously  idt^ttd  and  ace  mam.  in  luU  ioroe  and  efiact; 

"ltESCM.VH3,  a»ittlieaiMtlAn>MaMfl«nlc.N.  A.  QirtiiMfttt  itfetrad  to  ti  jg  IMQ  be  «a*t^<bt  ii 
designated  as  a  depositary  of  thi]  mipotalfco  and  tfiat  Ifac  oncer*  uad  MRtts  of  thb  coiliafitioa  it  »mi  hMlby  afe, 
and  each  of  them  hefei>jr  is,  authonzed  to  deposit  tay  of  the  fondi  of  Afi  Miration  m  tm  huit  a<im  <t  its  t«i~t 
office  or  at  any  of  Iti  branches.  '  \^f 


LOANS,  cnasiT* 

ANO  mKvmrw 


RE90LVED,  that,  uatil  tbe  hl^t  order  of  this  Board  of  Dtcecton,  any  fumb  of  ItKs  OMpantiM-teMited  ia 
the  Bank  be  subject  to  withdrawal  or  charge  at  any  rime  aa<l  ftam  time  to  ticoe  i^xm  cheeky  aotet,  dran^j^ffl*  of 
exchange,  accqxancct,  undertakings,  or  other  in^ruments  or  orders  for  the  piymeot  of  tnoocy  «(ite  alade,  " 
drawn,  acc^>ted  or  indorsed  on  behalf  of  this  corpOfMion  by:    /—»-    MOTS    BELaWll 

any  one  of  the  follovdjigt 

President 

Executive  Vice  PresidMt 

Secretary /Treasurer 

Mortgage  Officer 

Vice  President 


RESOLVED,  that  (he  Bank  ii  hereby  authorized  to  pay  uf  such  imtnuiietit  or  «|fa)  aajr  sock  charge  avl  |^ 
to  rereiiT  the  same  from  (be  payee  ociany  other  bolder  without  in<)uify  as  to  ^  circoaMataei  of  iane  or  tbe  Sspo- 
sition  of  tbe  proceed  even  ifdrawn  to  the  individual  order  of  an;  tigait^  P*^^''«  "^  P*'Tl^  to  ^  BarA  of  athtqa' ' 
for  his  accoaat,  or  tendered  ia  paymeat  of  his  individoal  oblivion,  and  wltij^  dtnr*  Ifflmt  an  wceutf  in  tffr 
naaae  ol  this  corpMatiao  or  in  the  name  of  any  officer  or  agent  of  this  co^Mft#a*  mA^ltf^:^  Am  oMiaa  9t  liv  , 
Bank,  even  if  the  account  tkatl  not  be  in  credit  to  the  full  amowt  of  such  iiuliiahi^  H  ihmgt.       '  f 

KBOLVBD.  Aat  the  followmg:    (SEK   NOTE    BKUtmi  '  "  ;^ 

tftif  on*  mt  the  followlagt 

Preiaident 


4, 
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3.    To  diiCouot  iny  bills  receivable  or  any  paper  hdd  hj  this  corporation  with  fall  lotfaoritjr  to  ii 
the  same  in  the  name  of  this  corporation. 

J  To  withdraw  from  the  Bank  and  give  receipt  for,  or  to  authorize  the  Bank  to  deliver  to  bearer  ot  to 
one  or  more  designated  persons,  all  or  any  documents  and  securities  or  other  property  held  by  it,  whether  held 
ti  collateral  security  or  for  safekeeping  or  for  any  other  purpose. 

5.  To  authorize  and  request  the  Bank  to  purchase  or  sell  for  account  of  this  corporation  stocks,  bonds 
and  other  securities. 

6.  To  execute  and  deliver  all  security  and  other  agreements,  financing  statements  and  other  papers 
required  by  the  Bank  in  connection  with  any  of  the  foregoing  matters  and  aAx  thereto  the  seal  of  this 
corporation 

RESOLVED,  that  the  Sccretarv-  or  any  other  officer  of  this  corporation  be.  and  hereby  is,  authorized  to  certify 
to  the  Bank  the  names  of  tlie  present  i.fficcrs  of  this  corpTjlion  ana  "thet  pci>ons  auth.>ri2ed  to  sign  for  it  and  the 
offices  respectively  held  hy  them,  together  with  specimens  nf  iheir  signatures,  and  in  case  of  any  change  of  any 
holder  of  uny  such  office  or  hoMcrs  of  any  such  oihies.  the  f.ict  ol  such  chinge  and  the  names  of  any  new  officers 
and  the  offices  rtspcclutly  hi  1,1  by  them,  togethir  with  spKim'iis  il  their  signatures;  and  the  Bank  be,  and  hereby 
is,  authoriztj  to  honor  any  instnimcnt  signed  by  .iiiv  new  iitiucr  or  officers  in  rcspttt  of  whom  it  has  received  any 
sii.  il  ecrtilK.itc  or  i^rtilK.iUN  »iih  tin.  vjiiie  fi  'u  \ud  el?ei'  ,l^  i  s.iid  officer  .  r  sai.l  llllue^^  wcie  named  in  the  fore- 
going resolutions  in  the  rl  ice  of  any  person  or  persons  with  tlie  sane  titl<  or  titles. 

RESOLVFD,  that  the  Bank  Ix:  promplK  imli/kd  in  writing  by  the  .Secretary  or  any  other  officer  of  this  cor- 
poration ot  any  change  in  these  resoliiti'^ns,  such  notice  ro  be  given  I.i  e.ul;  otlieo  of  the  bank  in  which  any  account 
of  this  corpor.itioii  m.iy  be  maintan  i>i.  .ind  th.it  until  it  has  aclualU  received  such  n  itice  in  writni;  it  is  authorized 
to  act  111  putsuaiKC  of  these-  resolutions,  -.-.ni  ihat  until  it  has  a.'ujll.  so  received  suiii  iKtiu-  it  shill  be  indemnified 
and  saved  harmless  froir  my  loss  sulfcred  or  ii.il^'I  i-  -  .iri- d  by  it  in  t-Ttinuing  to  act  in  pursuance  of  these 
resolutions,  i  vcn  though  *!ic-.c  res-  iutit^ns  m.iy  hwx  .'t-, ;;  iianpeil  " 
I  FURTHfR  CFRTlF'i-  that  there  is  no  proM.i.n 


limiting  the  power  of  tht    RoHr.l  <if  l)i.e-i;i-; 
conformity  wiih  rhc  provisions  it  s.ikI  C'h..ii' 
1  FURTHER  CERTIl-T  that  tlic  presc. 
them  are  as  follows 


Ki  pa 

aiisl  Bv-l.aw 


tlu    !,» 


Charter  or  By-Laws  of  the  said  corporation 
oinp  resolutions,  and  that  the  same  are  in 


.ifitcr.s  of  saiJ  lorp-.  .i;iun  add  the  offices      spcctively  held  by 


In,.     ',.■  ■ 


\/ir    --'  p-fs<!■•■.-^Ol^^ 


IN  WITNESS  WHEREOF.  I  have  hereunto  set  my  hand  as  Secretary  of  said  corporation  and  affixed  the 
corporate  seal  this !  Qjil day  of      Doremh''-^ 19  71 


ICOKPORATE  SEAL) 


PT-«»g1H«t«t- 


NOTE;     In  cast  tSe  Stcretary  or  othar  recording  officer  u  authoritcd  to  iign  chccki.  notu.  etc.,  by  ib<  above  rcaolDtions  Ail  ecrtaicatc 
muiC  also  be  lagncd  by  a  aecond  oficer  of  the  corporation. 
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EXHIBIT  8 
Chase  Line  of  Credit  to  Eastern  Service  Corp. 

EASTERN  SERVICE  CORP.-No.  18207 
[I  nterest  rate  is  ^  of  1  percent  over  primel 


Sept.  13, 1966. 
Julys,  1967.. _ 
Sept.  18, 1967. 
Dec.  19,1967.. 
May  23,  1968. 
Sept.4,1968.- 
Dec.  18,1968., 
Jan. 21, 1969.. 
Oct.  15, 1970.. 
Dec.  22, 1970.. 
IVlar.4,1971.. 
May7,1971__- 


Commitment 

Percent 

5, 000, 000 

6 

7,  000,  000 

5M 

7,  000, 000 

6 

8,  000,  000 

6 14 

7,  000,  000 

6% 

8,  000, 000 

6M 

9,  000,  000 

6M 

9,  noo,  000 

7^ 

9,0^0,000 

IH 

11,  000,  000 

7 

14,003,000 

5J^ 

20, 000, 000 

5M 

EASTERN  SERVICE 


Highs 


Lov»(s 


1967: 

Jan.  25 

Jan.  9. 

353,901,300  .. 

"3ii,'736,'300 

Feb.  3 

373, 250, 150 

Feb.  14 

Mar.  3  .. 

338,' 646,"  466". 

300,  043,  400 

Mar.  31 

Apr.  25.      .  . 

"r""'3i3,'363,"375\. 

257,  804. 650 

Apr.  5 

222,  893,  975 

May  24 

343,  914,  350 

May  31 

June  30 

June  2 

July  31 

;;""'"446,"78i,"456".. 
594,"752,"666" 

322,414,550 
"'279,"790,'i06 

July  3 

449,  510,  950 

Aug.  31... 

638,085,450  .. 

Aug.  1 

Sept.  25 

;r'""66i,'786,"566'.. 

554,  819,  400 

Sept.  13 

Oct.  5 

'703,'779,'966' 

592,  569,  450 

Oct.  31 

Nov.  10 

']""""685,'60i,'656".. 

622, 140,  400 

Nov.  1... 

Dec.  14 

697,"  140,"  166" 

620,  692,  000 

Dec.  11 _. 

1968: 

Jan.  31 

Jan.  4. 

...        694,692,100  _. 

653,  991,  700 

"655,"  192,"  600 
""596,"897,"950 

Feb.  6 

Feb.  29.. 

Mar.  6... 

707,267,150  .. 
595,"  799,"  956" 

Mar  29 

Apr.  2 

'.".'.""" '406;  545;050'.. 
'."""378,"029,'96o'_. 

400,  299,  200 

Apr.  10 

May  2 

354, 476,  050 

May  31 

303, 133, 150 

June  28 

516,520,800  .. 
'.'.'.""673,'775,'536'.. 

June  4 

July  19. 

284,  293,  350 

July  31. _ 

538, 368,  807 

Aug.  28 

676,481,320  .. 

Aug.  16 

598,  560,  307 

Sept.  30 

699,295,875  .. 
'.".'.  ""8i2,'2i9,'654'.. 

Sept.  4 

Oct.  28 

598, 628,  650 

Oct.  2 

690, 556, 775 

Nov.  4 

750,795,600  .. 
".r."'""787,"63i,"55i". 

808,359,637  . 
".;.""   "722,"862,"o6o". 
".'."."  """809. 032,' 884". 

Nov.  26 

Dec.  17 

Dec.  2 

1%9: 

Jan. 31.... 

619, 663, 100 
""767,"i24,825 

Jan.  23 

Feb.  3 

676,  738,  677 

Feb.  28 

Mar.  24 

685,  595, 100 

Highs 


Low/s 


1939: 


815,  718, 684 
"726,"ii5,"23i' 
'68i,'626,'255' 
"768,"2i9,"266' 


753,191,645 
'729,' 573,"  231 
'662,"  469,"  169 
'6i4,'480,"385 
'7i0,'965,'263 
'775,'208,'i60 


Mar.  4 

Apr.  7.. 

Apr.  28 

May  1 

May  9. 

June  30 

June  9 

July  25 

July  1 _ 

Aug.  29 1,152,085,096 

Aug.  3 - 

Sept.  4 1,222,488,948 

Sept.  29 1,099,959,148 

Oct.  28 1,010,127,132 

Oct.  3  .  .  855,991,984 

Nov.  14 995,063,204 

Nov.  3    .  .....  884,377,000 

Dec.3 872,701,100 

Dec.  19.. 677,551,431 

1970: 

Jan.  22 702,432,211 

Jai.9 £82  181,731 

Feb.  2 942,898,027 _ 

Feb.  27 603,962,897 

Mar.9 427,112,797  

Mar.  27 242,669,153 

Apr.  30 303,478,615 

Apr.  6 209,254,553 

May  21 327,542,762 

May4 219,860,562 

June  29 415,136,725 

June  3 257,109,249 

July  10.. 365,690,408 

Jil/31 316,777,308 

Aug.  28. 544,354,525 

Aug  7  .  374,498,625 

Sept.  11 673,465,541  

Sept.  29 553,037,341 

■Oct.30 752,320,325  

Oct.  6  .  ---         609,546,125 

Nov.  4 829,676,241  

Nov.  30  ---  681,898,555 

Dec.  23 742,825,982 ..-. 

Dec.  1  .      .       :      694,050,912 

1971: 

Jan.  29 791,736,012 

Jan.  15 611,745,512 

Feb.  22 1,051,156,712 

Feb.  1  ....  757,147,212 

Mar.  31... 1,310,441,282  

Mar.  11 1,141,742,282 

Apr.  30 1,444,476,700 

Apr.  7  .  -.      1,299,103,282 

May  17. 1,502,869,400 

May  27 1,468,221,100 
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EASTERN  SERVICE-Continued 


Highs 

Lows 

Highs 

Lows 

1971: 

June  1_ 

.       1,542,881,006  . 

"'i,"233,"646,"700 

1971: 

Sept.  8 

Oct.  20 

Oct.  4 

Nov.  5 

Nov.  22...... 

Dec.  1. 

;];r"i,"930,"576,'556". 
"".".""i,"956,"i36,"956". 
'i,"976,'527,"4i3" 

1,  759,  822,  731 

June  30 

i,"  848,' 403,"  300". 

July  30. 

1,795,747,050 

July  1 

923,  448,  600 

Aug.  2 

....     1,906,399,331  . 
:"r"i,'832,"96i,'82i". 

1, 797, 301, 250 

Aug.  23...     . 

1,661,839,431 

Sept.  29 

Dec.  13 

1,  872,  014, 150 

EXHIBIT  9 

Chase  Line  of  Credit  to  Inter-Island  Mortgage  Corp. 

INTER-ISLAND  MORTGAGE  CORP. 

Amount     Rate  (percent) 

Sept.  3,1968 $500,000  SJi 

Feb.  3,  1969 1,000,000  7^ 

Oct.  24, 1969 1,500,000  SH 

July  13, 1970 2,000,000  8^ 

Aug.  28,  1970 2,000,000  814 

Sept.  28,  1970 2,500,000  7J^ 

Nov.  16,  1970 3,500,000  7}^ 

Jan.  18,  1971 4,500,000  SH 

Mar.31,  1971 5,500,000  5J^ 

Note:  Interest  rate  is  ;<^  of  1  percent  over  prime.  The  rates  listed  is  the  actual  rate  on  the  date  the  commitment  was  made 


Highs 


Lows 


1938: 


1969: 


June  6... 
June  25.. 
July  26.. 
July  1... 
Aug.  23.. 
Aug.  15.. 
Sept.  27. 
Sept.  23. 
Oct.  3... 
Oct.  30.. 
Nov.  12.. 
Nov.  22.. 
Dec.  20.. 
Dec.  30.. 


1970: 


Jan.  15.. 
Jan.  2... 
Feb.  25.. 
Feb.  5... 
Mar.  4.. 
Mar.  31. 
Apr.  8.. 
Apr.  24.. 
May  2.. 
May  22.. 
June  30. 
June  4_. 
July  15. 
July  2.  _ 
Aug.  29. 
Aug.  2.. 
bbi,.  ii. 
Dec.  1.. 


January. 
Do.. 
Feb.  11.. 
Feb.  2... 
Mar.  16. 
Mar.  26- 
Apr.  3_. 
Apr.  21. 


219,  584,  680 
"275,"236,"399" 
'356,'677,"666" 
"3i6,"645,"498" 
'332,"786,"556' 
"294,"ii4,'952' 
'276,"457,'i24' 


138,  619,  200 
'i49,'62i,"606" 
"i50,"376,"666" 
"144,"  585,"  600" 


194,  394,  035 
'i9i,"686,"273 

3i5,"488,"796 
"297,"685,"687 
'3i3,"974,"829 
"271,"  235,"  041 
"268,"i9i,"986 


286,800,935  .... 
"328,"97i,"893".... 
"309,"i36,"992".... 
"325,"595,"63"7'.... 
'275,"i92,"469".... 
"224,'866,"433".... 
"265,"216,"062".... 
"256,"675,"i65"...- 
"i46,"729,"966'.... 


237,093,771 
268,"003,"774 
282,"  673,"  406 
'302,  786,'666 
'2i9.835,"386 
'i99,"594,"8il 
'242,'2i2,"l33 
'239,9i5,'644 
'l3O,'8io,'460 


87,  060,  000 
'lie,' 639,' 200 
'127,' 841,' 400 
'i26^677,'266 


Highs 

1970: 

May  7 145,685,800 

May  25 _ 

June  5 110,431,800 

June  11 

July  30 187,084,100 

July  14 

Aug.  21 198,478,100 

Aug.  31. 

Sept.  30... _ 203,745,500 

Sept.  15 ._ 

Oct.28 248,540,000 

Oct.7. 

Nov.  15 247,067,800 

Nov.25 

Dec.  30 311,441,800 

Dec.  4 

1971: 

Jan.  26 349,988,300 

Jan.  5 

Feb.  22.. 446,923,300 

Feb.  4 

Mar.  26.... 435,109,200 

Mar.  5 

Apr.  28 534,877,300 

Apr.  2 _. 

May  26 530,199,600 

May  3 

June  4... 556,305,500 

June  7 _ 

July  29 422,689,500 

July  7... 

Aug.  30 494,089,250 

Aug.  3 

Sept.  1.... 486,622,250 

Sept.  22... _. _. 

Oct.28 520,008,500 

Oct.l 

Nov.  9 544,307,000 

Nov.  30.. 

Dec.  10 527,742,700 

Dec.  22 


Lows 


99, 904, 400 
""72,"679,"i00 
"126,"  500,"  000 
"i69,'456,"800 
"185,"  029,"  500 
"192,"  383,"  §66 
"244,"697,"366 
'243,'966,"466 


312,641,800 
"354,"3i8,"366 
"366^477,666 
'43i,'265,'366 
'427,'357,'366 
'267,"i47,'366 
"320,"  063,"  156 
"433,"  126,"  566 
"4i4,"2i7,"666 
'448,"64i,"466 
"489,"958,'466 
"479,"428,'366 
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EXHIBIT  10 
Chase  Line  of  Credit  to  Springfield  Equities 

SPRINGFIELD  EQUITIES,  NO.  46617 
[Interest  rate  is  H  of  1  percent  over  prime] 


Interest  Total 

rates  committment 


Unused  set  up: 

Nov.  19,1971 -- ---- 100,000,000 

Nov.  22,1971 -  5H 

Dec.  13,1971 5M 

Jan.  4,1972.... SJi  

Jan.  24, 1972 - 5      

Highs  Lows 

1971: 

Nov.26  T~. 18,506,900 

Nov.  22... 

Dec.31  74,797,900 

Dec.  1 22,495,900 

EXHIBIT  11 
Chase  Line  of  Credit  to  Spartacus  Securities,  Inc. 


SPARTACUS  SECURITIES,  INC. 

(Interest  rate  is  K  of  1  percent  over  prime] 


Total  commitment 


Unused  set  up  increased: 

Mar.  24  ,  1970 25,000,000  25,000,000 

July22,  1970 25,000,000  50,000,000 

Dec.  15,  1971 25,000,000  75,000,000 

Mar.  16, 1971 50,000,000  125,000,000 

Aug.3,  1971 - 20,000,000  145,000,000 

Interest 

rates 

(percent) 

Mar.  11,  1970.... 9 

Mar.  26,1970 8}^ 

Sept.  22,1970 8 

Nov.  12,1970.... 7M 

Nov.  23,1970.... 7}4 

Dec.  22, 1970_ 7H 

Jan.  7,  1971.... 7 

Jan.  15,1971. 6M 

Jan. 18, 1971 6J^ 

Feb.  16,1971.... .  6}4 

Mar.  11, 1971 5M 

Apr.  23, 1971... 6 

July  7, 1971.... .      .  .... eyi 

Oct.  20,  1971 6H 

Nov.4,1971.. 6 

Dec. 13, 1971 ..  5^A 

Jan.  4, 1972.... 5>^ 

Jan.24,1972 . b^i 
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Date  Highs  Lows 

1970: 

Apr.  30 14,330,000  _.. 

Apr.  7. 

May  28.. 23,390,000 

May  12 

June  9. 25,000,000 

June  25... 

July  24 31,810,000 

July  14 ._ 

Aug.  24 42,220,000 

Aug.  27 

Sept.  16 31,960,000 

Sept.  21 

Oct.  9 32,950,000 

Oct.  20 

Nov.  19- 50,004,000 

Nov.  14 _ 

Dec.  23 63,764,000 

Dec.  3 

1971: 

Jan.  28. 53,934,000 : 

Jan.  14 41,514,000 

Feb.  16 60,484,000  


1,  730,  000 
"17,"  670,' 666 
"19^876,666 

19,"  986,"  666 
"26,"i46,"6o6 

"24^476,"6o6 

"26,"  146,"  666 

"37,"624,"666 
"55,"464,'666 


Date  Highs 

1971: 

Feb.  3 

Mar.  26 69,144,000 

Mar.8 

Apr.  30 86,124,000 

Apr.23... 

May  27 97,714,000 

May  10. 

June  29.... 120,444,000 

June  1 

July  23 134,444,000 

July  26.... 

Aug.  18 133,964,000 

Aug.  6 

Sept.  8 133,964,000 

Sept.  30 

Oct.  19 126,784,000 

Oct  22 

Nov.  23.. 129,460,000 

Nov.3 

Dec.  23.. 133,460,000 

Dec.  1 


56, 824, 000 
""62,"324,"666 
"8i,'444,"666 
"88,"  154,"  666 
"99,"  764,"  666 
"  119,"  244,"  666 
"i28,"454,"666 

"i28,'8i4,'666 
"i62,"876,'66o 
'iii,"946,'666 
"i2i,"266,"666 


Chase  Line  of  Credit  to  United  Institutional  Servicing  Corp. 
EXHIBIT  12 

UNITED  INSTITUTIONAL  SERVICING  CORP. 


Feb.  24,  1967: 

Amount 

Rate  (percent). 

Sept.  14,1967: 

Amount 

Rate  (percent). 

July  12,  1968: 

Amount 

Rate  (percent). 

Sept.  4,1968: 

Amount 

Rate  (percent). 


$1,000,000 
5' 4 


$3,  000,  000 
6 


$3,  400,  000 

6^4 


$4,  000,  000 


Feb.  10,  1969: 

Amount 

Rate  (percent). 
May  15,  1969: 

Amount. 

Rate  (percent). 
June  9,  1970: 

Amount 

Rate  (percent). 


$4, 000, 000 


$3,  000,  000 


$3, 000, 000 


Note:  Interest  rate  is  ,'4  of  1  percent  over  prime.  The  rate  listed  is  the  actual  rate  on  the  dale  the  commitment  was  made. 

UNITED  INSTITUTIONAL 


Date 


1967: 

Mar  31.. 
Apr.  25.. 
Apr.  7... 
May  5.  . 
May  19.. 
June  27. 
June  1.. 
July  27.. 
July3... 
Aug.  31.. 
Aug.  7... 
Sept.  28. 
Sept.  5.. 
Oct.  31. . 
Oct.  11.. 


Highs 


1,  767,  000 
22,  287,  000 


26, 106,  GOO 


36,  342, 250 


54,  726,  735 


,  531,  287 


121,688,935 


228,  805,  588 


Lows 


5, 605,  000 

22,011 

500 

22,011 

500 

40,873,750 

61,  582 

515 

91,790,435 

157,674,059 


Dale 


1967: 

Nov.  22. 

Nov.  8.. 

Dec.  20.^ 

Dec.  28. 
1968: 

Jan.  31.. 

Jan.  11.. 

Feb.  L. 

Feb.  8... 

Mar.  15. 

Mar.  29. 

Apr.  10.. 

Apr.  25.. 

May  16.. 

May  6... 


Highs 


284,  413,  206 
"283,"576,"656" 


290,  837,  097 
"296,"  862,' 697" 
"288,"  646,"  581" 
"i98,"i75,"328" 
"268,"6i8,'865" 


Lows 


247,872,413 
"256,"492,"777 

"249,'5i9,"777 
"255,"736,'947 
'227,"264,"652 
"i44,"i62,"8i6 
"i55,"696,'796 
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INTER  ISLAND 


Date 


1968: 


1969: 


Sept.  27... 
Sept.  13... 
Oct.  22... . 

Oct.  2 

November. 
December.. 


1970: 


January. 
Feb. 5... 
Feb. 13.. 
Mar.  14.. 
Mar,  7... 
Apr.  14.. 
Apr.  28.. 
May  2... 
May  23.. 
June  27. 
June  16. 
Julys... 
July  29.. 
Aug.  29.. 
Aug.  5... 
Sept.  25. 
Sept.  17  _ 
Oct.  28.. 
Oct.  15.. 
Nov.  25.. 
Nov.  7... 
Sept.  2.. 
Sept.  24. 
Oct.  3... 
Oct.  14.. 
Nov.  10.. 
Nov.  21.. 
Dec.  17.. 
Dec.  5... 


Jan.  6... 
Jan.  19. 
Feb.  26. 
Feb.  6.- 
Mar.  24. 
Mar.  2.. 


Highs 


Lows 


1,  540,  000 
'50,' 240,"  566' 


same 
same 


same 
49,900,000  ... 


99, 160,  000 
"93,"786,  666' 
"87,'296,'666' 
"78,'858,"766' 
"7i,'843,'550" 
"78,' 386,"  766' 
"93,"645,"506" 
"'97,"i78,"266" 
'i29,'879,'966" 
"232",'962,'i55" 
'220,' 461, '940" 
'216,' 850,' 840" 
"237^836^055' 


192,  956,  455 
'264,'446,"27i" 
"267,"752,"i66" 


5, 100,  000 


36,  400,  000 
""48,'6i6,'O06 
'  '89,'630,'6o6 

"68,"  232,256 
"  '69,'372,'806 
"  '53,"462,'4'b6 
"65,'436,'766 

"8i,'5i5,566 
"8i,'558,'766 
"82,'778,'766 
'208,' 680,' 040 
"i94,"233,"240 
"i85,'266,"846 
"i94,"9i9,'655 

"i65,"i'n,'455 
'163,' 598,' 871 
"209,"  040,"  600 


Date 


1970: 

Apr.  16.. 

Apr.  6... 

May  14.. 

May  28.. 

June  1... 

June  29.. 

July  19.- 

JulyS... 

Aug.  3... 

Aug.  19.. 

Sept.  18. 

Sept.  8.. 

Oct.  19.. 

Oct.  29.. 

Nov.  5... 

Nov.  24.. 

Dec.  8... 

Dec.  30.. 
1971: 

Jan.  27.. 

Jan.  5... 

Feb.  23.. 

Feb.  11.. 

Mar.  24.. 

Mar.  2... 

Apr.  30.. 

Apr.  1... 

May  11.. 

May27_. 

June  18.. 

June  28.. 

July  26.. 

July  2..  _ 

Aug.  30_. 

Aug.  2... 

Sept.  22. 

Sept.  2.. 

Oct.  21.. 

Oct.  7.... 

Nov.  23.. 

Nov.  1... 

Dec.  29.. 

Dec.  1... 


Highs 


301, 996, 600 


284,  899,  500 


261, 462, 616 


301,278,616 


297,  768, 616 


302,601,016 


284,  319, 673 


287,  782,  700 


291,810,200 


300,841,700 


312,  672, 200 


321,376,571 


388, 497, 771 


402,089,871 


368,  591, 188 


426,  304, 077 


464, 369, 625 


480,  530, 625 


491,530,067 


509,  513, 045 


490,  334,  265 


Lows 


252, 717, 700 
'26i;'208,"666 


207, 075, 616 
"234^966,'6i6 
"257,'687,"ii6 
"26i,"986,"5i6 


268, 124, 173 
"266,"  407  ,"700 
"263,"  lis,"  200 

"27i,"666,"7"66 
'276,"426,'266 
'244,'956,'266 
'364,'68i,'57i 
"389,"353,"37i 
"348,'365,'577 
'367,'269,"577 
'366,'623,'677 
'4  54, '676,' 625 
'464,'962,'667 
"469^  117,"  442 
"434,"438,'926 


EXHIBIT  13 
Chase  Line  of  Credit  to  Brewster  Reserve  Corp. 

BREWSTER  RESERVE  CORP.  NO.  46292 
[Interest  rate  Ji  of  1  percent  over  prime) 


Commitment 


Apr.  27, 1970. 


$2,  000, 000 


Date 


1970: 

June  26.. 
June  10-. 
July  11.. 
July  20.. 
Aug.  28.. 
Aug.  5... 
Sept.  14. 
Sept.  25. 
Oct.  30.. 
Oct.  8... 
Nov.  10.. 
Nov.  20.. 
Dec.  28.. 
Dec.  31.. 


High 


71,660,900 
""69,  940,"  766' 

"i28,"766,"i66" 

"132,"  488,"  366" 
181,' 466,' 966' 
'  181,' 436, 966' 
"186,' 985,"  760" 


Low 


12,  487, 900 
"""18^761,' 366 
"55|652,'766 
"  "82,738,  806 
"133,"  965,"  800 
"151,389,800 
'49,' 044,"  506 


Date 


1971: 


J3n.  4.. 
Jan.  29- 
Feb.  16. 
Feb.  4.. 
Mar.  25. 
Mar.  17. 
Apr.  16. 
Apr.  30- 
May  17- 
May  18. 
Oct.  29.. 
Oct.  26.. 
Nov.  9.. 
Nov.  3... 


High 


42,  586, 700 


60,  080, 100 


147,216,100 


109,491,200 


82, 240, 600 


26, 152,  400 


41, 148, 800 


Low 


5,  499,  000 
'2i,'239,'366 


27, 462, 100 
"94,"868,"466 


74,  466, 800 
"ie,"  424,"  466 
"34,"987,"566 
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STATEMENT  OF  JOHN  H.  VOGEL,  PRESIDENT  OF  NATIONAL 
BANK  OF  NORTH  AMERICA 

Senator  Hart.  The  committee  will  be  in  order. 

Next,  we  welcome  the  president  and  chief  executive  officer  of  Na- 
tional Bank  of  North  America,  John  H.  Vogel. 

Mr.  Vogel  % 

Mr.  Vogel.  Thank  you,  Senator. 

Good  morning.  My  name  is  John  H.  Vogel.  I  am  president  and  chief 
executive  officer  of  National  Bank  of  North  America,  of  New  York. 

With  me  this  morning  are  Mrs.  Mary  Knoll,  an  assistant  vice  presi- 
dent of  our  bank,  who  is  familiar  with  the  bank's  relationships  with 
mortgage  companies,  and  Herbert  Dannett,  our  counsel. 

We  are  pleased  to  appear  before  this  committee  this  morning  and  to 
do  what  we  can  to  assist  in  your  study  of  Federal  housing  programs. 

National  Bank  of  North  America  traces  its  origins  back  to  the 
merger  of  two  Long  Islaild  banks — The  First  National  Bank  of  Mer- 
rick and  the  First  National  Bank  of  Freeport — back  in  1949.  At  that 
time  the  combined  bank,  named  the  Meadow  Brook  National  Bank,  had 
just  over  $20  million  in  assets.  It  was  a  small  bank,  but  it  was  located 
in  the  fastest  growing  area  of  the  United  States.  Throughout  the  fif- 
ties. Meadow  Brook  grew  with  Long  Island,  and  we  think  that  the  type 
of  banking  services  we  provided  to  our  community  helped  Long  Island 
to  grow. 

In  1960,  the  bank  expanded  into  New  York  City,  when  the  New  York 
Legislature  enacted  a  law  permitting  branching  between  the  city  and 
Nassau  County.  In  1967,  our  name  was  changed  to  National  Bank  of 
North  America. 

We  are  now  the  28th  largest  bank  in  the  United  States,  with  $2.4 
billion  in  assets,  4,000  employees,  and  over  120  offices  in  Long  Island, 
Westchester  County,  and  New  York  City. 

Because  we  have  our  roots  in  a  rural-suburban  area,  the  early  growth 
of  the  bank  was  based  primarily  on  so-called  retail  banking  services. 
The  First  National  Bank  of  Merrick  v.as  one  of  the  first  banks  in  the 
country  to  make  FHA  home  improvement  loans. 

We  were  one  of  the  pioneers  on  Long  Island  in  the  business  of  mak- 
ing small  loans  to  individuals — consumer  credit  loans — to  purchase 
automobiles  and  appliances.  And  because  our  area  was  the  site  of  one 
of  the  greatest  housing  booms  in  the  history  of  our  country — and  the 
traditional  sources  of  long-term  mortgage  loans  to  finance  home  build- 
ing were  not  sufficient — we  became  the  first  commercial  bank  on  Long 
Island  to  offer  FHA  home  mortgage  loans. 

Because  of  the  slowdown  in  home  building,  and  the  expansion  of 
New  York  City  savings  banks  into  Long  Island,  our  role  as  a  perma- 
nent lender  has  diminished.  This  role  is  again  being  filled  for  the  most 
part  by  the  traditional  sources  of  long-term  mortgage  money — the 
savings  banks,  the  savings  and  loan  associations,  and  the  insurance 
companies  being  the  most  prominent. 

We  are.  however,  still  active  in  other  types  of  real  estate  lending — 
construction  loans  for  all  types  of  buildings;  medium-term  lending  to 
assist  businessmen  in  building  or  renovating  their  plants,  and  loans 
of  the  type  which  are,  we  understand,  the  principal  interest  of  the 
committee  this  morning — interim  loans  to  mortgage  companies. 

INIany  years  ago,  the  mortgage  business  was  simple.  If  a  person 
wanted  to  buy  a  house,  he  went  to  his  local  "building  and  loan"  office 
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and  made  an  application.  Then,  if  he  had  a  good  job  which  he  had  held 
for  a  long  time,  if  he  and  his  family  were  well-known  in  the  com- 
munity, and  if  he  had  enough  money  put  aside  to  make  a  substantial 
downpayment,  he  got  his  loan.  And  his  needs,  and  those  of  his  neigh- 
bors, could  usually  be  taken  care  of  by  his  local  lending  institution. 

But  the  attitudes  in  the  country  with  respect  to  almost  every  aspect 
of  home  buying  and  financing  have  changed — and  each  of  the  changes 
has  served  to  complicate  what  formerly  was  a  very  simple  transaction. 

It  is  no  longer  thought  to  be  right — or  good  for  our  economy — to 
require  large  down  payments  for  homes. 

It  is  no  longer  believed  that  a  man  should  have  to  live  and  work 
in  his  community  for  many  years  before  he  can  buy  a  home. 

Home  building  is  no  longer  financed  on  a  local,  or  even  a  regional 
scale.  Capital  has  to  flow  on  a  nationwide  area  from  surplus  capital 
areas  to  deficit  capital  areas. 

These  changes  have  resulted  in  significant  developments  in  the 
mortgage  industry.  The  two  that  are  most  important  to  us  this  morn- 
ing are  one.  Federal  home  mortgage  insurance,  and  two,  the  inability 
of  the  permanent  lender  in  capital  surplus  areas  to  originate  its  own 
loans. 

These  developments  and  their  results — the  complications  in  the 
documentation  of  loans,  the  necessity  for  servicing  by  someone  other 
than  the  permanent  lender,  and  the  period  of  time  which  had  to  elapse 
between  the  time  the  home  buyer  needed  his  funds,  and  the  time  the 
permanent  lender  was  ready  to  invest  its  funds — made  ix^.^oo.iry  the 
growth  of  mortgage  companies. 

These  companies  perform  important  functions;  they  originate  and 
document  the  mortgage,  they  handle  all  of  the  detailed  procedures 
necessary  to  obtain  FHA  or  VA  insurance,  they  perform  various 
service  functions  during  the  life  of  the  loan,  and  they  provide  funds 
during  the  period  before  the  permanent  lender  is  ready  to  take  the 
mortgages  into  its  own  portfolio. 

As  I  noted  earlier,  our  long  experience  in  the  real  estate  field  made 
it  natural  that  we  would  extend  financing  in  many  areas  of  the  real 
estate  industry — including  financing  of  the  mortgage  companies. 

Our  position  in  the  FHA  and  VA  fields  has  been  that  of  an  interim 
lender.  This  role  has  been  and  will  continue  to  be  a  vital  one  in  facili- 
tating the  flow  of  money  to  the  home  mortgage  field.  As  an  interim 
lender,  we  provide  short-term  loans  secured  by  mortgages  already 
made  by  the  mortgage  company  to  the  home  purchaser.  These  loans, 
which  are  called  warehouse  loans,  provide  the  funds  to  carry  the  mort- 
gages between  the  time  they  are  made  and  the  time  they  can  be  sold 
to  the  permanent  lender.  In  addition,  to  a  much  lesser  extent,  we  make 
working  capital  loans  to  mortgage  companies  secured  by  FNMA 
stock. 

Our  warehouse  loans  have  all  been  secured.  Our  security  is  a  pledge 
of  specific  and  identified  mortgnires,  properly  documented,  and  in- 
sured— or  with  commitments  to  insure— bv  the  FITA  or  the  VA.  In 
addition,  our  borrower  has  commitments  from  permanent  lenders  to 
purchase  the  mortgages. 

Thus,  we  seek  to  be  assni-ed  that  our  loans  can  be  renaid  throufrh 
the  snip,  bv  onr  boi-i-oAver.  to  a  permauput  lender,  of  the  collateral 
which  has  been  pledged  to  us.  In  this  respect,  the  loans  are  no  different 
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from  a  large  variety  of  "inventory  loans"  which  we  make  to  many 
different  types  of  businesses. 

We  consider  this  activity  to  be  a  proper  and  normal  activity  for  a 
commercial  bank. 

Because  we  must  assure  ourselves  that  our  warehousing  lines  are 
collateralized,  a  substantial  amount  of  documentation  review  is  re- 
quired. Each  file,  for  each  mortgage  pledged,  contains  the  following 
documents : 

One:  evidence  of  title  insurance;  two,  survey;  three,  certificate  of 
hazard  insurance;  four,  assignment  of  mortgage  to  NBNA,  and  five, 
closing  statement. 

Six,  FHA  or  VA  certificate  of  commitment;  seven,  mortgage  note; 
eight,  certified  copy  of  mortgage ;  nine,  firm  commitment  letter  from 
permanent  investor,  and  10,  mortgage  originator's  note  providing  for 
payment  in  90  days. 

Each  of  these  documents  must  be  reviewed  so  that  we  can  be  sure 
that  the  mortgage  is  in  proper  form,  that  it  is  covered  by  FHA  or  VA 
insurance,  and  that  it  is  covered  by  the  commitment  from  the  perma- 
nent lender. 

We  do  not  believe  that  our  responsibility  as  a  supplier  of  interim 
funds  includes  making  an  independent  appraisal  of  the  hundreds — or 
perhaps  thousands — of  properties  which  are  the  underlying  collateral 
for  the  mortgages  pledged  to  us.  Nor  do  we  believe  that  we  should 
make  an  independent  credit  check  on  the  home  purchasers. 

These  are  functions  which  should  be  fulfilled  by  the  originators 
themselves,  by  the  insuring  agency,  and  by  the  permanent  lender.  For 
us  to  repeat  these  functions  would  make  the  cost  of  our  part  in  the 
mortgage  origination  process  excessive. 

We  rely — and  we  believe  that  it  is  proper  for  us  to  rely — primarily 
on  the  procedures  pursuant  to  which  the  Government  insurance  is 
issued. 

Our  decision  to  do  business  with  a  particular  mortgage  company — 
and  whether  or  not  to  continue  our  relationship  from  time  to  time — is 
made  in  accordance  with  procedures  which  are  generally  applicable 
to  borroA^  ers  of  the  amounts  involved  in  these  loans. 

We  obtain  financial  statements  certified  by  independent  accountants, 
and  we  analyze  those  statements  to  assure  ourselves  that  the  company 
had  sufficient  capital  to  conduct  its  business. 

We  investigate  the  reputation  of  the  companies  and  their  officers, 
principally  by  making  inquiries  of  banks  with  whom  they  had  previ- 
ously dealt,  and,  of  course,  we  ascertain  that  the  companies  are  prop- 
erly approved  to  originate  FHA  insured  mortgages. 

We  believe  that  our  procedures  in  reaching  our  credit  decisions  are 
proper  and  complete. 

This  committee  has  previously  heard  testimony  relating  to  the 
activities  of  some  of  the  mortgage  companies  which  borrowed  from 
us,  and  Senator  Hart  has  requested  that  we  provide  for  the  committee 
some  of  the  details  of  our  relationships  with  these  companies. 

We  l)egan  doing  business  with  Eastern  Service  Corp.  in  September 
1958,  Avhen  a  mortgage  warehousing  line  of  $500,000  was  established. 
The  line  reached  a  high  point  of  $9  million  late  in  1971.  The  most  sub- 
stantial increases  in  the  line  came  durinir  1967  and  1968.  The  loans  to 
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Eastern  Service  have  fluctuated  between  $442,000  in  1958  to  a  high  of 
$9  million  in  1971. 

At  the  time  Eastern  Service  Corp.  and  certain  of  its  officers  were 
indicted,  our  loan  to  Eastern  Service  was  $3,267,950.  This  has  since 
been  reduced  by  the  sale  of  mortgages  to  permanent  lenders,  to 
$189,600. 

Our  interest  rate  for  the  mortgage  service  line  has  varied  from  5 
percent  to  9  percent  during  this  period.  The  rate  has  been  one-half  of 
1  percent  over  our  prime  rate. 

In  addition  to  the  mortgage  warehousing  line,  we  have  had  a  "fore- 
closure line"  to  Eastern  Service  Corp.  since  May  1968.  The  purpose 
of  a  "foreclosure  line"  is  to  provide  funds  to  carry  mortgages  which 
go  into  default  prior  to  the  time  of  sale  to  a  permanent  lender  and 
during  the  foreclosure  period.  The  amount  of  the  line  has  varied 
from  $250,000  to  $1  million.  The  leans  outstanding  under  the  line  have 
never  exceeded  $815,728.  The  amount  presently  outstanding  is 
$123,025. 1  believe  that  has  been  reduced  to  zero  dollars. 

We  have  had  a  line  of  credit  to  Brewster  Reserve  Corp.,  an  affiliate 
of  Eastern  Service  Corp.,  since  November  1969.  This  line  began  at 
$500,000,  was  increased  to  $1  million  in  March  1970,  and  to  $3  million 
in  May  1970.  However,  any  amounts  taken  down  by  Brewster  were 
charged  against  the  overall  line  to  Eastern.  During  this  period,  the 
outstanding  loans  have  varied  from  nominal  amounts  to  $2,300,000. 
The  rate  has  been  one-half  of  1  percent  over  our  prime  rate.  At  the 
present  time,  there  are  no  loans  outstanding  to  Brewster. 

Our  first  line  of  credit  to  Inter-Island  Mortgage  Corp..  was  ap- 
proved in  December  1964,  in  the  amount  of  $500,000.  This  line  in- 
creased steadily  and  reached  $11,500,000  on  April  1972.  The  amounts 
outstanding  under  this  line  have  also  increased  and  reached  a  high 
point  of  $11,245,000  in  January  1972.  The  present  outstanding  bal- 
ance is  $8,826,996. 

In  addition,  since  July  1970,  we  have  extended  a  foreclosure  line 
to  Inter-Island  in  the  amount  of  $500,000,  and  a  line  secured  by  FNMA 
stock  which  began  at  $750,000  in  July  1970,  was  increased  to  $1  mil- 
lion in  October  1970  and  is  presently  at  that  amount. 

The  outstandings  under  the  foreclosure  line  have  varied  from  a  higli 
point  of  $332,000  in  July  1971  to  a  low  point  of  $103,000  in  Januarv 
1972.  The  present  balance  under  that  line  is  $157,192. 

The  amounts  outstanding  under  the  FNMA  line  increased  steadily 
from  $553,000  in  July  1970  to  $1  million  at  the  present  time.  The  inter- 
est rates  charged  with  respect  to  our  loans  to  Inter-Island  varied  be- 
tween 514  percent  to  9  percent  during  the  period  from  1964  to  1970. 
The  lines  were  fixed  at  one-half  percent  over  prime,  except  for  the  loan 
secured  by  FNMA  stock  which  bore  interest  at  the  rate  of  three-fourths 
of  1  percent  over  prime. 

Our  line  of  credit  to  Dale  Funding  Corp.,  was  first  granted  in  Janu- 
ary 1968,  in  the  amount  of  $200,000.  This  line  increased  steadily  and 
reached  a  high  point  of  $4  million  in  INIarch  1972.  Tlie  loans  outstand- 
ing under  the  line  ranged  from  $137,000  in  1968  to  $3,778,000,  in  Janu- 
ary 1972.  The  present  outstanding  balance  is  $3,159,661. 

In  addition,  the  bank  has  extended  a  line  of  credit  to  Dale  Funding 
secured  by  FNMA  stock  which  began  at  $100,000  in  November  1969 
and  increased  to  $200,000  in  ^March  1972.  The  amounts  of  these  lines 
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have  generally  been  fully  used  during  the  period.  In  April  1972,  we 
established  a  $100,000  foreclosure  line  for  Dale  Funding.  The  amount 
outstanding  under  that  line  has  not  exceeded  $37,096. 

At  the  outset  of  the  relationship  Dale  was  charged  1  percent  over 
prime.  After  March  1971,  the  rate  on  these  loans  has  been  one-half 
percent  over  prime  for  mortgage  warehousing  lines  and  1  percent  over 
prime  for  lines  secured  by  FNMA  stock. 

Our  relationship  with  United  Institutional  Servicing  Corp.,  dates 
back  to  October  1968,  when  a  $1,500,000  line  was  extended.  This  line 
has  remained  constant  until  the  present  date,  and  the  outstandings  un- 
der this  line  have  ranged  from  $733,000  to  $1,496,000.  The  present  out- 
standing balance  is  $1,343,481.  The  rates  charged  under  the  line  varied 
from  7  percent  to  914  percent  and  has  generally  been  set  at  three- 
fourth  percent  over  prime  since  that  date. 

In  all  of  the  above  cases,  the  bank  expects  the  borrowers  to  maintain 
compensating  balances  of  approximately  20  percent  of  the  lines  avail- 
able to  them. 

The  foregoing  is  a  brief  review  of  our  relationships  with  these  mort- 
gage companies.  These  loans  were  made  in  the  normal  course  of  our 
business.  Our  credit  approval  procedures  were  instituted  at  the  time 
we  began  doing  business  with  mortgage  companies  and  were  consist- 
ently followed — they  were  not  substantially  different  from  procedures 
which  we  follow  in  connection  with  any  similarly  secured  loans. 

All  of  the  mortgage  companies  to  whom  we  extended  credit  also 
borrowed  from  other  banks  in  the  New  York  metropolitan  area  and 
elsewhere.  From  time  to  time,  inquiries  were  made  of  us  by  other  banks 
as  to  our  relationships  with  these  borrowers,  and  we  responded  that 
our  experience  was  favorable. 

Similarly,  we  regularly  made  requests  of  other  banks  to  advise  us 
as  to  their  experience  with  these  borrowers.  These  requests  were  gen- 
erally made  at  the  time  renewals  or  increases  of  the  line  of  credit  were 
being  considered.  As  is  customary  in  connection  with  credit  checks 
among  banks,  none  of  these  inquiries  or  responses  was  made  by  letter. 

The  subcommittee  has  also  requested  that  we  discuss  the  problems 
which  arise  when  a  financial  institution  is  forced  to  liquidate  a  mort- 
gage at  a  sharp  discount.  We  have  recently  had  one  such  experience. 

In  1964,  First  National  Bank  in  Yonkers — which  was  subsequently 
acquired  by  National  Bank  of  North  America — made  a  $40,000  mort- 
gage loan  on  a  small  apartment  building  located  on  Vyse  Avenue  in 
the  Bronx.  At  the  time  the  loan  was  made,  the  house  was  in  a  lower 
middle-income  neighborhood. 

Over  the  years,  the  principal  amount  of  the  mortgage  was  reduced 
by  approximately  $14,000.  In  the  late  1960's,  the  neighborhood  began 
to  experience  rapid  deterioration.  In  1970,  the  mortgage  went  into 
default  and  local  real  estate  taxes  and  water  taxes  were  unpaid.  After 
countless  and  fruitless  negotiations  with  the  owner  of  the  premises,  we 
were  compelled  to  start  a  foreclosure  proceeding  and  had  a  receiver 
of  the  rents  appointed.  The  receiver  reported  that  the  dwelling  was  in 
a  state  of  total  disrepair,  that  he  was  unable  to  collect  any  rents,  and 
that  virtually  all  of  the  homes  on  Vyse  Avenue  were  unoccupied  and 
boarded  up. 

The  bank's  own  study  revealed  that  salvage  was  impossible.  Accord- 
ingly, the  foreclosure  action  was  dropped  and  the  owner  was  advised 
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that  he  could  resume  possession.  Later,  the  bank  received  a  nominal 
offer  of  $3,500  for  its  mort^a^e  and  because  of  all  of  the  existiilg  cir- 
cumstances, decided  to  accept  this  offer. 

The  investigation  conducted  by  this  committee,  as  well  as  other  re- 
lated investigations  have  brought  to  light  certain  undesirable  prac- 
tices in  the  rnortgage  origination  field.  A  shadow  has  thus  been  cast 
upon  the  entire  FHA  program,  designed  to  permit  many  people,  in 
all  walks  of  life,  to  purchase  homes  they  would  not  otherwise  be  able  to 
buy.  We  believe  that  the  mortgage  programs  aided  by  the  Federal  Gov- 
ernment have  served  and  can  continue  to  serve  a  salutory  social  pur- 
pose. We  do  not  believe  that  undesirable  practices  are  inherent  in  these 
programs. 

We  do  believe  that  certain  changes  can  be  suggested  in  order  to  re- 
duce the  possibility  of  abuse  in  the  future  and  to  increase  the  efficiency 
of  the  various  Government  programs  designed  to  aid  housing. 

The  insuring  agencies  should  overhaul  their  appraisal  and  credit 
search  procedures  by  increasing  the  number  of  people  assigned  to  these 
tasks,  strengthening  their  training  and  developing  adequate  supervis- 
ory techniques  so  as  to  eleminate  instances  of  fraud  and  bribery. 

Since  mortgage  originators  deal,  in  the  final  analysis,  with  public 
funds,  they  should  be  brought  under  increased  governmental  regula- 
tion, so  that  their  practices,  procedures,  books  and  records  would  be 
subject  to  more  frequent  scrutiny  and  reporting. 

In  order  to  achieve  these  goals,  Congress  might  well  consider  con- 
solidating into  one  agency  the  sole  responsibility  of  licensing  and  reg- 
ulating mortgage  originators.  Such  a  consolidation  would  not  only  re- 
sult in  uniform  standards,  but  in  more  effective  supervision  and  control 
of  the  various  functions  performed  by  these  companies. 

We  hope  that  your  investigation  will  not  result  in  the  withdrawal 
of  Government  support  from  programs  with  such  fine  goals.  We  do 
not  think  that  the  private  sector  working  alone  can  provide  the  means 
or  the  solutions  for  curing  deepgrained  social  problems  to  which  the 
programs  are  addressed. 

In  recent  years,  our  bank  has  extended  substantial  efforts  to  do  our 
share  in  meeting  these  challenges.  Among  the  activities  which  we  have 
undertaken  are  the  following : 

1.  We  have  committed  $1  million  in  FHA-insured  loans  to  the  Bed- 
ford-Stuyvesant  Restoration  Corp. 

2.  In  1970,  we  loaned  $1.3  million  to  a  cooperative  apartment  cor- 
poration headed  by  a  black  mother  of  nine  in  Brooklyn,  for  the  first 
inner-city  co-op  of  its  kind  in  the  Nation. 

3.  Earlier  this  year,  we  participated  in  a  $5.6  million  loan  for  the 
first  experimental  housing  project  in  the  South  under  HUD's  Opera- 
tion Breakthrough. 

4.  The  bank  has  made  numerous  construction  loans  for  churches, 
hospitals  and  recreational  facilities  in  economically  deprived  areas  of 
Long  Island. 

5.  In  1971,  we  joined  nine  other  New  York  City  banks  in  the  forma- 
tion of  Bancap,  the  city's  first  minority  enterprise  small  business  in- 
vestment company. 

6.  We  were  a  charter  subscribed  of  MinBanc  Capital  Corp.,  a  com- 
pany organized  by  the  American  Bankers  Association  to  supply 
needed  capital  to  minority-owned  banks. 
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7.  Since  it  was  pstjiblished  in  lato  1900,  our  Business  Opportunity 
Loan  Division  (BOLD)  lias  made  102  loans  in  the  amount  of 
$1,770,305  to  minority  <xroup  businessmen.  These  loans  are  made  under 
circumstances  in  which  loans  Avould  not  be  available  throuo^h  usual 
bankinfj:  channels.  A  recent  loan  in  this  profrram  enabled  a  j^roup  of 
migrant  farm  workers  in  Suffolk  County  to  form  a  construction  com- 
pany and  put  to  use  carpentry  skills  which  they  had  not  been  able  to 
exploit  without  our  assistance, 

Althoufrh  these  pi-o^rrams  are  not  aimed  exclusively  at  the  housing 
problem,  they  are  directed  to  the  broader  problem  of  improving  the 
status  and  income  level  of  all  of  our  citizens.  For  it  is  only  when  the 
problem  is  considered  as  a  whole,  that  progress  can  be  made. 
Thank  you. 

Senator  Hart,  Thank  you,  Mr.  Vogel, 

I  take  it,  first,  that  your  position  is  that  the  existing  programs  in- 
tended to  assist  in  the  purchase  of  homes  are  sound  in  concept,  do  not 
have  any  inlierent  defect  in  them  that  require  more  effective  supervi- 
sion. 

Is  that  the  long  and  short  of  it  ? 
]\Ir.  VoGKL.  That  is  correct,  yes,  sir. 

Senator  Hart.  Now,  you  made  one  sugwstion  that  we  should  con- 
sider— Congress  should  consider  consolidating — this  is  on  page  15 — 
consolidating  the  responsibilities  for  supervision  of  originators  of 
mortgage  loans,  consolidating  into  one  agency  the  sole  responsibility  of 
licensing  and  regulating  mortgage  originators. 

I  assume  you  mean  consolidating  VA  and  FHA  functions.  Is  that 
Avhat  you  were  saying? 

Perhaps  ]Mr.  Dannett  would  like  to  answer  that  question. 
]\Ir.  Daxxett.  Yes.  I  would  like  to  state  that  our  feeling  and  the 
bank's  feeling  is  that  there  should  be  one  licensing  authority;  whether 
within  or  under  FHA  that  is  really  immaterial  to  us,  but  one  licensing 
authority,  which  would  approve  the  capitalization,  for  mortgage  origi- 
nators set  up  regulations  and  standards  under  which  they  can  operate 
so  that.  Avithin  this  one  agency,  for  example,  if  Ave,  as  a  bank,  Avanted 
to  obtain  information,  Ave  could  obtain  information  as  to  the  activities 
of  this  particular  mortgage  originator. 

For  example,  in  the  prior  testimouA',  Ave  heard  this  discussion  as  to 
the  suspension  of  an  originator  due  to  servicing  practices,  as  to  some 
of  them  being  put  on  probation. 

Right  at  the  moment;  there  is  no  Avay  for  us  to  knoAV  that  one  of  our 
mortgage  originators  is  in  any  type  of  trouble  until  you  read  it  in  the 
ncAvspaper, 

Senator  Hart.  You  described,  Mr.  Vogel,  a  very  remarkable  and  dra- 
matic groAvth  in  the  size  of  your  iitstitution  and  it  began  as  a  bank  en- 
gaged in  retail  loans,  basically,  or  at  least  in  large  measure,  in  some 
part,  and  in  its  earlier  years,  30U  did  a  A'olume,  a  large  volume  of  Avork 
both  in  FHA  and  VA  mortgage  lending. 
Is  that  correct  ? 
Mr.  Vogel.  Yes,  sir. 

Senator  Hart.  You  haA-e  noAv  left  that  business,  if  that  is  the  correct 

Avay  to  put  it,  to  mortgage  companies  operating  in  your  area.  "What  is 

it  that  the  mortgage  company  can  give  that  you  AA'ere  not  able  to  give  ? 

]Mr.  Vogel.  May  I  say,  sir,  I  do  not  believe  that  Ave  have  lost  the  busi- 
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ness  as  much  as  shifted  some  of  our  goals.  We  feel  that  the  primary 
function  of  a  commercial  bank  is  not  to  put  its  funds,  basically — since 
we  do  accept  demand  deposits  from  our  customers — that  we  should 
keep  a  reasonable  liquidity  at  all  times,  which  is  part  of  our  goal  to 
protect  the  depositors  and  the  assets  of  the  bank. 

We  feel  that  there  are  other  agencies,  such  as  insurance  companies, 
savings  banks,  and  savings  and  loan  associations  that  are  specifically 
set  up  to  make  20-  and  25-year  mortgages. 

When  you  say,  "we  have  lost  a  share,"  we  still  have  a  sizable  amount 
of  mortgages  for  an  institution  of  our  size,  nothing  like  the  previous 
party,  but  we  still  have,  in  the  form  of  mortgages,  approximately  $152 
million,  which  is  more  than  10  percent  of  our  loans,  so  we  are  still 
really  in  the  business.  It  is  a  question  of  how  much  we  should  be  in  the 
business. 

Senator  Hart.  But  with  the  development  of  an  active  secondary 
market,  is  it  really  true  to  say  that  liquidity  is  lessened  if  you  stay  in 
the  retail  mortgage  business.  You  made  the  point  that  commercial 
banks  traditionally  avoid  mortgages  because  they  are  long  term,  and 
you  have  a  demand  deposit  responsibility  to  face. 

But  you  now  have  an  active  secondary  market  where  you  will  be 
able  to  sell  the  loan  off  to  investors.  Is  it  possible  that  you  find  origi- 
nating spot  FHA  and  VA  loans  is  less  profitable  than  other  uses  to 
which  you  could  put  your  money  ? 

Mr.  VoGEL.  We  feel  that  the  originators — we  are  basically  not  going 
in  the  originating  business  today  because  we  feel  the  market  is  ade- 
quately serviced,  and  we  feel  that,  again,  looking  at  the  overall  bank 
assets,  we  have  to  allocate  a  certain  percentage  to  each  category  of 
loans  investments,  and  this  we  do  to  the  best  of  our  ability. 

Mr.  Dannett.  Senator  Hart,  may  I  add  something  ? 

Ten  years  ago,  when  we  were  actively  in  this,  in  a  sense  we  were  a 
small  country  bank  where  you  would  have,  in  one  village,  one  branch, 
and  that  branch  had  to  service  the  area  and  originate  mortgages  and 
take  care  of  all  the  consumer  credit  type  loans. 

In  that  10  years,  the  whole  State  law,  of  the  State  of  New  York,  has 
changed.  Now,  you  will  find,  for  example,  in  the  village  that  I  live, 
Port  Washington,  where  our  bank,  I  think,  was  the  sole  bank,  you 
will  find,  probably,  a  minimum  of  five  savings  and  loan  associations; 
you  will  find  at  least  12  different  banking  institutions  within  the  one 
area  and,  actually,  the  savings  banks  and  savings  and  loan  associations 
are  originating  the  residential  mortgages  in  that  area. 

Senator  Hart.  It  does  not  have  anything  to  do  with  the  fact  that  if 
you  were  busy  in  the  business  of  retail  mortgaging  that  you  would 
be,  in  a  sense,  competing  with  mortgage  companies  that  were  signifi- 
cant customers  of  yours  ? 

Mr.  VoGEL.  No,  sir. 

Senator  Hart.  Mr.  Blum  ? 

Mr.  Blum.  In  your  statement,  you  indicate  that  the  lines  of  credit 
you  extend  to  mortgage  companies  are  fully  secured  by  insured  mort- 
gages. At  the  time  you  extend  the  line  of  credit,  has  FHA  committed 
itself  to  insuring  that  mortgage?  What  is  the  status  of  that? 

Mr.  VoGEL.  No.  No ;  what  constitutes,  in  our  own  mind,  the  fact  that 
we  would  have  insurance  would  primarily  be  that  we  would  have  an 
FHA  commitment  at  that  time  with  the  other  documentation  within 
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the  ordinary  state  of  affairs,  that  within,  say,  3  months,  we  would  be 
getting  tlie  mortgage  insurance  certificate  and  we  would  get  shipping 
instructions  at  that  time. 

All  of  our  warehouse  loans,  however,  did  contain  the  takeout  from 
other  permanent  investors,  so  that  while  we  probably  indicated  insur- 
ance per  se,  we  did  mean  only  that  it  was  coming  and  we  knew  we 
did  have  a  commitment  for  the  ultimate  insurance. 

Mr.  Bli^m.  You  indicate  that  you  checked  to  see  that  each  loan  is 
fully  documented ;  I  take  that,  check  for  flaws  ? 

Mrs.  KxoLL.  We  check  all  documentation,  the  documentation  as  is 
listed.  We  are  not  looking  for  any  real  flaws.  Wliat  we  want  to  know 
is  that  the  FHA  commitment  covers  the  property  indicated  in  the  title 
binder,  which  is  what  we  have  at  the  time  we  first  get  the  package, 
and  which  is  the  subject  of  pledge  at  that  time,  that  the  note  and 
mortgage  contain  the  correct  information,  that  we  do  have  the  com- 
mitment to  cover  the  amount  of  the  note  and  mortgage  which  is 
pledged  to  us  on  that  particular  date. 

Mr.  Blum.  In  effect,  that  is  a  check  for  internal  consistency  and  the 
integrity  of  the  firm  commitment  itself? 

Mrs.  KxoLL.  That  is  correct. 

Mr.  Blum.  Do  you  ever  spotcheck  any  of  the  papers  for  authenticity 
beyond  that  internal  check  ? 

Mrs.  KxoLL.  No ;  I  am  afraid  we  do  not. 

Mr.  Blum.  While  the  loan  is  held  by  you  as  collateral,  do  you  check 
the  servicing  to  make  sure  the  loan  is  current  ? 

Mrs.  KxoLL.  No. 

Mr.  Blum.  So  you  might  possibly  wind  up  shipping  loans  which 
are  not  current  ? 

Mrs.  KxoLL.  Well,  if  that  is  a  possibility,  we  would  be  relying,  I 
think,  on  the  mortgage  originator  not  to  ship  a  loan  under  that  cir- 
cumstance. I  mean,  we  feel  that  our  function  has  been  handled.  We  do 
all  of  our  own  shipping. 

Mr.  Blum.  What  I  am  getting  at,  it  is  not  the  responsibility  of  the 
warehouse  bank  to  check  what  is  happening  at  that  particular  time? 

Mrs.  Kx^OLL.  That  is  correct. 

Mr.  Blum.  How  much  credit  do  you  grant  against  the  FHA-VA 
loan ;  is  it  a  par  value  ? 

Mrs.  Kx'gll.  No,  sir.  We  have  a  takeout  commitment  which  covers 
each  documented  loan  coming  in.  We  know  what  the  takeout  price  is 
and  we  lend  2  percent  below,  two  points  below  the  takeout  price, 
whether  it  be  Fannie  Mae  or  an  outside  savings  bank,  or  an  insurance 
company.  Say,  it  w^ould  be  96,  w^e  w^ould  be  lending  at  94  percent  of  par. 

Mr.  Blum.  Is  it  possible  that  a  mortgage  banker  has  realized  a 
profit  at  the  time  he  makes  his  warehouse  borrowing? 

Mrs.  Kx^oLL.  It  is  very  possible,  but  we  have  no  way  of  knowing 
that. 

Mr.  Blum.  You  have  no  way  of  knowing  how  far  and  at  what  price 
the  loan  is  originated,  so  you  have  no  way  of  knowing  that? 

Mrs.  Knoll.  No. 

Mr.  Blum.  You  are  interested  in  the  price  and  the  takeout  commit- 
ment ? 

Mrs.  Knoll.  Exactly. 
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Mr.  Blum.  Do  you  see  any  risks  at  all  in  this  business  given  the 
takeout  commitment,  the  Government  insurance,  the  fire  insurance, 
the  title  insurance,  and  so  forth  ? 

Mrs.  Knoll.  Any  risks — well,  the  only  risk,  perhaps,  would  be  if 
you  are  sitting  here  with  what  you  feel  might  be  a  very  legitimate 
takeout  commitment,  and  for  some  reason,  because  of  short  money — 
not  short  money,  tight  money — the  loan  was  unable  to  be  delivered, 
which  had  happened  about  4  years  ago  in  a  tight  money  situation. 

But  the  only  thing  would  cure  it  would  be  that  you  sit  with  that 
loan  another  2  months  or  so  to  allow  the  mortgage  originator  to  work 
it  off  with  some  other  source  of  takeout.  That  would  be  about  the  only 
risk  I  could  see.  We  have  a  guaranteed  loan. 

Mr.  Blum.  To  the  extent  that  the  Federal  National  Mortgage  Asso- 
ciation grants  open-end  commitments  does  it  not  mean  that  virtually 
any  mortgage  banker  can  say,  "I  have  a  takeout,"  and  in  fact,  come  to 
you  and  say,  "Look,  Fannie  Mae  will  take  it  if  nobody  else  will.  Here's 
the  Fannie  Mae  price." 

Mrs.  Knoll.  Yes ;  that  is  probably  true. 

Mr.  Blum.  So  there  is  never  a  situation  where  when  a  guy  comes  to 
you  and  he  does  not  have  a  takeout  ? 

Mrs.  Knoll.  No. 

Mr.  Blum.  In  the  statement,  you  indicate  that  mortgage  bankers 
are  generally  required  to  keep  a  compensating  balance  of  around  20 
percent.  Are  those  balances  the  escrow  deposits  ? 

Mrs.  Knoll.  Predominantly,  they  would  be  the  escrow  accounts  or 
trust  accounts  for  the  different  servicing  operations  that  the  mortgage 
originator  would  have.  We  have  our  own  mortgage  warehouse  ac- 
count and  there  is  a  certain  amount  of  flow  in  and  out  of  that,  which 
would  be  a  consideration. 

Mr.  Blum.  There  was  some  discussion  of  foreclosure  lines  of  credit 
and  it  was  said  that  the  lines  that  were  used  for  mortgages  foreclosed 
before  the  sale  to  the  permanent  investor.  All  of  your  testimony  in 
tliese  hearings  indicate  that  it  was  frequently  the  practice  for  the 
mortgage  company  to  take  back  from  an  investor  a  bad  FHA  loan  or 
delinquent  FHA  loan  and  put  it  on  his  warehousing  loaning. 

Were  your  warehousing  lines  used  that  way  ? 

Mrs.  Knoll.  No,  sir.  Our  warehousing  lines  cover  mortgages  only 
that  are  closed  within  the  previous  few  months,  as  far  as  the  ware- 
housing lines  are  concerned. 

Mr.  Blum.  You  check  the  dates  and  you  limit  it  that  way  ? 

Mrs.  Knoll.  Yes ;  we  do. 

Mr.  Blum.  Are  you  aw  are  of  this  other  kind  of  practice  ? 

Mrs.  Knoll.  No,  sir.  All  I  have  been  concerned  with  is  what  our 
policy  has  been. 

Mr.  Blum.  Had  anyone  requested  that  you  extend  them  that  kind 
of  foreclosure  line  of  credit  which  would  enable  them  to  buy  back  bad 
mortgages  ? 

Mrs.  Knoll.  No,  sir. 

Mr.  Blum.  The  security,  I  take  it,  in  the  foreclosure  line  is  a  Govern- 
ment guarantee  certificate? 

INIrs.  Knoll.  Yes,  sir. 

Mr.  Blum.  What  do  you  lend  against  that  ? 

Mrs.  Knoll.  Eighty  percent  of  the  certified  balance  at  the  time  of 
that  defaulted  loan. 
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Mr.  BI.I':^^.  Is  there  a  risk  in  that  foreclosure  loan^ 

Mrs.  Kxoix.  We  think  not.  We  feel  that  the  FHA  is  the  takeout. 

JNIr.  Bn  M.  Do  3'ou  monitor  the  foreclosure  loan  for  unusual  activity. 

]\Irs.  KxoLL.  No,  sir;  we  have  not.  I  mean,  we  are  talkin<r  foreclosure 
loans,  frankly,  and  they  have  been  very,  very  small  in  context  consider- 
mrr  the  other  loans  that  we  have  had. 

For  instance,  if  we  talk  about  $98,000  ri^rlit  now,  that  is  only  six 
loans  that  we  have  left  in  one  line.  If  we  talked  about  the  hig:h  of  700 
and  some  thousand  dollars,  that  was  only  55  loans  that  came  in  all  at 
one  time  when  we  first  put  a  foreclosure  line. 

Mr.  Blum.  In  decidino-  whether  or  not  to  extend  money  to  mortgage 
bankers,  you  indicate  that  there  is  a  check  made  of  the  financial  state- 
ments aiid  a  check  Avith  other  banks.  Do  you  routinely  check  the 
servicing  ? 

Mrs.  Knoll.  No,  that  I  have  not  done.  We  have  just  checked  with 
other  banks  Ave  know  that  are  in  similar  type  origination  business  with 
our  customers  to  see  how  they  find  everything  going  and  what  the  ex- 
tent of  the  change  in  their  lines  might  be,  et  cetera. 

Mr.  Blum.  So,  as  we  discussed  here  earlier,  I  believe,  Mr.  Dannett 
mentioned  that  you  Avere  unaAvare  of  the  difficulties  Avith  Fannie  Mae 
and  the  other  dijfficulties  Avith  servicing. 

Mrs.  KxoLL.  Yes,  Ave  had  no  knoAvledge.' 

jNIr.  Blum.  Would  you  have  been  influenced  in  your  lending  decision 
had  you  knoAAm  that' Fannie  Mae  had  suspended  or  put  on  probation 
some  of  these  mortgage  companies  ? 

Mrs.  KxoLL.  Possibly,  sir. 

]Mr.  VoGEL.  I  would  say,  definitely,  yes. 

ISIr.  Blum.  Did  you  make  inquiry  at  the  time  of  the  nature  of  the 
mortgage  business  that  the  company  Avas  engaged  in ;  that  is  to  say, 
Avhether  it  is  spot  FHA  loans  or  tract  loans  and  what  neighborhoods 
they  were  in  ? 

IVIrs.  KxoLL.  We  made  no  specific  investigation  of  it,  but  from  ex- 
perience, I  do  knoAv  that  we  would  not  have  gotten  into  tract  loan 
warehousing.  They  were  all,  I  Avould  consider,  spot  loans,  by  reason 
of  the  fact  that,  primarily,  they  Avere  all  resale  loans. 

ISIr.  Blum.  Do  you  think  Fannie  Mae's  suspension  and  other  dis- 
ciplinary action  should  be  made  public  automatically  ? 

Mrs.  Knoll.  Oh,  yes. 

Mr.  Blum.  To  what  extent  do  you  rely  on  the  fact  that  a  company 
has  the  approval  to  operate  as  a  mortgagee  ? 

Mrs.  Knoll.  I  think  Ave  would  base  our  approval  on  that  alone, 
definitely;  Ave  would  not  be  lending  money  if  they  do  not  have  the 
FHA  eagle. 

Mr.  Blum.  A\Tien  HUD  suspends  anybody  or  takes  the  eagle  away, 
do  you  find  out  about  that  quickly  ? 

Mrs.  Knoll.  Well,  Ave  found  out  through  the  neAvspaper  releases 
and  immediately  suspended  any  additional  moneys  to  that  particular 
company. 

Mr.  Blum.  Following  the  disclosures  made  or  following  the  indict- 
ments in  New  York,  Avere  you  contacted  by  officials  of  the  Department 
of  Housing  and  Urban  Development  and  urged  to  continue  your 
lending  ? 

Mr.  VoGEL.  Yes,  Ave  were. 
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Mr.  Blum.  What  was  the  nature  of  the  contact  ? 

Mr.  Dannett.  We  received  a  letter  dated  April  13,  1972,  which  is 
addressed  to  Harold  Bishop,  vice  president,  National  Bank  of  North 
America.  The  letter  was  from  the  Department  of  Housing  and  Urban 
Development,  and  signed  by  S.  William  Green,  Kegional  Adminis- 
trator. 

Mr.  Blum.  Mr.  Chairman,  I  ask  that  that  letter  be  made  a  part  of 
the  record,  and  also  the  attached  press  release. 

Senator  Hart.  Without  objection. 

Mr.  Blum.  Earlier  in  the  hearings,  we  had  testimony  that  it  was 
possible  to  get  a  credit  report  on  an  individual  very  easily.  In  fact,  if 
you  were  a  real  estate  broker,  all  you  had  to  do  was  pick  up  the  phone, 
dictate  the  credit  information  you  wanted,  and  the  Credit  Bureau 
would  type  it  up  and  mail  it  back  to  you. 

Has  your  bank  found  the  retail  credit  information,  increases  on  re- 
tail loan  applications  to  be  satisfactory? 

Mr.  Dannett.  We  follow,  as  I  stated  to  you  in  our  conference,  al- 
most the  same  procedures  that  FHA  does.  We  use  different  credit  agen- 
cies, I  believe,  than  FHA  does,  but  we  also  had  the  benefit,  for 
example — when  we  originate  a  mortgage — of  having  that  mortgagor 
sit  down  at  the  desk  so  that  you  talk  to  him,  and  if  you  have  a  credit 
officer,  who  has  had  experience,  he  can  not  only  give  counseling,  but 
also  do  the  bank  a  great  service  because  frequently  he  could  spot  a 
phony  applicant,  and  this  is  the  experience  of  all  of  our  consumer 
credit  departments. 

The  only  other  additional  steps  that  we  take  that  probably  FHA 
does  not  take  with  mortgage  origination  is  that  we  verify — we  look 
at  telephone  books  to  make  sure  that  the  applicant  has  a  telephone 
number ;  we  telephone  the  employer  and  try  to  speak  on  the  phone  to 
the  employer  so  as  not  to  receive  back  merely  a  written  communication 
which  somebody  else  could  have  sent  to  us,  and  we  do  a  little  bit  more 
on  the  telephone  in  order  to  spot-check  and  determine  whether  we 
are  dealing  with  a  legitimate  borrower. 

Mr.  VoGEL.  This  is  using  some  of  our  consumer  credit  techniques 
in  the  housing  field. 

Mr.  Blum.  With  those  consumer  credit  techniques,  they  are  a  sup- 
plement to  the  credit  report,  and  you  do  not  rely  on  the  credit  report 
from  the  credit  bureau  alone;  you  do  take  those  extra  steps? 

Mr.  Dannett.  The  credit  report  basically  shows  how  many  judg- 
ments are  outstanding  against  the  individual  and  tax  liens,  and  we 
have  to  go  beyond  that  and  determine  what  his  income  is  and  whether 
or  not  he  has  ample  money  in  the  bank  in  order  to  get  up  his  down- 
payment  on  the  property. 

Mr.  Blum.  Does  the  bank  do  any  construction  lending  outside  of  the 
New  York  City  area  ? 

Mr.  VoGEL.  Yes. 

Mr.  Blum.  When  you  get  into  that  kind  of  business,  how  do  you 
keep  track  of  the  loan,  how  do  you  ride  herd  on  the  builder  or  the 
development? 

Mr.  VoGEL.  We  have  a  policy  in  the  bank  where  we  go  outside  of 
our  marketing  area  to  always  bring  in  a  local  bank  on  the  scene  since 
they  understand  the  local  environment,  what  is  going  on  in  the  local 
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activities,  and  depending  on  the  size  of  the  bank,  and  depending  on 
the  size  of  the  loan,  a  local  participant  might  take  10  to  50  percent  of 
the  loan,  and  we  would  take  50  to  90  percent  of  the  loan,  depending 
on  each  individual  circumstance,  but  the  local  bank  will  be  there  to 
guide  us  on  local  conditions. 

Mr.  Blum.  Will  a  system  like  that  make  sense  in  terms  of  warehous- 
ing lines  of  credit  for  mortgage  companies  where,  in  effect,  a  local 
bank  took  a  lead  with  respect  to  a  mortgage  company  of  a  particular 
area,  that  way  giving  the  warehousing  banks  some  feel  for  the  loan 
situation  ? 

Mr.  VoGEL.  It  certainly  could  help. 

Mr.  Blum.  Well,  what  steps,  when  you  are  lending  on  construction 
lending  or  multifamily,  whatever  sort  of  real  estate  lending,  not  Gov- 
ernment insured,  do  you  take  to  make  sure  that  you  are  getting  an 
honest  appraisal  ? 

Mr.  VoGEL.  An  appraisal — an  honest  appraisal  is  part  of  the  series 
of  steps  in  making  the  loan.  A  financial  statement  is  just  one  thing,  but 
the  appraisal  has  to  be  done  by  an  appraiser  that  we  feel  is  reputable. 

Mr.  Blum.  Is  there  any  system  for  cross-checking  or  spot-checking 
the  appraisal  ?  What  kind  of  control  systems  do  you  use  to  make  sure 
your  appraiser  is  not  doing  what  it  has  been  alleged  that  some  of  the 
FHA  fellows  were  doing  ? 

Mrs.  Knoll.  Well,  I  do  not  know.  From  the  numbers  that  we  see  in 
our  commercial  construction  lending,  I  would  think  that  we  would 
look  to  the  economic  valuation  that  the  appraiser  indicates.  We  can 
pretty  much  tell  from  the  expertise  that  we  have  in  the  bank.  We  have 
some  of  our  MAI  appraisers,  and  I  think  if  they  saw  anything  un- 
toward, they  would  certainly  question  it.  We  are  knowledgeable 
enough  for  that. 

Mr.  Blum.  Why  do  you  think  a  similar  kind  of  control  broke  down 
completely  at  FHA  ? 

Mrs.  KkoLL.  It  is  hard  to  say,  sir.  I  do  not  really  know.  Of  course, 
I  am  talking  about  where  we  are  involved  with  MAI  appraisals.  The 
residential  appraisers,  perhaps,  are  doing  a  different  type  of  appraisal 
work.  I  truly  do  not  know. 

Mr.  Blum.  When  you  say  it  is  a  different  type  of  work,  the  conse- 
quences are  the  same  and  the  need  for  straight  honest  appraisals  is  the 
same. 

Mrs.  Knoll.  Have  ten  appraisers  look  at  a  piece  of  property,  resi- 
dential piece  of  property,  and  they  all  come  up  with  a  different  answer. 
Unless  they  have  a  certain  amount  of  income  to  work  in,  I  do  not  know 
that  residential  appraisers  can  do  that. 

Mr.  Vogel.  Mr.  Blum,  I  would  just  like  to  say  we  are  dealing  with 
individual  people  and  individual  supervision,  and  certainly,  in  our 
bank,  we  have  a  billion  five  hundred  million  in  loans  outstanding  at 
the  moment. 

We  have  some  bad  ones,  and  then  you  try  to  trace  how  did  this  origi- 
nate. And  then  you  try  to  stay  on  top  of  it  all  of  the  time  in  your  levels 
of  supervision.  And  if  you  have  the  right  people,  granted,  you  will 
always  have  some  problems.  And  the  object  is  to  spot  it  right  away 
and  do  something  about  it  as  soon  as  you  see  the  obvious. 

Mr.  Blum.  What  you  are  saying  is  the  key  to  this  thing  is  effective 
management  control. 
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Mr.  VoGEL.  Absolutely. 

Mr.  Blum.  You  want  to  know  the  trouble  spots  in  your  loan  port- 
folio and  immediately  go  and  find  out  how  they  came  about  ? 

Mr.  VoGEL.  You  have  asked  us  about  appraisals.  We  use  various 
types  of  controls,  internal  and  external  of  appraisers.  After  a  certain 
experience  with  a  particular  appraiser,  our  management  team  has  to 
say  he  is  not  doing  his  job,  let's  do  something  else,  and  this  is,  again, 
individual  management. 

Mr.  Blum.  The  key  to  this,  then,  is  proper  management  of  a  loan, 
underwriting  and  supervision  of  it,  and  if  that  falls  apart,  then  you 
can  guarantee  your  portfolio  will  fall  apart,  too  ? 
Mr.  VoGEL.  That  is  right. 
Mr.  Blum.  I  have  no  further  questions. 
Senator  Hart.  Mr.  Chumbris  ? 
Mr.  Chumbris.  Tliank  you,  Mr,  Chairman. 

On  page  4,  Mr.  Vogel,  you  mentioned  changes  in  the  mortgage 
industry  development,  and  you  point  out  the  inability  of  the  perma- 
nent lender  in  capital  surplus  areas  to  originate  its  own  loans. 

I  think,  in  your  discussion  and  in  your  colloquy,  you  explain  why. 
Do  you  think  it  is  bad  that  you  have  that  inability  to  originate  these 
loans  ? 

Mr.  VoGEL.  No,  sir.  I  do  not  think  we  can  be  all  things  to  all  people. 
It  is  a  specialty. 

Mr.  Chumbris.  In  other  words,  it  is  something  that  is  developed 
where,  instead  of,  as  you  point  out,  in  the  old  days,  you  would  go 
through  your  building  and  loans  in  your  area,  and  he  would  go  there 
and  originate  the  loan,  there,  you  have  the  mortgage  bankers  who 
become,  primarily,  or  have  a  significant  role  in  originating  the  loan. 
Is  that  it? 
Mr.  VoGEL.  Yes,  sir. 
Mr.  Chumbris.  Is  there  evil  in  that  ? 
Mr.  VoGEL.  I  don't  think  so  if  it  is  properly  administered. 
Mr.  Chumbris.  It  is  a  practice  that  is  almost  a  necessary  practice, 
then? 

Mr.  VoGEL.  Yes,  sir.  "We  feel  that  the  mortgage  bankers  are  the  pres- 
ent originators  of  these  and  do  their  job,  and  there  are  always  some 
bad  apples  in  the  barrel. 

Mr.  Chumbris.  Let  us  assume  that  the  mortgage  bankers  practices 
a^-e  not  the  practices  that  we  have  today,  and  let  us  look  primarily  to 
the  1968  law,  which  was  to  encourage  inner  city  and  lower  income 
people  to  buy  homes.  If  you  didn't  have  these  mortgage  bankers,  would 
you  be  able  to  have  the  success  of  that  program  contemplated  by  that 
law? 

]\Ir.  VoGEL.  I  think,  ultimately,  you  would,  but  you  w^ould  have  to 
build  a  new  structure,  and  that  would  have  to  be  rebuilt.  There  has  to 
be  a  mechanism  for  originating. 

Mr.  Chumbris.  In  other  Avords,  it  would  be  difficult  for  the  low- 
income  person  in  the  inner  city  to  go  to  the  different  banks,  into  differ- 
ent savings  and  loans,  and  to  tlie  difForent  savings  banks  to  originate 
that  loan.  Assisting  the  developer,  the  broker  Avould  go  to  the  mort- 
gage banker,  and  tlie  mortgage  banker,  then,  would  take  the  step 
and  go  on  and  make  sure  that  the  loan  was  completed  and  the  whole 
picture  was  comi)l(>ted.  Is  that  correct? 
INIr.  VoGEL.  I  would  agree,  sir.  Yes,  sir. 
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]Mr.  CiiuMBRis.  Sometimes,  when  you  listen  to  testimony,  you  think 
that  maybe  there  is  an  inference  being  developed,  that  the  mortgage 
banking  aspect  of  this  complete  picture  is  not  the  appropriate  one 
and  maybe  we  ought  to  loolv  for  some  other  solution,  but  that  is  not  so. 

INIr,  VoGEL.  I  feel  that  it  is  not  so. 

jNlr.  CiiUMBRis.  I  have  no  further  questions. 

Mr.  Kerx.  I  have  one  (|uestion,  5[r.  Vogel.  You  say,  on  page  12  of 
your  statement,  that  there  is  an  exchange  of  information  about  banks 
regarding  their  experience  with  the  mortgage  companies  who  may  ex- 
tend credit,  and  you  go  on  to  say  that  it  is  customary  in  connection 
with  these  credit  checks  that  none  of  these  inquiries  or  responses  are 
made  b}'  letter.  Why  is  that  the  custom  ? 

]\rrs.  KxoLL.  Xo  specific  reason  except.  I  suppose,  that  we  are  able 
to  save  time.  We  do  exchange  information — this  is  done  quite  gen- 
erally in  this  type  of  business,  actually.  Say,  it  would  run  for  as  long 
as  a  year,  befoi-e  we  would  renew  it.  we  would  ask  whether  or  not 
there  were  any  additional  lines  that  had  gone  on  since  the  last  time. 
Then,  we  immediately  get  on  the  phone,  check  the  lines  of  the  respec- 
tive banks  and  we  have  an  exchange  of  information  at  that  time  and 
we  write  it  up. 

We  write  it  up  ourselves  so  that  our  committee  knows  to  whom  we 
have  talked,  and  whether  or  not  there  is  any  reflection  at  all  on  the 
mortgage  originator  as  a  result  of  this  checking. 

INIr.  Kerx.  Do  you  have  a  consolidated  file,  then  ? 

Mrs.  KxoLL.  We  have  a  master  file. 

Mr.  Kerx.  A  master  file  on  each  of  these  companies  which  you  use 
as  part  of  your — 

]\rrs.  Kx'OEL.  Yes.  we  have  a  regular  committee  approval. 

Mr.  Kerx.  So  there  is  something  tangible  in  existence  that  can  be 
reviewed  by  other  officers  of  the  bank  ? 

INIrs.  Kx^oLL.  Yes. 

Senator  ITart.  Let  me  ask  of  you  the  same  question  T  asked  of  the 
witnesses  from  Chase,  although,  in  your  case  unlike  Chase,  you  had 
no  offices  in  the  area  of  Bedford-Stuyvesant  in  East  New  York,  and 
so  on.  but  you  were  financinfr  Eastern  and  some  of  those  other  mort- 
gaijo  companies  on  the  warehousing  line. 

Xow,  as  a  commercial  bank,  in  the  light — and  admittedly,  it  is  Mon- 
day morning  quarterbacking — it  is  in  the  wake  of  what  we  now  see 
happening  in  Bedford-Stuyvesant  and  in  Brooklyn,  blockbusting, 
short  money,  speculation,  and  so  on,  what  would  you  do  differently,  if 
anything? 

Mr.  VoGEL.  Second  guessing,  if  we  realized  we  were  doing  business 
today  with  somebody  who  was  doing  wrong,  which  would  lead  to  in- 
dictment, again,  second  guessing,  we  would  not  have  done  business 
with  tliem  in  the  first  place. 

We  feel,  as  a  bank,  we  have  a  great  social  responsibility  to  our  com- 
munity to  do  everything  possible,  and  this  just  points  out  in  a  case 
where  we  do  business  with  somebody  who  is,  let  us  say,  not  doing  a 
socially  responsible  effort  in  the  community  by  whatever  practices 
there  would  be  which  is  dead  wrong,  we  would  not  have  done  business 
with  them. 

How  you  find  out  these  things  is  a  tough  problem.  We  have  been 
doing  business  in  this  particular  case  with  the  corporation  since  1958, 
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and  all  of  the  transactions  on  our  books  were  carried  out  in  a  very — 
from  a  technical  point  of  view — in  an  exemplary  way,  both  ways. 

How  we  should  spot  that  certain  of  the  practices  that  this  company 
was  doing  was  socially  unjustifiable  is  a  tremendous  job,  and  if  I  knew 
the  answer,  we  would  do  a  lot  of  things  differently.  I  do  not  know  the 
answer  on  this. 

They  met  most  of  our  standards — they  met  all  of  our  credit  stand- 
ards, but  something  went  wrong. 
I  do  not  think  I  have  given  you  the  right  answer,  but  we  try. 
Senator  Hart.  Mr.  Blum,  do  you  have  any  further  questions  ? 
Mr.  Blum.  No. 

Senator  Hart.  Mrs.  Knoll,  and  gentlemen,  thank  you  very  much. 
We  will  adjourn  to  resume  in  room  318  at  the  Old  Senate  Office 
Building  at  9 :30  tomorrow  morning. 

("Whereupon,  the  hearing  was  adjourned  at  1 :15  p.m.,  to  resume  at 
9  :30  a.m.,  the  following  day,  Thursday,  June  22,  1972.  Testimony  re- 
sumes on  p.  1187.) 
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John  H.  Vogel 

Letter  to  National  Bank  of  North  America  From  S.  William  Green,  Regional 

Administrator,    Department    of    Housing    and    Urban    Development,    Dated 

April    13,    1972 

Department  of  Housing  and  Urban  Development, 

New  York,  N.Y.,  April  13, 1972. 
Mr.  Harold  Bishop, 

Vice  President,  National  Bank  of  North  America, 
New  York,  N.Y. 

Dear  Mr.  Bishop  :  The  news  media  have  alerted  the  entire  financial  community 
to  the  unfortunate  abuse  of  FHA  facilities  by  an  approved  lender  doing  business 
with  the  Hempstead  Insuring  Office. 

The  possibility  arises  that  the  allegations  of  the  indictments  returned  in  this 
matter  will  cast  a  cloud  over  the  integrity  of  other  approved  lenders  and  thereby 
unduly  interfere  with  the  normal  flow  of  mortgage  lending  in  the  area  within 
the  Hempstead  Office's  jurisdiction. 

I  hope  you  will  agree  that  application  by  lending  institutions  of  the  guilt  by 
association  theory  would  cause  an  undeserved  hardship  on  mortgage  firms  in 
good  standing  and  also  on  individual  applicants  who,  through  no  fault  of  their 
own,  find  themselves  unable  to  purchase  homes. 

The  FHA  is  taking  steps  to  assure  that  mortgage  bankers  who  have  rescued 
individual  applications  by  taking  assignments  of  conditional  or  permanent  com- 
mitments make  comprehensive  and  proper  presentation  of  all  relevant  facts  to 
subsequent  holders. 

Moreover,  the  modified  cost  approach  to  eliminate  excessive  speculator  profits 
gives  a  high  degree  of  assurance  that  the  FHA  small  home  mortgage  insurance 
process  nationally  is  protected  from  fraud.  A  description  of  the  regulation  deal- 
ing with  this  approach  is  enclosed. 

Because  only  one  approved  lender  is  accused  of  wrongdoing  and  because  of  the 
precautions  taken  by  the  FHA  to  guard  against  further  abuse  of  its  programs, 
I  ask  that — without  relaxing  the  sound  business  judgment  you  apply  to  all  ap- 
plications— you  review  each  application  emanating  from  the  Hempstead  Oflice's 
area  entirely  on  its  merits  and  without  regard  for' its  original  point  of  origin. 

Your  understanding  and  cooperation  are  most  important  and  would  be  greatly 
appreciated. 

Sincerely, 

S.  William  Green, 
Regional  Administrator. 

Enclosure. 

HUD  Issues  New  Regulations  To  Curb  Speculator  Profits 

The  U.S.  Department  of  Housing  and  Urban  Development  has  issued  stringent 
regulations  to  all  its  field  offices  to  curb  excessive  profits  by  speculators  on  the 
sale  of  existing  properties. 

In  announcing  these  regulations,  Secretary  George  Romney  said  : 

•'This  means  that  speculation  is  over,  and  the  fast  buck  artist  is  out  of 
business." 

The  new  regulations,  effective  immediately,  are  designed  to  achieve  the  objec- 
tive of  the  modified  cost  approach,  designed  to  control  excessive  speculator  profits. 

Under  the  new  rules,  all  home  mortgage  applications  for  existing  properties 
must  contain  the  name  and  address  of  the  property's  present  owner,  the  date  the 
property  was  acquired,  the  purchase  price,  and  the  established  cost  of  any  improve- 
ments. It  is  also  required  that  any  options  or  contracts  to  sell  the  property,  and 
the  amount  involved,  be  revealed. 
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Either  of  two  methods  will  be  used  for  determining  the  value  of  the  property 
for  mortgage  loan  purposes.  Both  apply  where  the  property  was  purchased  less 
than  two  years  before  the  mortgage  insurance  is  applied  for  and  the  owner  is  not 
the  last  permanent  occupant  of  the  property ;  or  the  last  permanent  owner  has 
optioned  the  property  to  a  purchaser  who  intends  to  resell  it  as  soon  as  possible. 

The  new  regulations  state  that  the  mortgage  loan  value  shall  not  be  more  than 
the  lesser  of  either  : 

A.  The  value  found  by  market  comparison  in  accordance  with  applicable 
instructions,  or 

B.  The  sum  of  (1)  the  last  arms-length  purchase  price  plus  the  cost  of 
improvements  already  made  or  present  option  or  contract  price,  whichever  is 
lesser  (this  amount  must  be  verified  by  the  HUD  appraiser)  ;  (2)  interim 
financing  expense;  (3)  holding  costs;  (4)  the  estimated  cost  of  required 
repairs;  (5)  a  reasonable  overhead  and  profit  allowance  on  items  1  through 
4,  and  (6)  a  normal  broker's  commission  on  the  sum  of  the  above. 

When  the  mortgage  insurance  application  is  considered  for  a  fi.rm  commit- 
ment, the  purchase  contract  will  be  checked  to  make  sure  that  the  seller  shown 
on  the  contract  is  the  same  as  the  seller  named  in  the  conditional  commitment 
application.  If  it  is  not,  the  application  will  be  rejected,  but  may  be  reopened 
at  the  mortgagee's  request  when  he  submits  reconciling  information. 

If  a  speculator  has  become  involved  in  the  transaction,  the  case  will  be  repro- 
cessed in  accordance  with  the  new  regulations. 

The  firm  commitment  for  mortgage  insurance  must  contain  the  following 
statement : 

"The  mortgagee,  the  seller,  the  purchaser,  the  broker  and/or  other  parties 
involved  in  the  transaction  shall  certify  that  the  terms  of  the  contract  for 

purchase  dated are  true  and  that  there  are  no  other 

parties  or  side  arrangements  in  connection  with  this  transaction." 
Secretary  Romney  said,  "If  [a  speculator]  certifies  falsely,  he  can  be  proceeded 
against  on  a  criminal  basis." 
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THURSDAY,   JUNE   22,    1972 

U.S.  Senate, 
Subcommittee  ox  Antitrust  and  Monopoly 

or  the  Committee  on  the  Judiciary, 

Washington^  D.C. 

The  Subcommittee  on  Antitrust  and  Monopoly  convened  in  room 
318,  Old  Senate  Office  Building,  at.9 :30  a.m. 

Present:  Senator  Philip  A.  Hart  (presiding). 

Staff  present:  Howard  O'Leary,  Esq.,  chief  majority  counsel;  Jack 
Blum,  Esq.,  majority  counsel ;  Peter  N.  Chumbris,  Esq.,  chief  minority 
counsel ;  and  Charles  Kern,  Esq.,  minority  counsel. 

Senator  Hart.  The  committee  will  be  in  order.  In  these  proceedings. 
Mr.  Hunter,  we  are  taking  testimony  under  oath.  So  as  not  to  raise  anj 
question,  we  will  now  do  that. 

(The  witness  was  duly  sworn  by  the  chairman.) 

Statement  of  Oakley  Hunter,  President  and  Chairman  of  the  Board,  Federai 
National  Mortgage  Association 

Mr.  Chairman  and  Members  of  the  Subcommittee,  my  name  is  Oakley  Hunter, 
I  am  President  and  Chairman  of  the  Board  of  the  Federal  National  Mortgage 
Association  (FNMA).  I  appear  here  today  at  the  request  of  the  Subcommittee 
to  respond  to  certain  questions  which  the  Subcommittee  has  asked  concerning 
the  operations  of  FNMA  as  they  relate  to  the  financing  of  home  mortgages  in 
New  York  City. 

Before  addressing  myself  to  these  points,  however,  I  would  like  to  give  the 
Subcommittee  some  general  information  on  what  our  company  has  done  in  sup- 
port of  housing  since  FNMA  became  a  private  corporation  in  September  1968. 
With  your  permission  I  also  want  to  expand  on  some  of  the  matters  which  the 
Subcommittee  raised  with  Mr.  Kenneth  A.  Duncan,  FNMA  Regional  Vice  Presi- 
dent, when  he  testified  before  your  Subcommittee  on  May  15.  Finally,  I  have 
some  thoughts  about  the  problems  involved  in  the  financing  of  inner  city  resi- 
dential properties. 

I.   BACKGROUND   INFORMATION   ON   FNMA 

a.  History 

Prior  to  September  1,  1968,  FNMA,  pursuant  to  the  FNMA  Charter  Act,  (12 
U.S.C.  1716  et  seq.)  was  empowered  to  (1)  conduct  secondary  market  operations 
in  Government  insured  or  guaranteed  mortgages,  (2)  perform  Special  Assistance 
Functions  in  the  purchase  of  mortgages  as  authorized  either  by  the  President  of 
the  United  States  or  by  the  Congress  to  assist  in  home  financing  where  the  estab- 
lished financing  facilities  are  inadequate  and  (3)  manage  and  liquidate  certain 
mortgages. 

In  connection  with  its  secondary  market  operations,  the  U.S.  Treasury  pur- 
chased preferred  stock  in  FNMA  and  its  common  stock  was  subscribed  to  and 
purchased  by  those  sellers  and  borrowers  who  participated  in  these  operations. 
FNMA  financed  the  bulk  of  its  mortgage  purchasing  operations  through  borrow- 
ings in  the  private  money  market. 

(1187) 


1188 

Pursuant  to  the  Housing  and  Urban  Development  Act  of  1968,  (P.L.  91-448) 
and   effective   September   1,   1968,   FNMA   was   partitioned   into   two  separate 

corporations.  ,..,.,/-,  *. 

One  such  corporation  is  a  whollj-owned  Government  entity,  the  Government 
National  Mortgage  Association  (GNMA),  within  the  Department  of  Housing  and 
Urban  Development.  GNMA  by  statute  retains  the  Special  Assistance  Functions 
and  the  Management  and  Liquidating  Functions  formerly  carried  on  by  FNMA. 

The  other  corporation  is  the  present  FNMA  which  is  now  a  privately-owned, 
Government-.sponsored  corporation  with  authority  to  conduct  secondary  mort- 
gage market  activities  in  FHA  insured  and  VA  guaranteed  loans  as  well  as  in 
conventional  mortgages— that  is,  mortgages  not  insured  or  guaranteed  by  the 
Government. 

6.  Principal  Purpose 

The  principal  activity  of  FNMA  consists  of  the  purchase  of  mortgages,  pri- 
marily on  residential  properties.  In  the  language  of  our  Charter  Act,  FNMA  is 
to  "provide  supplementary  assistance  to  the  secondary  market  for  home  mort- 
gages by  providing  a  degree  of  liquidity  for  mortgage  investments,  thereby  im- 
proving the  distribution  of  investment  capital  available  for  home  mortgage 
financing."  Stated  more  simply,  FNMA  is  a  financial  intermediary ;  it  is  a  cen- 
tral mortgage  bank. 

c.  Federal  Supervision 

Although  FNMA  is  now  privately-owned,  it  is  nevertheless  subject  to  certain 
Federal  supervision  and  regulation  and  in  addition  five  of  FNMA's  fifteen  Direc- 
tors are  appointed  annually  by  the  President  of  the  United  States.  The  Secretary 
of  Housing  and  Urban  Development,  by  law,  is  given  certain  regulatory  authority 
over  the  company;  for  example,  within  statutory  limits  he  fixes  FNMA's  debt 
limit  and  its  ratio  of  debt  to  capital.  Also,  the  HUD  Secretary  "may  require 
that  a  reasonable  portion  of  the  corporation's  mortgage  purchases  be  related  to 
the  national  goal  of  providing  adequate  housing  for  low  and  moderate  income 
families,  but  with  reasonable  economic  return  to  the  corporation." 

Also,  the  FNMA  Charter  Act  authorizes  the  Treasury  Secretary  to  purchase 
up  to  $2.25  billion  of  FNMA  securities,  if  necessary.  This  "backstop"  authority 
has  not  been  used  in  the  last  few  years,  and  we  do  not  expect  to  use  it.  "The 
existence  of  the  backstop  authority,"  said  the  Congress  in  connection  with  the 
1968  Housing  and  Urban  Development  Act,  "would  tend  to  enhance  the  corpora- 
tion's credit  standing  and  would  constitute  Government  recognition  of  the  sig- 
nificance of  the  corporation's  operations  to  the  national  interest  aspects  of  the 
mortgage  financing  industry." 

d.  Secondary  Mortgage  Market 

The  secondary  mortgage  market  is  not  a  highly  centralized  or  organized  mar 
ket  such  as  that  which  exists  for  stocks  and  bonds.  Nevertheless,  it  is  a  most  im- 
portant market  to  the  housing  industry.  It  provides  mortgage  money  in  capital 
short  areas,  and  it  helps  to  level  out  the  peaks  and  valleys  which  occur  in  the 
flow  of  mortgage  funds,  thus  making  the  hou.sing  industry  more  stable  and  in- 
crea.sing  the  supply  of  housing.  It  also  provides  a  necessary  means  of  liquidity  for 
mortgage  investors. 

The  impact  that  FNMA  has  had  in  the  housing  industry  can  be  judged  by  its 
activities  in  the  secondary  mortgage  market.  At  the  end  of  calendar  1968,  FNMA's 
outstanding  portfolio  totaled  about  $7.2  billion.  In  calendar  1969,  FNMA  com- 
mitted $6.6  billion,  and  actually  purchased  mortgages  totaling  $4.2  billion :  at  the 
end  of  1969.  FNMA's  outstanding  portfolio  was  approximately  $11.1  billion.  In 
calendar  1970,  FNMA  committed  $8  billion  and  purchased  mortgages  totaling  $5.1 
billion.  At  the  end  of  calendar  1970,  FNMA's  outstanding  portfolio  totaled  .S15.5 
billion.  In  these  two  years  FNMA's  financing  accounted  for  an  estimated  850,000 
dwelling  units. 

In  1971,  FNMA  committed  $7.5  billion,  and  actually  purchased  $3.6  billion  in 
mortgages.  Our  portfolio  at  the  end  of  calendar  1971  totaled  $17.9  billion.  Thus, 
in  the  three  years  from  the  end  of  1968  to  the  end  of  1971,  FNMA's  total  port- 
folio grew  liy  almost  2V.  times.  At  the  end  of  March,  1972,  our  outstanding  port- 
folio totaled  $18.4  billion. 

A  substantial  volume  of  FNMA's  commitments  and  mortgage  purchases  have 
been  for  housing  for  families  of  low  and  moderate  income.  In  1970,  409^  or  $3.2 
billion  of  our  commitments  and  24%  of  $1.2  billion  of  our  purchases  were  for 
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such  housing.  In  1971,  36%  or  $2.7  billion  of  our  commitments  and  47%  or  $1.7 
billion  of  our  purchases  were  for  subsidized  housing.  As  of  April  30,  1972,  our 
support  of  assisted  housing  totaled  $7.1  billion  or  about  30%  of  our  total  port- 
folio and  outstanding  commitments. 

c.  FNAIA  Sales  Program 

From  time  to  time,  FNMA  sells  mortgages  from  its  portfolio.  This  is  normally 
done  when  the  funds  available  for  investment  by  thrift  institutions  and  insurance 
companies  exceed  the  demand  for  mortgages.  This  usually  occurs  when  interest 
rates  on  market  securities  such  as  Government  bonds  and  high  grade  corporate 
bonds  are  relatively  low  in  relation  to  the  yield  on  mortgages.  These  conditions 
were  prevalent  last  year,  during  which  FNMA  sold  just  over  $335  million  in 
mortgages.  In  the  first  quarter  of  1972  FNMA  sold  almost  $86  million  in 
mortgages. 

/.  FNMA  Debt  Manayement 

FNMA's  operations  in  the  secondary  market  are  primarily  financed  through 
the  issuance  of  debentures  and  discount  notes.  Both  of  these  types  of  obligations 
are  considered  '"Federal  Agency"  securities.  The  discount  notes,  have  maturities 
ranging  between  30  days  and  270  days.  The  debentures  have  an  average  maturity 
of  approximately  4^4  years.  These  issuances  are  not  obligations  of  the  Federal 
Government,  nor  are  they  guaranteed  by  the  Federal  Government — they  are  the 
obligations  of  the  corporation.  To  give  the  Subcommittee  some  idea  of  the  size 
of  FNMA's  operations,  our  financing  requirements  in  calendar  1970  and  1971 
totaled  $29.3  billion ;  the  net  increase  in  our  debt  was  $7.2  billion.  We  had  out- 
standing as  of  the  end  of  March,  1972,  almost  $1  billion  in  short  term  discount 
notes  and  almost  $17  billion  in  debentures.  Our  total  borrowings  were  just  under 
$18  billion.  Ju.st  last  month — in  late  May — we  offered  $1  billion  in  debentures  to 
finance  our  operations. 

From  November  1954,  FNMA  accumulated  equity  capital  from  private  sources 
by  requiring  mortgage  sellers  to  buy  our  common  stock.  In  November  1970  we 
made  our  first  equity  offering  to  the  investing  public. 

Those  selling  mortgages  to  FNMA  are  still  required  to  buy  stock,  and  since 
September  1968  those  sellers  who  service  mortgages  for  us  have  been  required 
to  retain  the  shares  of  stock  they  purchase,  but  the  amount  of  stock  that  must 
be  bought  and  held  has  been  successively  reduced  to  the  present  level  of  14  of  1% 
of  the  principal  amount  of  mortgages  sold  to  FNMA.  . 

As  of  March  31,  1972.  44  million  shares  of  our  stock  were  outstanding.  39,000 
individuals  and  organizations  are  owners  of  equity  interests  in  FNMA  either  as 
holders  of  record  or  as  beneficial  owners.  Our  stock  is  actively  traded  on  the  New 
York,  Pacific  Coast  and  Midwest  Stock  Exchanges.  Approximately  30%  of  our 
out.standing  shares  are  held  by  persons  or  institutions  in  the  mortgage  lending, 
home  building,  real  estate  and  related  businesses. 

g.  Relationship  ivith  Government  National  Mortgage  Association 

By  intercorporate  agreement  following  enactment  of  the  1968  Housing  and 
Urban  Development  Act  it  was  determined  that  FNMA  (through  its  five  Re- 
gional Offices)  would  conduct  day  to  day  mortgage  purchasing  activities  on  be- 
half of  both  itself  and  GNMA,  and  that  FNMA  would  be  reimbursed  for  the  op- 
erating expenses  it  incures  in  the  administration  of  GNMA  programs. 

The  major  facet  of  this  intercorporate  arrangement  is  FNMA's  administration 
of  GNMA  .special  assistance  programs,  which  are  mortgage  programs  involving 
Federal  Government  subsidies  of  rent,  interest  rate,  or  mortgage  price.  A  pro- 
gram, known  as  the  GNMA  Tandem  Plan,  was  conceived  whereby  GNMA  issues 
commitments  to  purchase  certain  mortgages  at  supi)ort  prices  and  then  sells 
these  mortgages  to  FNMA,  or  another  lender,  at  a  market  price  lower  than  the 
support  price.  Thus  GNMA's  funds  are  applied  only  to  subsidizing  the  difference 
between  the  .support  price  and  the  market  price,  thereby  avoiding  an  outlay  of 
federal  funds  for  the  entire  amount  of  the  mortgages.  Presently,  these  Tandem 
Plans  apply  to  many  of  the  mortgages  insured  by  FHA,  including  both  subsidized 
(such  as  those  insured  under  Sections  235  and  236  of  the  National  Housing  Act) 
and  un.subsidized  (i.e.,  the  "regular"  FHA  program.s — Sections  203  and  221  (d) 
(2)  ),  or  mortgages  guaranteed  by  VA.  FNMA,  however,  has  no  responsibility 
in  connection  with  GNMA  mortgage  backed  securities. 
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At  this  point,  Mr.  Chairman,  I  would  like  to  expand  on  some  of  the  points  that 
the  Subcommittee  developed  with  Mr.  Duncan  when  he  testified. 

a.  Reliance  on  FHA  Mortgage  Insurance 

Mr.  Duncan  stated,  and  quite  properly  so,  that  "FNMA  relies  on  the  FHA  for 
evaluating  and  underwriting  the  property  and  credit."  AVhen  a  mortgage  has 
been  endorsed  for  insurance  by  the  FHA  and  subsequently  is  sold  to  a  secondary 
market  purchaser,  such  as  FNMA,  the  contract  of  mortgage  insurance,  by  statute, 
is  incontestable. 

Therefore,  any  financial  institution  whether  it  is  FNMA,  a  bank,  a  savings  and 
loan  association,  or  an  insurance  company,  as  a  secondary  market  investor,  can 
rely  on  this  insurance.  In  the  secondary  mortgage  market  for  Federally  insured 
loans,  there  must  be  a  reliance  on  the  FHA  mortgage  insurance  certificate.  If 
there  can  be  no  such  reliance,  then  I  seriously  question  whether  the  Congres- 
sionally  mandated  housing  goals  can  be  achieved. 

FNMA  does  not  itself  make  any  underwriting  judgments  in  connection  with 
the  purchase  of  an  FHA  insured  loan.  This  is  our  policy.  These  judgments  should 
already  have  been  made  by  the  mortgage  originator  and  by  the  FHA.  If  we  were 
to  change  our  policy,  and  begin  to  examine  even  a  small  percentage  of  the  FHA 
insured  loans  that  we  purchase,  it  would  necessarily  result  in  a  substantial  in- 
crease in  costs  to  the  corporation  to  cover  the  additional  personnel  we  would 
need.  Inasmuch  as  FNMA  is,  by  statute,  a  self-supporting  private  corporation 
which  receives  no  Federal  appropriations,  the  only  recourse  would  be  to  increase 
our  fees.  These  costs  would  be  passed  on  to  the  homeowner,  and  in  effect  he  would 
be  paying  three  times  for  the  same  service-underwriting  by  the  originator  of  the 
mortgage,  by  FHA  and  FNMA.  Also,  the  time  required  to  execute  our  purchases 
of  mortgages  would  be  lengthened. 

6.  FNMA  Foreclosure  Attorneys 

Another  point  I  want  to  cover  has  to  do  with  the  selection  by  FNMA  of  counsel 
to  handle  foreclosure  and  related  legal  matters. 

The  method  used  today  is  basically  the  same  as  used  prior  to  the  FNMA  parti- 
tion in  September,  1968.  Counsel  then,  as  now,  were  selected  as  needed  to  handle 
foreclosure  and  related  legal  matters.  Not  infrequently,  Members  of  Congress  or 
top  oflicials  in  the  Executive  Branch  have  recommended  counsel  to  serve  as  con- 
tract counsel  for  the  Government  National  Mortgage  Association  and  the  Federal 
National  Mortgage  Association. 

At  the  time  of  the  partition  in  1968,  it  was  agreed  between  the  newly  created 
GNMA  and  FNMA,  that  GNMA  would  select  the  counsel  for  foreclosure  and  other 
legal  actions  relative  to  its  portfolio  of  special  as.sistance  mortgages  and  that  in 
the  interest  of  economy  and  uniformity  FNMA  would,  to  the  extent  possible,  use 
the  same  counsel. 

With  some  exceptions,  this  procedure  has  been  followed  from  September,  1968, 
to  date.  At  times.  FNMA  has  discontinued  using  certain  counsel.  At  other  times, 
FNMA  on  its  own  initiative  has  added  counsel  to  handle  its  needs.  In  a  few  cases, 
we  have  permitted  the  servicer  to  retain  its  own  counsel  in  behalf  of  FNMA. 

c.  FN  MA'S  FHA-VA  FM8  Auction 

Another  point.  Mr.  Chairman,  only  briefly  touched  upon  in  Mr.  Duncan's  ap- 
pearance, is  our  Free  Market  Auction  System. 

In  order  to  allow  the  free  play  of  market  competition  to  set  the  price  for  the 
mortgages  it  purchases,  FNMA  has  established  a  regular  auction  of  funds  for 
FHA-  and  VA-backed  home  mortgages,  known  as  the  Free  Market  System  (FMS). 
FNMA  has  a  similar  periodic  auction  for  conventional  mortgage  commitments. 

Bi-weekly  a  notice  is  issued  announcing  that  funds  will  be  made  available,  on 
a  competitive  and  noncompetitive  basis,  for  the  purchase  of  eligible  home  mort- 
gages. The  funds  are  made  available  pursuant  to  a  4-month  purchase  commit- 
ment, under  which  FNMA  agrees  to  purchase  eligible  home  mortgages  meeting 
its  stated  requirements. 

The  delivery  of  loans  to  FNMA  is  not  mandatory  under  FMS  commitments, 
and  FNMA  approved  sellers  are  free  to  sell  the  mortgages  covered  by  such  com- 
mitrnents  elsewhere  if  they  so  desire.  The  FNMA  approved  sellers  include  private 
lending  institutions,  such  as  bank.s,  savings  and  loan  associations,  mutual  savings 
banks,  and  mortgage  banking  companies. 
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All  offers  to  sell  home  mortgages  to  FNMA  are  for  30-year  mortgages  (with 
prepayment  being  anticipated  in  12  years),  bearing  an  interest  rate  specified  as 
acceptable  in  the  notice  (currently  7%),  with  the  seller  arranging  for  the  servic- 
ing of  such  loans  at  a  compensation  of  %%  withheld  from  the  interest  collected. 
Purchase  prices  to  be  paid  by  FNMA,  which  by  statute  must  be  "within  the  range 
of  market  prices,"  are  adjusted  to  produce  the  yields  quoted  in  acceptable  bids. 

FNMA  retains  the  right  to  accept  or  decline  any  offer,  in  whole  or  in  part,  at 
its  sole  discretion.  FNMA  notifies  the  bidder,  in  writing,  whether  its  bid  has  been 
accepted  or  declined. 

In  connection  with  the  FMS,  FNMA  prescribes  an  offer  fee  of  1/100  of  1% 
based  on  the  amount  of  funds  specified  in  the  offer,  and  a  commitment  fee  of 
1/2  of  1%  of  the  funds  committed  if  FNMA  accepts  the  offer.  If  the  mortgages  are 
delivered  under  the  commitment,  the  seller  is  required  to  subscribe  for  common 
stock  in  the  amount  of  ^4  of  1%  of  the  unpaid  principal  balance  of  the  mortgages 
delivered. 

In  order  to  be  eligible  for  purchase  pursuant  to  a  FMS  commitment,  the  mort- 
gages must  be  delivered  to  FNMA  by  the  seller  within  the  commitment  period 
and  must  meet  the  eligibility  requirements  set  forth  in  the  FNMA  Selling  Agree- 
ment (Supplement). 

The  Subcommittee  might  also  be  interested  in  how  FNMA's  prices  on  multi- 
family  or  project  mortgage  purchases  are  set. 

Prices  for  mortgages  on  projects  are  normally  related  to  the  yields  obtained 
under  the  Free  Market  Auction  System  and  are  established  periodically.  The 
fees  charged  are  commensurate  with  the  type  of  commitment  made.  The  holder 
of  an  Advance  Commitment  Contract  on  a  project  mortgage  which  has  been 
initially  closed  must,  in  all  cases,  sell  that  mortgage  to  FNMA  within  the  com- 
mitment period.  FNMA  now  offers  standby  commitments  to  purchase  multifamily 
mortgages  under  which  delivery  of  such  mortgages  is  not  mandatory.  The  standby 
commitment  price  is  related  to  market  yields  on  multifamily  mortgages  with  an 
appropriate  reduction  in  price  as  compensation  for  the  longer  term  of  the  com- 
mitment period.  Multifamily  mortgages,  including  those  for  which  standby  com- 
mitments have  been  obtained,  are  eligible  for  purchase  by  FNMA  on  an  over-the- 
counter  basis  at  prices  related  to  the  market  levels  for  multifamily  mortgages  at 
the  time  of  purchase. 

d.  Foreclosures 

A  question  has  been  raised  as  to  whether  FNMA  makes  money  on  the  mort- 
gages it  forecloses.  There  is  no  simple  answer  to  this  question.  FNMA  recently 
completed  a  limited  review  of  FNMA  claims  against  FHA  insurance  arising 
from  the  foreclosure  of  FNMA-held  mortgages.  This  review,  while  inconclusive, 
showed  that  on  the  average,  there  is  neither  a  profit  nor  loss  to  be  gained  from 
foreclosure.  It  Is  more  or  less  a  "break-even"  situation.  Certainly,  there  are 
single  cases  in  which  because  of  early  amortization  of  discounts  and  relatively 
low  foreclosure  costs,  FNMA  earns  a  profit.  Just  as  likely  to  occur  are  cases  in 
which  unreimbursed  foreclosures  expenses  exceed  any  discounts  and  our  claim 
for  FHA  insurance  benefits.  I  would  like  to  emphasize  that  foreclosures  have 
an  insignificant  impact  on  the  earnings  which  FNMA  realizes  on  its  total  port- 
folio. In  the  long  run  our  income  position  is  better  if  the  mortgage  continues  in 
effect  and  there  is  no  foreclosure. 

c.  FNMA's  Auditing  of  Servicers 

Mr.  Duncan  also  touched  on  the  question  of  how  FNMA  audits  its  servicers. 
FNMA's  Internal  Audit  Staff  conducts  periodic  audits  of  servicer's  operations 
for  the  purpo.se  of  evaluating  the  servicer's  procedures  and  practices  in  the 
handling  of  FNMA,  GNMA  and  HUD  mortgages.  Standard  audit  techniques  and 
specific  compliance  tests  of  servicer  procedures  are  performed  by  audit  person- 
nel. The  audit  procedures  employed  include  verification,  on  a  test  basis,  of  the 
following : 

The  existence  of  the  mortgage  and  related  documents,  the  status  of  collec- 
tions and  the  adequacy  of  the  servicer's  procedures  for  the  handling  of  such 
collections,  the  accuracy  and  promptness  of  the  servicer's  follow-up  activity, 
the  accuracy  of  reported  escrow  transactions  and  the  adequacy  of  the  serv- 
icer's internal  control  procedures  as  those  procedures  may  affect  the  in- 
vestor. Additionally,  specific  audit  tests  are  made  of  the  servicer's  procedures 
with  regard  to  the  handling  of  subsidy  payments  under  certain  FHA  prO' 
grams  such  as  Section  235  mortgages. 
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The  findings  which  result  from  the  audit  are  presented  to  the  FNMA  Regional 
Vice  President  in  a  formal  report.  The  Regional  Vice  President  generally  writes 
to  the  servicer  requesting  that  adequate  corrective  actions  be  taken.  If  the 
findings  are  of  a  serious  nature,  the  Regional  Vice  President  may  require  the 
servicer  to  meet  with  FNMA  personnel  to  assure  that  satisfactory  corrective 
actions  are  taken.  Regional  loan  personnel  monitor  the  servicer's  corrective 
actions  by  way  of  correspondence  and  appropriate  visits  to  the  servicer's  office 
to  assure  that  corrective  actions  are  satisfactory. 

Copies  of  the  audit  report  are  also  provided  to  appropriate  FNMA  Washington 
oflSce  management  personnel.  Also,  copies  of  the  servicer  audit  reports  are  pro- 
vided to  the  Director,  Oflice  of  Audit,  Department  of  Housing  and  Urban  De- 
velopment. We  do  not  send  any  servicer  audit  reports  to  the  VA,  and  in  fact,  I 
understand  we  have  never  been  asked  to. 

The  coordination  of  the  HUD  audit  staff  and  the  FNMA  audit  staff  centers  upon 
the  exchange  of  audit  reports.  On  occasion,  HUD  may  ask  for  specific  workpaper 
information  with  regard  to  individual  servicers.  This,  however,  is  rather  infre- 
quent. 

Now  before  turning  to  the  .several  points  which  I  was  asked  to  cover,  I  want  to 
say  a  few  words  about  the  success  of  the  Federally  insured  housing  programs.  De- 
spite certain  testimony  before  your  Subcommittee  and  before  other  Congressional 
Committees,  I  continue  to  believe  that  overall  the  FHA  mortgage  insurance  pro- 
grams are  basically  good  programs.  Certainly,  there  are  problems,  and  the  prob- 
lems in  some  instancse  are  serious,  but  somehow  the  successes  of  these  programs 
do  not  stir  the  same  interest  that  reports  of  failure  do. 

Further,  I  think  a  good  word  can  be  said  for  the  subsidized  housing  programs— 
the  sections  235  and  236  programs,  although  they  are  not  the  programs  directly 
Involved  in  these  hearings. 

In  this  connection  you  heard  the  testimony  of  Robert  W.  Ramsey,  President  of 
the  Buffalo  Savings  Bank,  New  York,  who,  In  his  prepared  statement,  said 
that  of  the  $16  million  his  bank  had  invested  in  the  section  235  program,  only  one 
loan  has  been  assigned  to  the  FHA  due  to  default.  Obviously,  this  is  how  the 
program  was  intended  to  work. 

In  somewhat  the  same  vein  was  the  testimony  of  Isidore  J.  Lasurdo  of  The 
Green  Point  Savings  Bank,  Brooklyn,  New  York.  I  understand  that  Mr.  Lasurdo 
testified  before  your  Subcommittee  that  while  there  have  been  problems  in  the 
FHA  operations  during  recent  years  "it  does  not  diminish  the  fundamental  sound- 
ness of  this  excellent  program  created  to  meet  a  vast  catalogue  of  unfilled  housing 
needs  in  our  nation  and,  more  especially,  in  our  hard  pressed  cities." 

At  this  point,  let  me  give  the  Subcommittee  some  figures  on  the  percentage  of 
delinquencies  and  foreclosures  in  the  FNMA  portfolio.  This  data,  based  on  re- 
ports to  our  Regional  Ofiices.  show  as  of  the  end  of  December,  1971,  a  7.2%  ratio 
of  total  delinquencies  and  foreclosures,  and  bears  out  my  overall  view  of  the 
FHA  programs.  (Exhibit  "A") 

It  is  not  contended  for  one  minute  that  a  7.2%  ratio  of  total  delinquencies  and 
foreclosures  is  good,  but  on  a  portfolio  of  almost  1.2  million  loans.  I  submit  it  is 
not  that  bad  either.  But  consider  this.  In  the  total  delinquency  figure  of  67,896 
loans  as  of  December  81,  1971.  There  were  48,730  loans — about  70%  of  all  delin- 
quencies— that  were  only  one  month  delinquent.  If  we  were  to  assume  that  half 
of  the  48,730  loans  were  brought  current  within  the  next  month  (and  our  statis- 
tics show  that  this  is  not  an  unreasonable  assumption),  our  total  delinquency 
and  foreclosure  rate  as  of  December  31,  1971)  would  drop  about  5.14%. 

The  Section  223(e)  program,  which  permits  the  relaxation  of  mortgage  in- 
surance in  the  older,  declining  urban  areas  if  properly  utilized,  may  be  a  worth- 
while vehicle  to  help  provide  needed  housing  in  the  inner  city.  The  major  prob- 
lem seems  to  be  that  this  Section  of  law  has  been  abused  by  some  people.  This, 
of  course,  was  never  the  intention  of  Congress,  and  to  the  extent  it  has  been 
seized  on  by  some  as  a  "get  rich  quick"  scheme,  it  represents  the  misuse  of  a 
program  designed  to  help  meet  the  inner  city  housing  needs. 


Now  to  the  several  points  which  the  Subcommittee  has  asked  me  to  cover. 
One  of  these  relates  to  the  problems  involved  in  originating  and  servicing  mort- 
gages on  residential  properties  located  in  the  inner  city. 

a.  On  the  basis  of  evidence  recently  adduced  by  the  various  Congressional 
Committees  and  Subcommittees,  including  your  Subcommittee,  it  appears  that 
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the  way  in  which  these  inner  c-ity  mortgages  have  been  originated  and  the  way 
in  which  they  are  being  serviced  needs  to  be  re-examined.  Also,  changes  must  be 
made,  and  if  the  situation  that  your  Subcommittee  has  exposed  is  truly  wide- 
spread and  is  to  be  found  in  other  major  metropolitan  areas,  the  need  to  effect 
remedial  changes  is  all  the  more  acute. 

Those  of  us  in  the  housing  industry  are  aware  of  the  myriad  of  problems  in- 
volved in  originating  and  servicing  inner-city  mortgages.  We  are  aware  of  inflated 
appraisal  prices,  the  "rigged"  credit  and  employment  reports,  and  the  cosmetic 
treatment  often  times  used  to  cover  up  sul)stantial  defects  in  supposedly  insixjcted 
housing — defects  which  go  to  the  very  usability  of  the  house.  These  problems  have 
licen  publicized  by  several  Congressional  Committees,  including,  of  course,  your 
Subcommittee.  HUD,  aware  of  the  problem,  has  been  working  to  tighten  its 
l>rocedures  anrl  has  taken  corrective  actions. 

Several  of  the  witnesses  who  have  apiieared  before  your  Subconuuittee  have 
testified  to  the  success  of  the  FHA  programs — even  those  that  operate  in  the 
inner  city.  They  .said,  and  I  am  inclined  to  agree,  that  if  the  existing  FHA  rules 
and  regulations  were  followed  closely,  much  of  the  problem  would  be  alleviated. 
In  the  final  analysis,  there  is  no  substitute  for  good  underwriting  of  loans,  no 
matter  where  the  property  is  located  and  no  matter  who  is  the  mortgagor. 

We  must  recognize,  however,  that  no  matter  how  much  the  housing  industry 
improves  its  overall  ability  to  originate  and  .service  home  mortgages  in  the  inner 
city,  there  are  still  going  to  be  problems.  We  must  expect,  as  a  practical  matter, 
that  the  ratio  of  delinrpiencies  and  foreclosures  on  inner  city  housing  is  going 
to  be  higher  than  in  other  areas  of  the  community. 

We  cannot  rule  out  honest  errors  of  judgment  which  have  occurred  in  the  past 
and  which  will,  unfortunately,  continue  to  occur.  We  must  also  recognize  that, 
viewed  with  the  full  benefit  of  hindsight,  these  honest  errors  of  judgment  can 
at  times  take  on  a  completely  different  appearance. 

Also,  we  must  recognize  that  mortgage  underwriting  on  suburban  property 
is  one  thing,  and  that  mortgage  underwriting  on  the  inner  city  proi>erty  is 
quite  another.  There  is  a  difference  in  the  type,  location  and  long  term  value  of 
the  property.  Rnd  there  is  a  difference  in  the  financial  ability  of  the  potential 
mortgagors  to  meet  their  obligations. 

Finally,  in  connection  with  the  inner  city  mortgages,  the  communities  them- 
selves and  the  States  may  be  able  to  do  a  better  job  than  now  seems  to  be  the 
case.  More  rigid  code  enforcement  and  more  effective  licensing  requirements  are 
areas  where  improvements  might  be  considered.  Your  Subcommittee  has  heard 
testimony  from  John  P.  Lomenzo,  Secretary  of  State  for  the  State  of  New  York, 
who  testified  in  some  detail  as  to  what  his  office  has  done  over  the  last  seven 
years,  and  the  success  it  has  had  in  cracking  down  on  blockbusting  and  on  other 
unscrupulous  actions  of  a  relative  hand  full  of  real  estate  brokers  and  dealers 
who,  he  said,  "bilk  the  small  homeowner  and  exploit  the  poor." 

b.  Another  point  of  interest  to  the  Subcommittee  was  why  FXMA  bought  so 
many  of  the  less  desirable  inner  city  mortgages.  Even  with  good  underwriting 
and  FHA  mortgage  insurance,  some  permanent  lenders  do  not  think  that  an  FHA 
insured  mortgage  on  a  parcel  of  inner  city  property  is  the  same  as  an  FHA  in- 
sured mortgage  on  a  parcel  of  .suburban  property.  The  latter  may  be  "prime" 
paper ;  the  former  can  never  be.  Permanent  lending  institutions  buying  FHA 
mortgages  for  their  own  portfolio  can  be,  and  in  fact  are,  .selective  about  the 
FHA  mortgages  they  buy.  You  have  already  had  testimony  on  this  from  other 
witnesses  in  these  hearings. 

The  fact  remains  that  to  get  better  housing  in  the  inner  city,  the  Congress 
changed  the  criteria.  Normal  economic  soundness,  and  economic  life  require- 
ments can  be  waived.  Location  of  hou.sing  can  be  based  on  the  needs  of  low  and 
moderate  income  families.  If  FNMA  will  not  buy  the  less  desirable  FHA  in- 
sured mortgages  on  inner  city  properties,  then  I  doubt  if  any  one  will  buy  them. 
If  no  one  will  buy  such  mortgages,  again,  the  simple  fact  is  that  the  mortgages 
will  not  be  oi-iginated,  and  if  the  mortgages  are  not  originated,  those  needing 
housing  simply  will  not  get  it.  Thus,  this  segment  of  our  population,  which  most 
needs  our  assistance  in  securing  decent,  safe  and  sanitary  housing  will  not  be 
able  to  get  that  housing. 

The  fact  that  FNMA  in  effect  is  a  "purchaser  of  last  resort"  should  be  no  rea- 
son to  let  a  "sharp"  lender  think  he  can  initiate  bad  loans  and,  when  all  else 
fails,  sell  them  to  FNMA. 
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Nevertheless  I  am  satisfied  that  for  FNMA  to  fulfill  its  statutory  obligation 
to  provide  a  degree  of  liquidity  to  the  secondary  mortgage  market,  it  may  pur- 
chase FHA  insured  mortgages  which  other  investors,  not  subject  to  this  Con- 
gressional mandate  generally  do  not  purchase.  However,  I  also  think  that  some 
of  the  other  permanent  lending  institutions  should  take  another  look  at  their 
own  operations  and  without  undue  risk — because  of  the  FHA  mortgage  insur- 
ance—devote more  of  their  mortgage  portfolio  to  inner  city  paper. 

In  the  area  of  subsidized  housing  FNMA  has  committed"^  to  purchase  or  has 
actually  purchased  95%  of  the  mortgages  on  all  subsidized  rental  housing  (Sec- 
tion 236)  and  we  have  provided  backstop  financing  or  have  actually  purchased 
60%  of  all  mortgages  in  the  Section  235  program.  We  have  tried  to  get  other  in- 
vestors—such as  life  insurance  companies,  banks,  savings  and  loan  associations, 
into  these  programs  but  we  obviously  need  to  do  more.  We  are  still  the  major 
supplier  of  funds  for  these  two  programs. 

c.  Finally,  the  Subcomittee  has  asked  that  I  discuss  who  has,  or  who  should 
have,  the  responsibility  for  supervision  of  mortgage  companies,  particularly  those 
w-ho  do  the  bulk  of  their  business  in  the  inner  city.  Mortgage  companies  which 
originate  FHA  insured  mortgages  must  be  approved  FHA  mortgagees,  and  are 
subject  to  regulation  by  FHA.  I  have  no  doubt  that  there  may  be  ^specific  cases 
in  which  the  FHA  regulation  of  approved  mortgagees  is  not  all  that  it  should  be 
or  could  be. 

Many  of  these  same  FHA  approved  mortgagees  are  also  FNMA  seller  servicers. 
We  are  now  looking  at  our  own  practices  and  procedures  with  an  eye  to  tighten- 
ing up  our  own  supervision  of  seller  servicers.  I  am  not,  at  the  moment,  per- 
suaded that  there  is  any  need  for  changes  in  Federal  criminal  laws.  I  say  this 
fully  cognizant  of  the  difficulties  involved  in  proving  in  a  court  of  law  a  case 
involving  conspiracy  or  fraud. 

It  may  well  be  that  more  can  be  done  by  way  of  administrative  sanctions.  In 
our  own  situation  we  have  recently  suspended  the  selling  privileges  of  two  of  our 
seller  servicers  in  the  New  York  area. 

I  have  said  publicly,  and  I  would  repeat  here,  that  abuses  in  the  housing  pro- 
grams are  deplorable.  They  shake  the  confidence  of  the  general  public  in  the 
housing  industry  and  in  the  federal  government. 


Earlier  in  my  statement  I  said  that  I  would  have  some  thoughts  about  the 
problems  involved  in  the  financing  of  inner  city  residential  housing. 

Adequate  housing  is,  of  course,  only  a  part  of  the  much  larger  problem  of  urban 
decay  facing  many  of  our  larger  metropolitan  areas  today.  For  the  inner  city 
resident — either  the  family  that  wants  to  live  there,  or  the  family  that  must 
live  there— we  must  convert  into  reality  the  policy  statement  set  forth  in  the 
preamble  of  the  Housing  Act  of  1949  of  "a  decent  home  and  a  suitable  living  en- 
vironment for  every  American  family." 

FNMA  is  limited  by  its  Charter  Act  in  what  it  can  do,  but  within  its  authority 
it  has  been  doing  much  to  assist  in  financing  housing  in  the  inner  city. 

As  mentioned  earlier,  we  are  now  financing  over  90%  of  all  subsidized  rental 
housing  projects  at  preferential  prices  above  those  at  which  we  otherwise  buy 
mortgages.  Commitments  and  purchases  to  date  total  $4  billion. 

We  are  also  financing  about  two-thirds  of  all  the  subsidized  single  family 
housing.  Much  of  this  subsidized  housing  is  in  the  inner  city.  And  we  are  provid- 
ing permanent  financing  for  much  of  the  inner  city  housing  that  is  being  insured 
under  the  regular  or  non-subsidized  FHA  programs. 

We  will  continue  our  financing  of  housing  in  the  inner  city.  However,  at  this 
point  I  would  like  to  point  out  that  there  is  a  need  in  this  endeavor  for  greater 
participation  by  other  investors.  With  Government  backing,  these  mortgages 
represent  suitable  investments  for  all  investors.  It  is  not  appropriate  that  FNMA 
be  the  sole  source  of  funds  for  these  purposes.  FNMA  alone  cannot  undertake 
to  finance  all  the  housing  needs  of  the  inner  city,  even  though  we  fully  recognize 
its  importance.  We  do  not  have  the  resources,  and  Congress  did  not  assign  us 
the  responsibility  in  our  Charter  Act.  Our  Act  states  that  FNMA  is  to  provide 
supplementary  assistance  to  the  mortgage  market. 

The  social  aspects  of  inner  city  housing  problems  are  properly  within  the 
province  of  government.  However,  FNMA  can  certainly  work  with  the  various 
governmental  agencies  in  seeking  solutions  to  these  problems. 

We  are  presently  exploring  methods  by  which  we  may  be  able  to  have  our 
servicers  do  more  in  the  way  of  counseling  homeowners  than  has  been  done  in 
the  past.  This  counseling,  particularly  if  a  homeowner  is  beginning  to  run  into 
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financial  trouble,  may  help  bring  the  loan  current  and  may  ultimately  prevent 
a  foreclosure.  One  problem,  however,  with  the  proposal  is  whether  the  servicer 
can  absorb  the  additional  cost  in  his  servicing  fee,  or  whether  that  fee  must  be 
increased  with  a  resulting  increase  to  the  homeowner. 

But,  as  you  stated  in  the  Senate  floor  on  June  14  counseling  of  the  prospective 
homeowner  before  the  sales  contract  is  signed  is  also  important.  It  is  important, 
for  example,  that  the  family  buying  a  home  understand  its  financial  obligation 
and  know  that  in  addition  to  the  monthly  house  payments,  utilities,  bills  and 
repair  bills  do  come  along. 

It  is  incon.-^istent  with  the  role  of  the  secondary  market  investor  to  judge  the 
adequacy  of  government  underwritten  mortgages. 

For  the  secondary  market  to  function,  it  is  essential  that  lenders  be  able  to 
rely  on  the  government's  guarantee  and  not  to  htcome  involved  in  underwriting 
thfm.selves.  For  only  in  this  way  can  lenders  on  a  nationwide  basis  be  attracted 
to  participate  in  these  government  assisted  housing  programs. 

In  FNMA,  we  are  developing  a  better  capability  to  compile  and  keep  data  on 
delinquencies  and  foreclosures.  We,  as  well  as  other  nationwide  secondary  market 
investors  can  work  more  closely  with  the  FHA  and  VA  in  this  area. 

We  are  now  developing  procedures  to  detect  at  an  early  date  any  threads  of 
commonality  or  other  evidence  reflecting  the  existence  of  irregularities,  fraudu- 
lent or  otherwise,  in  the  origination  of  mortgages.  We  are  cooperating  with  HUD 
in  the  exchange  of  information  received  by  either  of  us  relating  to  alleged 
fraudulent  practices  of  originating  lenders.. 

During  the  last  three  and  one-half  years,  FNMA  has  been  involved  in  the 
development  of  computerized  records  of  its  mortgage  activity  and  loan  port- 
folios. The  computerized  records  are  maintained  in  our  central  ofiice  here  in 
Washington.  This  has  been  a  major  undertaking,  made  even  more  difficult  by 
the  extraordinary  growth  of  our  company. 

We  are  now  at  that  point  in  our  system  development  where  we  can  begin  to 
analyze  our  mortgage  experience  with  individual  sellers  and  servicers  in  a 
comprehensive  manner. 

^ATiile  we  have  always  maintained  detailed  records  to  help  provide  control 
over  servicer  performance,  we  have  never  before  had  the  computer  capability 
to  make  as  complete  an  analysis  as  will  now  be  possible. 

While  our  old  and  our  new  systems  provide  assistance  in  the  control  of  loan  serv« 
icing  they  do  not  include  the  capability  to  detect  fraudulent  practices  during  the 
origination  of  a  loan ;  however,  they  will  help  to  spotlight  rapidly  increasing  de- 
linquency and  default  rates  among  newly  originated  loans,  which  should  lead 
to  earlier  detection  of  program  abuses. 

We  believe  the  investigation  of  possible  fradulent  acts  in  the  origination  of 
insured  or  guaranteed  loans  is  the  responsibility  of  the  Federal  Government. 
We  can  assist  by  helping  to  pin  point  those  areas  and  companies  where  our  loan 
experience  indicates  the  existence  of  questionable  practices. 

Also,  in  the  area  of  FNMA-HUD  cooperation,  we  are  ready  to  implement  any 
steps  in  the  foreclosure  and  insurance  claim  proceedings  which  will  reduce 
losses  incurred  under  the  FHA  insurance  programs.  However,  costs  related 
to  foreclosure,  two-thirds  of  which  are  recovered  from  the  FHA,  are  related 
directly  to  the  comj^lexity  of  state  foreclosure  laws  and  local  practices  which 
neither  HUD  nor  FNMA  can  now  control. 

In  this  connection,  I  believe  consideration  should  be  given  to  the  adoption  of 
a  uniform  method  of  foreclosing  delinquent  federally  insured  or  guaranteed 
loans,  which  would  be  applicable  to  all  States.  Variations  in  foreclosure  laws 
have  been  the  the  subject  of  considerable  discussion  for  some  time.  For  example, 
a  committee  of  the  National  Conference  of  Commissioners  of  Uniform  State 
Laws  is  now  in  the  process  of  drafting  a  Uniform  Land  Transactions  Act,  one  part 
of  which  would  deal  with  foreclosures  of  liens  on  real  property. 

For  FNMA,  the  foreclosure  laws  of  several  jurisdictions  are  of  immediate 
concern.  Consider  the  wide  range  of  foreclosure  laws  and  practices  encountered  by 
FNMA  in  managing  its  portfolio.  In  Texas,  a  delinquent  loan  can  normally  be 
foreclosed  in  four  weeks  by  a  trustee's  sale  at  a  cost  of  approximately  ?75.  If 
possession  is  not  surrendered,  a  forceable  entry  and  detainer  proceeding  is  brought 
which  results  in  a  delay  of  three  to  four  weeks  and  added  costs  of  approxi- 
mately $75. 

In  New  York  City,  foreclosure  by  court  action  takes  a  minimum  of  six  months. 
In  extreme  cases  where  necessary  parties  to  the  foreclosure  action  cannot  be 
easily  located,  the  action  may  take  from  18  months  to  two  years.  Possessory  ac- 
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tions  usually  add  two  to  three  months  to  the  time  required  to  obtain  the  prop- 
erty for  convenience  to  HUD.  Even  in  uncontested  cases  costs  range  from  $650 
to  $1,500.  Assuming  there  is  no  dispute  over  whether  the  borrower  is  in  default, 
there  is  little  logic  in  a  system  of  foreclosing  mortgage  loans  which  results  in 
such  differences  in  time  and  money. 

An  important  factor  in  reducing  losses  arising  from  the  HUD  programs  in 
inner  city  areas  is  maintenance  of  the  mortgaged  property.  This  is  directly  af- 
fected l).v  the  foreclosure  laws  of  the  jurisdiction.  The  laws  and  practice  in  New 
York  City  permit  a  defaulting  owner  to  retain  possession  for  a  period  of  several 
months.  Redemption  statutes  in  some  States  permit  the  borrower  to  reacquire 
ownership  of  the  property  during  periods  ranging  from  one  month  to  one  year 
from  the  date  of  the  foreclosure  sale.  The  defaulting  owner  has  no  incentive  to 
maintain  a  property  which  he  probably  will  lose,  and  the  property  often  deterio- 
rates during  the  foreclosure  period,  which  may  result  in  its  removal  from  tlie 
housing  market.  I  do  not  believe  that  it  is  coincidental  that  some  of  the  worst 
problem  ca!-,;es  are  in  States  in  which  foreclosure  is  a  costly  and  time  consuming 
process,  and  I  am  convinced  that  revision  of  State  foreclosure  laws  and  re- 
demption statutes  is  one  step  which  can  be  taken  now  to  help  conserve  existing 
housing  in  our  major  cities. 

If  revision  of  these  statutes  is  to  be  accomplished  in  the  near  future,  federal 
action  will  be  required.  Although  many  states  have  adopted  statutes  within  the 
last  15  years  permitting  non-judicial  sales  by  trustee,  foreclosure  by  judicial  ac- 
tion is  the  method  of  foreclosure  used  in  19  states.  It  is  not  likely  that  positive 
change  in  the  foreclosure  laws  of  these  jurisdictions  can  be  expected  in  the  near 
future.  Consideration  should  be  given  to  enactment  of  legislation  which  would  es- 
tablisli  a  uniform  method  of  foi-eclosure  for  federally-underwritten  mortgages 
throughout  the  nation,  or  which  would  authorize  the  appropriate  Government 
officials  to  promulgate  regulations  for  the  foreclosure  of  all  such  loans  which 
would  pre-empt  applicable  State  laws. 

I  will  not  comment  in  detail  on  the  foreclosure  process  which  should  be  author- 
ized, although  the  drafts  prepared  for  the  Commissioners  on  Uniform  State  Laws 
should  be  given  consideration.  I  would  hope,  however,  that  attention  will  be 
focused  on  the  impact  that  foreclosure  laws  have  on  the  problems  which  concern 
the  Subcomndttee  and  on  the  need  for  a  uniform  non-judicial  proceeding  which 
will  give  the  borrower  adequate  notice  and  an  opportunity  to  protect  his  interests, 
but  which  will  also  afford  a  lender  a  swift  and  inexpensive  means  of  obtaining 
the  mortgaged  property  when  the  borrower's  default  is  not  in  dispute. 

Abandonment  of  housing  in  our  inner  cities  is  a  matter  af  major  concern  to  the 
nation,  and  properly  so.  It  is  ironic  that  thousands  of  housing  units  stand  vacant 
and  vandalized  in  metropolitan  areas  where  there  continue  to  be  housing  short- 
ages. Prompt  and  effective  foreclosure  laws  may  not  eliminate  the  problem  of 
abandoned  housing,  but  such  laws  would  remove  a  major  aggravation  to  this 
Iiousing  illness. 

My  staff  is  ready  to  assist  tlie  Subcommittee  in  the  development  of  this  pro- 
posal. This  concludes  my  prepared  statement,  and  I  will  be  pleased  to  try  and 
iinswer  any  questions  you,  or  counsel,  may  have. 

EXHIBIT  A 

PercPDt 

total 

loans  in 

foreclosure 

Total  In  Percent  Number  Percent  and 

lOate  FNMA loans     foreclosure     foreclosure       Net  total     delinquent     delinquent      delinqutnt 

December  12,1968      ..  58fi,  S34  3,132  0.54  583,452  9, 2'!6  1.58  2.11 

December  12, 1969 833,142  4,703  .56  828,439  39,077  4.71  5.25 

December  12  1970  1,086,303  11,808  1.08  1,074,495  63,713  5.92  6.96 

December  12',  1971 1,182.610  17,216  1.46  1,165,394  67,896  5.83  7.20 

STATEMENT  OF  OAKLEY  HUNTER,  PRESIDENT  AND  CHAIRMAN 
OF  THE  BOARD,  FEDERAL  NATIONAL  MORTGAGE  ASSOCIATION 

Senator  Hart.  The  committee  welcomes  this  mornino-  the  president 
and  chairman  of  the  board  of  the  Federal  National  Mortgage  Asso- 
ciation, Oakley  Hunter. 
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We  would  like  to  oidor  piiiitcd  in  tli(^  rcroixl  in  full,  as  though  given 
ill  full,  your  stateiiioiit.  As  you  go  along,  if  there  are  any  omissions 
or  additions,  please  feel  free  to  do  it. 

jNIr.  HuKTER.  My  name  is  Oakley  Hunter,  and  I  am  president  and 
chairman  of  the  board  of  the  Federal  Xational  ^Mortgage  Association. 

With  your  leave.  T  will  merely  discuss  certain  points  in  my  prepared 
testimony,  and  then  stand  for  (juestions,  if  that  is  acceptable  to  the 
subcommittee. 

There  aie  a  few  points  which  T  wouVl  like  to  make.  First,  to  discuss 
briefly  the  impact  that  Fannie  Mae  had  in  the  housing  industry  in 
the  last  few  years. 

In  January  1969.  the  mortgage  portfolio  of  the  Federal  Xational 
Mortgage  Association  was  about  $7  billion,  and  at  the  ])T'esent  time, 
it  has  increased  to  over  $19  billion — to  be  exact — $19.8  billion. 

Last  year,  in  1971.  we  purchased  mortgages  totaling  abont  $3.6 
billion. 

A  substantial  volume  of  oui-  commitments  and  mortgage  purchases 
has  been  on  housing  foj-  families  of  low  and  modei-ate  income.  We  have 
done  that  pursuant  to  our  charter.  Avhich  authorizes  the  Secretary 
of  the  Department  of  Housing  and  Urban  Development  to  request 
that  we  devote  a  part  of  our  activity  to  the  financing  of  housing  for 
low  and  moderate  inconie  famili<^s. 

So  in  1970.  40  percent,  oi-  $?>.2  billion  in  commitments,  and  24  per- 
cent, or  $1.2  billion  in  purchases  was  for  such  housing.  In  1971,  36 
]iercent.  or  $2.7  billion  in  commitments,  and  45  percent,  or  $1.7  billion, 
of  our  nurchases  was  for  subsidized  housing. 

At  the  present  time,  about  55  percent  of  oui-  outstanding  commit- 
ments are  for  the  financing  of  subsidized  housing.  Tn  the  first  5 
months  this  year  that  type  of  ncAv  business  ran  about  50  percent. 

Of  course.  FXMA  purchases  mortgages  primarily  with  borrowed 
money.  We  have  a  relatively  high  debt  to  capital  ratio,  so  that  our 
financing  for  the  purchase  of  mortgages  is  done  with  money  that  we 
ob<^ain  in  the  capital  markets  through  the  sale  of  short  term  notes  and 
debentures. 

Our  debt  at  the  present  time  is  about  $18.5  billion,  so  that  even 
though  in  terms  of  assets  we  are  one  of  the  largest  corporations  in  the 
Ignited  States  today,  we  are  probably  Xo.  1  in  outstanding  debt, 
after  tlie  TT.S.  Treasury,  and  the  second  largest  borrower,  following 
the  T^.  S.  Treasury. 

Our  debt  at  the  present  time  consists  of  a  little  less  than  a  billion 
dollai-s  in  short  term  notes,  with  the  balance  in  debentures.  We  have 
been  able  in  the  last  2  years  to  accomplish  something  which  I  think 
is  of  ffreat  benefit  to  the  corporation  and  the  purposes  it  serves.  We 
have  been  al)le  to  extend  the  avei'aae  tei-m  of  our  debt. 

Two  years  ago,  our  average  debt  maturity  was  about  a  year  and  3 
months,  and  at  the  present  time  it  is  approximately  4  years,  giving  lis 
moro  leeway  in  our  financing,  and  an  opportunity  to  overcome  the 
cyclical  moves  of  interest  rates  at  any  particular  time. 

We  have  outstandino:  44  million  shares  of  stock,  and  we  have  ap- 
proximately 39.000  individuals  and  orsanizations  which  are  the  owners 
of  enuity  interest  in  Fannie  INIae,  either  as  holders  of  record  or  as 
beneficial  owners. 
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I  would  like  to  comment  on  Mr.  Duncan's  statement — Mr.  Duncan, 
our  regional  vice  president  in  Philadelphia,  who  was  here  before  j^our 
committee. 

He  stated,  and  quite  properly  so,  that  FNMA  relies  on  the  FHA  for 
evaluating  and  underwriting  property  and  credit.  When  a  mortgage 
has  been  endorsed  for  insurance  by  FHA  and  subsequently  is  sold 
to  a  secondary  market  purchaser,  such  as  FNMA,  the  contract  of  mort- 
gage insurance,  by  statute,  is  incontestable. 

Therefore,  any  financial  institution,  whether  it  is  FNMA,  a  com- 
mercial bank,  a  savings  and  loan  association,  or  an  insurance  company, 
as  a  gecondary  market  investor,  can  rely  on  this  insurance,  for  in  the 
secondary  market  for  federally  insured  loans,  there  must  be  reliance 
on  the  FHA  mortgage  insurance  certificate. 

If  there  can  be  no  such  reliance,  then  I  seriously  question  whether 
the  congressionally  mandated  housing  goals  can  be  achieved. 

The  Federal  National  ]Mortgage  Association  does  not  itself  make 
any  underwriting  judgments  in  connection  with  the  purchase  of  an 
FHA  insured  loan.  This  is  our  policy.  If  we  were  to  try  to  second  guess 
the  FHA,  it  would  necessarily  result  in  a  substantial  increase  in  cost 
to  the  organization  to  cover  the  additional  personnel  we  would  need. 
We  feel  that  it  would  be  a  duplication  of  time  and  effort. 

Turning  to  several  of  the  points  which  I  was  asked  to  cover,  I  would 
like  to  say  a  few  words  about  the  success  of  the  federally  insured 
housing  programs.  Despite  the  testimony  before  your  subcommittee 
and  before  other  committees  of  the  Congi^ess,  and  granting  the  many 
cases  of  fraud  and  negligence,  still,  all  in  all,  I  feel  that  the  Federal 
housing  programs  have  been  successful.  Without  them,  we  would  not 
have  been  able  to  attain  our  national  housing  goals  as  established  by 
the  Congress  and  by  the  administration. 

As  we  a)"e  all  nware.  last  year  was  a  record  year  for  housing  starts, 
about  2  million.  This  year  it  is  estimated  that  housing  starts  will  run 
2,200.000.  miore  or  less.  This  will  set  a  new  record. 

.    The  number  of  federally  assisted  housing  units  started  during  1971 
amounted  to  more  than  400,000. 

Naturally,  when  new  programs  are  introduced,  there  are  those  that 
would  abuse  them;  that  is  nothing  new.  As  an  observer  of  the  housing 
scene  for  20  years.  I  have  seen  problems  arise  with  respect  to  the  vari- 
ous Federal  housing  programs  from  time  to  time,  going  bnck  to  the 
days  of  the  notorious  FHA  section  608's.  Later  on  there  was  trouble 
around  the  country  with  other  multi-family  projects,  particularly  in 
connection  with  the  FHA  section  231  program  for  the  elderly. 

Nevertheless,  then,  and  even  now,  there  has  been  a  great  deal  of 
production  under  these  progi-ams,  nnd  I  would  say  that  they  have  in 
the  main  been  successful.  Without  them  many  families  would  not  be 
as  well  housed  as  they  are  today. 

T  think  that  sometimes  we  are  inclined  to  look  through  the  wrong 
end  of  the  telescope.  I  think  sometimes  it  is  good  to  sit  back  and  con- 
template tlie  fact  that  a  program  has  been  90  percent  successful, 
maybe  95  percent  successful  rather  than  dwell  on  tlie  unsuccessful  5  or 
10  percent. 

Delinquencies  in  certain  areas  are  inordinate  and  of  course  there  is 
no  question  that  some  improper  practices  have  occurred.  There  have 
been  faulty  appraisals.  There  have  been  falsifications  of  credit 
information. 
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Our  figure  on  delinquencies  at  tlie  present  time  is  about  5.83  percent. 
Our  cases  in  foreclosure  are  about  1.46  percent  of  our  portfolio  and 
out  of  our  5-plus  percent  delincjuencv  rate,  70  percent  are  corrected. 
This  is  not  bad  when  we  consider  the  fact  that  under  congressional 
mandate,  by  the  policies  of  both  the  Democratic  and  Republican  admin- 
istrations, and  by  bipartisan  efforts  in  the  Congress,  deliberate  deci- 
sions were  made  to  take  calculated  risks  and  to  do  anything  and  every- 
thing possible  to  provide  housing  for  families  in  the  innercity,  and 
to  provide  housing  for  low-  and  moderate-income  families. 

This  necessitated  going,  in  the  case  of  223(e),  to  "acceptable  risk 
as  distinguished  from  "economic  soundness." 

So  I  tliink  that  we  have  to  expect,  in  programs  of  this  type,  that 
there  will  be  a  certain  amount  of  slippage,  and  a  certain  amount  of 
abuse.  It  is  incumbent  upon  our  organization,  it  is  incumbent  upon  the 
Department  of  Housing  and  Urban  Development  and  others  involved 
to  do  everything  possible  to  tighten  up  these  programs  and  to  eliminate 
to  the  greatest  degree  possible  abuses  of  the  programs  and  violations 
of  the  statutes. 

The  Federal  National  Mortgage  Association  has  been  deeply  in- 
volved, as  I  pointed  out  earlier,  in  financing  housing  in  the  innercity, 
and  financing  housing  for  low-  and  moderate-income  families. 

"We  are  responsible  for  about  95  percent  of  all  subsidized  multi- 
family  housing,  and  about  two-thirds  of  the  single-family  houses. 
And  this  is  housing  mainly  under  the  two  programs,  section  236,  multi- 
family,  and  235,  single  family. 

We  would  like  to  see  more  participation  on  the  part  of  other  lenders. 
We  have  been  working  with  the  Government  National  Mortgage  As- 
sociation in  seeking  ways  and  means  of  encouraging  greater  partici- 
pation from  other  lenders.  Of  course  maybe  one  reason  other  lenders 
are  not  participating  more  is  that  the  prices  that  FNMA  has  paid 
for  its  mortgages  have  been,  let's  say,  better  than  market  prices  ac- 
■ceptable  to  those  investors. 

As  a  matter  of  fact,  we  have  a  deliberate  policy  in  connection  with 
the  section  236  subsidized  multi-family  program,  where  we  add  to 
what  we  determine  to  be  our  market  price  a  preferential  factor  of  2.75 
percent.  This  of  course  places  the  price  of  those  mortgages  at  the 
top  of  the  market,  really,  and  higher  than  other  lenders  are  willing 
to  pay. 

Of  course,  there  have  to  be  limits  to  this.  The  fact  is  that  our  charter 
says  that  we  are  to  provide  supplementary  assistance  by  providing  a 
degree  of  liquidity  to  the  mortgage  market. 

We  are  to  be  a  factor  in  the  secondary  mortgage  market,  but  we  are 
not  to  preempt  it — not  to  be  the  sole  operator,  even  in  the  field  of  subsi- 
dized housing. 

I  have  also  been  asked  to  discuss  who  has,  or  should  have  responsi- 
bility for  the  super\'ision  of  mortgage  companies,  particularly  those 
who  do  the  bulk  of  their  business  in  the  innercity. 

]Mortgage  companies  which  originate  FHA-insured  mortgages  must 
be  approved  as  FHA-approved  mortgagees  and  are  subject  to  regu- 
lations by  FHA  and  by  HUD.  Once  they  have  sold  mortgages  to 
FNINIA  and  have  become  servicers  of  those  mortgages,  they  operate  as 
approved  mortgagees  of  FNjNIA  and  their  servicing  activities  are 
subject  to  supervision  by  our  corporation. 
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We  are  looking  at  our  own  procedures  Avith  an  eye  to  tightening  up 
our  supervision  on  seller-servicers.  The  record  over  the  years  with 
our  servicers  has  been  a  good  one.  Tlie  advent  of  new  programs,  and 
as  I  say,  new  problems  in  connection  with  housing,  particularly  in 
innercity,  have  created  problems  wnth  servicing.  They  have  created 
burdens  on  servicers  which  have  not  existed  heretofore,  and  which  war- 
rant a  greater  degree  of  activity  on  the  pait  of  servicers,  and  also  a 
greater  degree  of  activity  on  the  part  of  our  corporation  in  super- 
vising them. 

From  time  to  time,  we  have  placed  servicers  on  probation.  We  have 
also  suspended  them  from  time  to  time.  "We  are  considering  other 
administrative  sanctions. 

For  example,  monetai'y  penalties  are  being  considered.  We  fe(»l  that 
this  is  an  area  in  which  we  must  be  observant  at  all  times,  watching  for 
changes  and  for  situations  which  requii'e  new  and  special  attention. 

On  the  other  hand,  we  feel  a  definite  responsibility  to  do  our  part 
in  connection  with  the  financing  of  housing  in  the  inner-city,  and 
financing  of  housing  lor  low-  and  moderate-income  families.  And  even 
though  we  do  take  a  rather  inordinate  share  of  it,  the  question  is,  ''Who 
would  buy  these  mortgages  if  FXMA  did  not — were  we  not  there  to 
fill  the  breach  ?" 

In  a  sense,  we  ai-e  a  residual  source  of  mortgage  funds.  That  does  not 
mean  that  because  we  are  a  buyer  or  a  lender  of  last  resort  our  serv- 
ices are  to  be  taken  advantage  of,  or  that  our  participation  is  to  be 
abused  by  those  who  would  take  advantage  of  the  program. 

In  our  own  way,  we  are  seeking  to  correct  those  abuses.  We  are  now 
developing  procedures  to  test,  at  an  early  date,  any  threads  of  com- 
monality, or  other  evidence  of  irregularities,  fraudulent  or  otherwise, 
in  the  origination  of  mortgages. 

We  are  cooperating  with  the  Department  of  Housing  and  Urban  De- 
velopment in  the  exchange  of  information  received  by  either  of  us 
I'elating  to  alleged  fraudulent  practices  of  originating  lenders.  During 
the  last  three  and  a  half  years.  FNMA  has  been  involved  in  the  develop- 
ment of  computerized  records  of  its  mortgage  activity  and  its  loan 
portfolios. 

These  computerized  records  are  maintained  in  our  central  office,  and 
we  are  just  reaching  the  point  where  they  can  be  of  real  assistance, 
both  to  the  Department  and  to  us. 

As  I  mentioned  earlier,  we  have  undergone  a  tremendous  growth  in 
a  very  short  period  of  time.  We  have  had  to  increase  our  computer 
system  tbi-ee  times,  and  I  think  w^e  are  not  in  the  fourth  generation  of 
computers,  which  will  be  installed  this  summer. 

Some  consider  the  computer  as  the  ultimate  weapon.  "Whether  or  not 
that  is  true,  some  mav  doubt.  As  a  matter  of  fact,  maybe  the  fifth  gen- 
eration will  be  alonjr  before  too  long. 

But  we  will  be  able  to  produce,  or  to  identifv,  the  characteristics  of 
mortgages,  and  particularly  delinquencies,  Avith  more  precision,  not 
only  for  each  lender,  bv  geography  and  by  type  of  program,  but  also 
according  to  a<re  of  delinquency — 30  days,  fiO  days,  00  days — and  also 
determine  in  the  case  of  a  particular  lender,  how  many  mortgages  at 
anv  particular  time  have  been  orip-inated  and  no  installments  made. 

E\'idence  of  that  two  points  up  that  thoiv  must  be  something  wrong 
Avith  the  oriiiination  of  the  niortjraire. 


1201 

One  rccomnieiidation  that  we  make  is  that  consideration  should  be 
o-iven  by  tliis  committee  and  by  the  Conjrress  for  the  adoption  of  a 
uniform  method  of  foreclosinir  delinquent  fedei-ally  insured  or  (guaran- 
teed loans  which  would  be  applicable  to  all  States. 

There  is  a  C'onnnittee  of  the  National  Conference  of  Commission- 
eis  of  rnifonn  State  Laws  which  is  now  in  the  process  of  draftinji:  a 
Uniform  Land  Tran.-action  Act,  one  part  of  which  would  deal  with 
the  foreclosure  of  liens  on  real  proi)erty. 

Row  long'  it  will  take  that  conference  to  come  up  with  a  uniform 
code,  and  how  long  it  will  take  subsequently  to  have  it  adopted  by 
the  several  States,  of  course,  is  a  question  that  nobody  can  answer 
at  this  time. 

In  view  of  the  seriousness  of  the  situation,  we  feel  that  until  that 
time  has  been  reached,  it  would  be  advisable,  and  it  should  be  con- 
sidered, that  we  do  adopt  a  uniform  method  of  foreclosing  federally 
insured  or  guai-anteed  loans. 

In  New  York  City,  tlie  ])eriod  of  foreclosure  is  inordinately  long, 
T  would  say  a  minimum  of  fi  months,  and  in  cases  where  necessaiy 
parties  to  the  foreclosure  action  cannot  be  easily  located,  the  action 
may  take  18  months  to  2  years. 

Then  there  are  possessory  actions  following  that,  actions  to  acquire 
possession  of  pi'operty.  and  they  may  take  aijother  2  to  3  months. 

Even  without  the  litigation  being  contested,  the  costs  are  very  high. 
They  i-ange  from  $6r)0  to  $1,500,  and  of  course  that  is  part  of  the 
costs  which  must  be  boiiie  by  the  Federal  Housing  Administration, 
and  also  ])y  our  coi'])oration  because  we  are  reimbursed  only  to  the 
extent  of  two-thirds  of  our  foreclosure  costs. 

An  important  factor  I  thiidc  in  reducing  losses  arising  from  the 
IIUD  programs  in  the  inner-city  areas  is  the  maintenance  of  the  mort- 
gage pro])erties. 

The  laws  and  practice  in  Xew  York  City  permit  a  defaulting  owner 
to  retain  possession  for  a  peiiod  of  several  months.  Xow  once  a  mort- 
gage goes  into  foreclosure,  particularly  in  cases  where  there  is  no  down 
payment  of  consequence  and  no  e(]uity  owned  by  the  owner,  there  is 
no  incentive  on  his  part  to  keep  tlie  property  up.  and  it  would  not  be 
appropriate  for  the  mortgagee  to  spend  any  money. 

As  a  matter  of  fact,  in  most  cases,  it  is  not  possible  for  any  improve- 
ments to  be  made  as  lonu'  as  title  remains  with  the  owner. 

One  of  the  most  difficult  problems  in  New  York  City  is  that  of 
abandomuent.  AVith  abandomuent  the  time  taken  to  foreclose  is  longer. 
As  I  said,  where  you  cannot  locate  the  parties,  and  you  have  to  pub- 
lish, the  foT'eclosure  period  can  run  18  months  to  2  years. 

Tt  is  during  that  period  of  abandonment  that  vandalism  occurs, 
which  results  in  the  property  being  all  but  destroyed.  Often,  as  a  re- 
sult, tlie  property  is  condemned  by  the  city. 

But  in  any  event,  the  value  of  the  property  by  the  time  it  is  acquii'ed 
is  far  less  than  the  balance  of  the  mortgage  amount. 

As  we  have  proposed,  action  by  the  Congress  in  adopting  a  uniform 
foreclosure  procedure  for  federally  insured  and  guaranteed  loans  could 
alleviate  this  situation.  Also,  there  is  a  great  deal  that  could  be  done  by 
the  States  in  improving  foreclosure  procedures. 

I  think  a  quick  taking  of  the  property  and  turning  it  over  to  a 
trustee  so  that  the  property  could  be  at  least  protected  and,  for  ex- 
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ample,  be  converted  to  rental  property  would  be  helpful.  The  trustee 
could  collect  rent  either  from  the  owner  still  in  possession,  or  if  there 
is  no  owner  in  possession,  then  rent  the  property  and  realize  some  in- 
come during  the  period  of  the  foreclosure  action. 

Prompt  and  effective  foreclosure  laws  may  not  eliminate  the  prob- 
lem of  abandoned  housing,  but  would  remove  a  major  source  of 
aggravation. 

Mr.  Chairman,  that  concludes  my  summary  of  my  prepared  state- 
ment, and  I  would  be  very  happy  to  try  to  answer  any  questions  which 
the  committee  may  have. 

Senator  Hart.  Thank  you  very  much,  first  for  the  full  statement 
which,  as  I  leaf  through  it,  is  very  responsive  to  our  concern,  and  the 
second,  for  your  useful  summary  of  it. 

I  assume  from  the  way  you  make  your  recommendation  that  we 
should  consider  a  Federal  statute  establishing  foreclosure  proceedings 
for  federally  insured  loans,  that  none  of  your  lawyers  have  raised  any 
doubt  or  suggested  any  doubt  as  to  the  constitutionality  of  that. 

Mr.  Hunter.  No,  not  if  it  is  confined  to  federally  insured  or  guaran- 
teed loans.  It  would  be  unconstitutional,  I  presume,  if  we  moved  out 
of  that  area.  But  I  have  been  advised  by  our  general  counsel  that  it  is 
his  opinion  that  this  type  of  legislation  would  not  be  unconstitutional. 

That  is  no  guarantee,  of  course.  The  court  might  find  otherwise. 

Senator  Hart.  ]\Ir.  Chumbris  ? 

Mr.  Chumbris.  May  we  go  one  step  further?  Let  us  assume,  for 
example,  that  a  Federal  statute  was  passed  on  foreclosure  of  federally 
insured  loans.  What  impact  would  that  have  as  to  laws  under  federally 
insured  loans? 

Mr.  Hunter.  Well,  assuming  that  this  program  would  be  successful 
with  respect  to  federally  insured  or  guaranteed  loans,  I  think  that  it 
would  set  an  example.  I  think  it  could  very  well  expedite  the  drafting 
of  a  uniform  code  for  all  States. 

A  Federal  statute  of  this  sort,  of  course,  would  provide  or  guaran- 
tee due  process  to  the  owner,  to  the  mortgagor,  but  would  seek  to  ac- 
celerate the  procedure  and  provide  ways  and  means,  better  ways  and 
means,  of  protecting  the  property  during  the  foreclosure  period. 

Of  course,  as  I  say,  this  is  proposed  legislation,  or  a  proposed  pro- 
gram which  we  believe  would  benefit  particularly  those  areas  which 
are  of  specific  concern  now  to  the  Government. 

But  also  what  we  are  proposing  I  believe  would  be  of  help  to  every- 
one concerned.  If  it  were  adopted  by  the  States  with  respect  to  con- 
ventional mortgages,  I  think  it  would  be  a  benefit  both  to  homeown- 
ers and  investors. 

There  is  nothing  here  that  is  intended  as  solely  a  lender's  law.  We 
are  thinking  of  all  the  problems  with  respect  to  the  wasting  of  our 
housing  inventory. 

Mr.  Chumbris.  But  it  is  assumed  that  until  the  uniform  law  con- 
sistent with  the  Federal  laws  are  put  in  effect,  it  would  be  a  dual, 
two  laws  perhaps,  operating  with  the  State — one  under  the  non-Fed- 
eral loans,  and  one  that  would  be  passed  under  the  Federal  loans,  if 
Congress  passes  such  a  law. 

Mr.  Hunter.  Yes.  That  is  not  a  unique  situation.  Of  course,  there 
are  many  instances  where  Federal  laws  supersede  local  laws  where  the 
Federal  interests  are  involved. 
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Mr.  Chumbris.  We  have  that  problem  all  the  time.  But  I  just  want 
to  get  that  into  the  records  while  we  are  discussing  this  so  that  those 
wlio  read  the  record  will  understand  that  the  Federal  law  will  not 
supersede  all  loans,  but  just  those  under  the  Federal  order. 

Thank  you. 

Mr.  BLUivr.  Mr.  Chairman,  the  Federal  National  IMortgage  Associa- 
tion has  supplied  the  subcommittee  with  a  complete  list  of  the  attor- 
neys that  it  uses  on  their  foreclosure  actions  pursuant  to  subpena.  I  ask 
that  it  be  made  a  part  of  the  record. 

Senator  Hart.  Without  objection. 

(Documents  may  be  found  at  p.  560  following  the  testimony  of 
Kenneth  Duncan.) 

Mr.  Blum.  Mr.  Hunter,  in  your  statement  you  indicated  that  your 
attorneys  are  selected  for  you  on  a  patronage  basis.  Wouldn't  it  make 
more  sense  to  use  your  own  staff  in  the  large  cities,  and  retain  perma- 
nent private  counsel  in  other  areas,  rather  than  to  rely  on  political 
appointees? 

Mr.  Hu^;ter.  Well,  in  answer  to  that  part  of  the  question  which 
asks  if  we  would  be  better  off  to  use  our  own  staff,  generally  speaking 
I  would  say  that  in  the  case  of  foreclosures  we  would  be  better  advised 
to  use  contract  attorneys. 

Perhaps  in  the  case  of  New  York  or  Detroit,  or  in  a  large  metro- 
politan area,  it  might  be  possible  to  better  utilize  attorneys  hired  and 
working  for  Fannie  Mae.  In  California,  for  example,  where  the  fore- 
closure action  is  in  the  nature  of  a  trustee  sale  under  a  deed  of  trust, 
where  regular  foreclosures  are  a  rarity,  we  ai'e  handling  cases  in  our 
own  office. 

We  have  a  trustee  section,  and  that  operation  has  been  successful. 

As  far  as  attorneys  appointed  on  the  basis  of  considerations,  let  us 
say,  one  of  which  being  political,  the  experience  has  generally  been 
good.  We  have  had  instances  where  the  attorneys  have  not  performed 
satisfactorily,  and  we  have  taken  them  off  the  eligible  list. 

My  own  feeling  in  the  matter  is  that  as  FN]MA  has  become  moi'e 
independent  of  the  Federal  Government — now  that  it  has  been  spun 
off — and  in  view  of  the  fact  that  our  business  has  grown  so  tremen- 
dously and  also  because  of  the  fact  that  we  are  having  some  rather 
special  problems  in  connection  with  delinquencies,  that  we  let  the 
servicer  select  and  hire  the  attorney.  As  3"0u  know,  we  have  some 
1,100  or  1,200  servicers  throughout  the  United  States  servicing  our 
mortgages,  and  they  are .  basically  responsible  for  the  foreclosures. 
The  servicers  would  appoint  the  attorneys  and  the  attorneys  would 
be  responsible  to  them. 

But  any  attorney  retained  by  a  servicer  Avould  have  to  come  off  of 
a  panel  that  we  would  approve.  This  would  be  somewhat  similar  to 
the  practice  used  by  the  Internal  Revenue  Service,  where  before  aA 
attorney  can  appear  before  it  he  must  be  investigated  and  aj^proved 
by  the  IRS  and  carry  a  card  that  permits  him  to  practice  in  that 
field. 

I  do  not  think  that  we  would  want  to  turn  the  authority  completely 
over  to  the  servicers,  because  we  have  found  that  in  some  instances 
where  that  has  been  tried,  although  rare,  there  have  been  kickbacks 
between  the  client  and  the  attorney. 
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AVe  feel  that  we  should  have  the  responsibility  for  screenino-  and 
approving-  lawyers  that  are  ^oin^r  to  participate  in  foreclosures. 

I  think"  that 'if  the  Conoress  is  interested  in  this  ai'ea,  it  niio;ht  be 
well  to  clarify  the  intent  of  the  language  Avhich  is  contained  in  the 
charter.  The  charter  states  that  with  respect  to  employees,  that  ap- 
pointments be  made  without  I'egard  to  any  political  considerations. 
But  in  our  discussions  with  Members  of  Congress,  in  both  the  House 
and  the  Senate,  it  seems  to  be  recognized  tliat  this  present  method 
is  a  time  honoi-ed  practice.  It  goes  back  at  least  to  IDGO,  and  has  been 
honored  by  both  parties. 

Senator' Ha irr.  You  will  notice,  Mr.  Hunter,  that  it  is  not  I  who 
is  suggesting  to  you  these  questions  with  respect  to  local  attorneys, 
Mr.  C'humbris.  There  is  no  inference  eitlier,  is  there,  Mr.  Chairman  ? 
Mr.  PIuxTER.  We  vratcli  this  closely.  For  example,  in  the  Xew  York 
area  we  were  having  problems  handling  the  foreclosure  load,  so  we 
authorized  our  regional  office  to  get  as  many  attorneys  as  necessary, 
qualitied  attorneys,  to  haiidle  the  business. 

That  has  been  done.  As  I  say,  in  California  we  have  converted  to 
an  in-house  o])eration  as  far  as  foreclosure  under  deeds  of  trust. 

Mr.  Blum.  One  of  the  reasons  that  I  w^as  exploring  this  w^as  that  we 
had  had  infoimation  that  delays  in  New  York,  particularly  the  very 
lengthy  delays  in  foreclosures  experienced  by  Fannie  Mae,  in  part 
stenuned  from  the  fact  that  there  was  dilRculty  at  the  beginning  of 
this  administration  in  selecting  the  fee  counsel,  so  there  was  a  period 
of  about  5  or  6  months  when  things  were  pretty  much  at  a  standstill. 
That  is  why  this  question  was  being  pursued. 

]Mr.  HuNTEH.  Well,  I  have  heard  that  said  to  be  the  case.  That  was 
something  that  occurred  befoie  my  appointment  to  my  present 
position. 

I  would  say,  at  the  present  time,  we  do  not  have  a  backlog,  and 
that  our  cases  are  current.  The  delays  that  are  occurring  now  are  as  a 
result  of  the  law  and  the  procedures  of  the  several  States. 

As  I  pointed  out,  in  Xew  York  the  period  of  foreclosure  is  very 
long,  and  is  responsible  in  large  part  for  the  problems  we  are  having 
witli  the  losses  due  to  vandalism  and  lack  of  upkeep  of  property. 

Mr.  CiiuMBRis.  If  ]Mr.  Blum  will  yield.  I  believe  from  this  side  of 
the  table.  I  believe  someone  said  whenever  there  is  a  change  of  admin- 
istration, there  are  a  few  delays. 

Mr.  HuxTER.  Yes.  I  was  going  to  say  that  the  period  Mr.  Blum  Avas 
talking  about  was  a  transition  period,  and  that  now  we  are  current. 
I  have  expiessed  my  personal  opinion  on  how  I  think  it  should  be 
handled  in  the  future. 

Mr.  Blum.  We  should  note  that  the  delays  in  the  Xew  York  area 
meant  the  houses  were  not  maintained  for  the  duratioji  of  the  dehiy. 
There  was  no  owner  in  occupancy,  aiicl  no  one  w^as  doing  maintenance 
work.  So  that  it  was  not  simply  a  matter  of  work  to  be  picked  up  at 
any  point  being  done.  It  was  a  matter  of  the  houses  being  destroyed 
while  we  waited  foi-  the  patronage  selection  process  to  occur,  which 
takes  the  situation  out  of  the  ordinary  run  of  events. 

On  the  question  of  the  physical  deterioration  of  a  property  wlTde 
it  is  in  foreclosure,  we  have  had  testimony  that  while  a  house  was  in 
foreclosure,  there  is  a  good  deal  of  difficulty  because  there  is  no  one 
responsible  for  maintaining  the  property. 
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The  owner  has  departed  or  knows  the  house  is  going  to  be  taken 
away  from  him.  Fannie  Mae.  for  its  part,  cannot  assume  the  respon- 
sibility of  tlie  owner  Landlord  to  maintain  it,  and  the  house  simply 
detcrioi'ates. 

If  it  is  in  foreclosure  for  G  or  8  months  or  a  year,  in  an  inncr-oity 
area,  it  means  the  house  is  destroyed. 

What  do  you  see  as  the  answei-  to  tliat  problem?  Who  should  have 
the  responsibility  foi-  maintaining  the  house  while  it  is  in  foreclosure? 

Mi-.  IIuntek.  Well,  as  long  as  the  mortgagor  is  in  possession.  I  guess 
you  woidd  have  to  say  that  it  is  his  responsibility  because  the  prop- 
erty is  still  his.  It  would  not  behoove  a  lender,  the  holder  of  the  mort- 
gage, to  invest  money  in  improvements  until  such  time  as  he  was  as- 
sured of  his  I'iglit  to  the  property. 

I  understand  the  problem.  Mr.  Blum,  and  regardless  of  Avhose  re- 
sponsibility it  is  ultimately,  the  fact  is  that  property  values  are  de- 
clining, and  it  is  a  serious  concern  to  the  U.S.  Government  because 
of  the  FHA  guarantees. 

We  have  discussed  this  in  FX^NIA.  and  one  of  the  thoughts  that 
lias  come  up — I  think  I  mentioned  it  briefly — is  the  recommendation 
of  our  general  counsel  tliat  there  be  a  ti-ustee  appointed,  and  that 
there  be  a  (}uick  taking  of  the  property. 

The  reasons  for  such  taking,  of  course,  would  have  to  be  stated 
in  the  pleadings  to  the  court,  and  the  court  would  have  to  make  the 
decision  that  under  the  circumstances,  the  best  thing  to  do  would  be 
to  })ut  a  trustee  in  possession  immediately,  and  that  trustee  would 
be  given  considerable  latitude. 

When  we  say  putting  the  trustee  in  possession,  tliat  means  that — 
the  possessoi-y  action  in  a  sense  means  possibly  ousting  the  owner  or  the 
occupant,  and  it  might  be  the  decision  or  the  determination  of  the 
ti'ustee  that  the  best  thing  to  do  with  that  property  during  the  fore- 
closure period  would  be  to  rent  it  to  an  acceptable  tenant. 

Generally  speaking,  what  we  need  is  a  procedure  in  the  law  which 
will  guarantee  due  process  to  the  owner  because  no  one  wants  to  see 
an  owner  victimized,  or  to  lose  property,  when  he  very  well  could  be 
given  time  and  the  circumstances  being  appropriate,  be  able  to  hold 
on  to  the  j^roperty. 

At  the  same  time  though,  because  of  the  large  number  of  abandon- 
ments, and  because  of  cases  where  it  is  obvious  that  the  owner  is  not 
occupying  the  property,  and  in  other  cases  where  the  owner  is  occupy- 
ing the  property,  but  has  declared  categorically  that  he  does  not  in- 
tend to  make  any  more  pajnnents.  I  think  the  court,  under  law  should 
be  authorized  to  order  a  quick  taking. 

Mr.  Bi.uM,  Who  should  be  the  trustee  ?  Would  you  see  Fannie  Mae, 
perhaps,  as  operating  that,  or  would  it  be  more  properly  something 
IIl'D  property  management  should  handle,  or  shoukl  it  be  done  on  a 
contract  basis?  What  do  3'ou  think  the  answer  to  that  one  is? 

Mr.  HuxTER.  I  would  say  on  a  contract  basis,  or,  let's  say,  at  the 
local  level,  I  do  not  think  it  would  be  well  for  FXMA  to  develop  a 
large  trustee  service,  so  to  speak.  HUD  might  very  well  act  as  trustee. 

Also,  vre  must  remember  that  the  Federal  Xational  Mortgage  Asso- 
ciation is  only  one  of  a  number  of  FHA  and  VA  mortgage  lenders. 

Of  course,  we  are  involved  more  than  anyone  else,  but  still,  in  the 
case  of  any  law  of  this  type,  we  have  got  to  take  into  consideration  the 
fact  that  there  are  others  involved. 
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:Mr.  Blum.  I  should,  perhaps,  have  said  lender  responsibility,  rather 
than  Fannie  Mae's  responsibility.  Should  the  responsibility  for  ap- 
pointing the  trustee  for  handling  that  trusteeship  lie  with  the  lender, 
or  should  it  lie  with  Government  ? 

jSIr.  Hunter.  You  are  dealing  here  mostly  in  the  secondary  market. 
In  the  areas  which  we  are  discussing,  there  are  very  few  mortgages 
being  held  in  the  portfolios  of  the  originators.  We  are  dealing  with 
secondary  lenders  who  are  depending  upon  the  FHxi  insurance. 

I  would  say  consideration  should  be  given  to  placing  the  responsi- 
bility in  the  Department.  Now,  whether  that  would  be  handled  by 
employees  of  the  Department  or  contracted  out,  I  am  not  prepared  to 
make  a  judgment,  at  this  time. 

Mr.  Blum.  You  would  agree  that  it  should  be  done? 

Mr.  Hunter.  Yes,  in  circumstances  such  as  described. 

Mr.  Blum.  Is  it  correct  to  describe  Fannie  Mae  as  the  largest  single 
factor  in  the  secondary  market  for  mortgages  ? 

Mr.  Hunter.  Yes,  I  would  say  that  is  a  true  statement. 

Mr.  Blum.  And  as  you  describe  it,  Fannie  j\Iae  borrows  money  on 
the  money  markets,  the  commercial  money  markets,  and  then  uses  that 
money  to  buy  mortgages  on  the  mortgage  market.  Is  that  correct  ? 

Mr.  Hunter.  That  is  correct. 

Mr.  Blum.  In  earlier  testimony,  a  number  of  mortgage  company 
officials  testified  that  the  Fannie  Mae  price,  in  effect,  determined  the 
retail  price  of  the  mortgage ;  and  the  way  that  worked  was  the  mort- 
,gage  company  would  quote  to  the  real  estate  brokers,  Fannie  Mae  plus 
points. 

Wherever  you  are  you  can  look  in  the  paper  and  know  that  your 
local  mortgage  company  will  want  a  2-point  spread  over  the  price  they 
could  expect  to  receive  for  the  mortgage  for  Fannie  Mae.  In  that  re- 
spect, Fannie  Mae  pretty  much  set  the  retail  price  for  mortgages. 

Are  you  aware  of  that  testimony  ? 

Mr.  Hunter.  Yes. 

That  type  of  statement  is  made  from  time  to  time.  I  do  not  agree 
with  it.  There  is  no  question  but  what  Fannie  Mae,  being  the  largest 
secondary  lender  in  the  country,  that  the  prices  which  we  pay  for  mort- 
gages have  an  effect  on  the  mortgage  market.  There  are,  undoubtedly, 
instances  where  a  builder  or  prospective  homeowner  has  gone  to  a 
local  savings  and  loan  association,  or  to  a  local  mortgage  banker,  and 
when  discussing  prices  has  been  told  the  price  is  so  much ;  for  example, 
is  96  or  95  or  951/^,  because  that  is  the  latest  Federal  National  Mortgage 
Association  price. 

But  our  price  is  the  result  of  our  free  market  system  auction.  We 
agree  to  purchase  a  certain  number  of  mortgages  which  are  offered  to 
us.  And  the  prices  at  which  these  mortgages  are  offered  to  us  are  prices 
freely  arrived  at  by  the  mortgage  bankers,  savings  and  loan  associa- 
tions, and  commercial  banks  and  others,  which  offer  to  sell  us  mort- 
gages. They  determine  themselves  what  they  think  is  a  fair  price  at 
which  to  make  an  offer,  and.  also,  what  they  think  the  market  to  be. 

Our  cliarter  requires  that  we  buy  within  the  range  of  market  prices. 
So,  in  the  process  of  a  free  market  system  auction,  one  of  the  criteria, 
or  one  of  the  matters  taken  into  consideration,  is  w^hat  is  the  range  of 
maT'ket  prices  at  any  given  time. 
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We  get  information  from  our  jfive  rcoional  offices  as  to  what  mort- 
gages are  going  for,  and  we  stay  within  that  range.  Whether  we  are  at 
the  bottom  of  the  range  or  the  top  of  the  range  depends  on  what  we  feel 
our  responsibility  is  toward  the  market,  and  what  the  needs  are  with 
respect  to  liquidity.  But  we  do  not  fix  prices  for  the  country. 

May  I  just  elaborate  a  bit.  From  August  1971  until  April  1972,  mort- 
gage interest  rates  were  moving  down  gradually.  Then,  about  the  first 
of  April,  interest  rates  generally  began  to  increase,  and  with  that, 
mortgage  interest  rates  and  the  average  price  and  the  average  yields 
at  our  auction  began  to  move  upward. 

But  I  think  it  is  interesting  that  our  yields  moved  up  more  slowly 
than  the  average.  And  I  would  say  that,  in  this  period,  we  were  lean- 
ing against  the  wind ;  that  is  to  saj' ,  our  prices  were  at  the  top  of  the 
raiige. 

We  were  also  issuing  commitments  in  recordbreaking  amounts  in  an 
attempt  to  alleviate  panic  and  to  stabilize  the  market. 

]Mr.  Blum.  What  I  am  trying  to  get  at  is  this :  On  the  basis  of  testi- 
mony we  have  had  here,  the  Fannie  Mae  price,  whatever  it  happens 
to  be  at  a  given  point  in  time,  is  treated  by  the  mortgage  banker  as 
tlie  bottom  end;  that  is,  the  lowest  market  price  for  his  mortgages. 

He  will  take  a  standby  commitment  for  Fannie  Mae  and  see  if  he 
cannot  find  somebody  who  will  pay  more.  But  because  that  commit- 
ment is  standby  in  nature,  he  says,  "Well,  this  is  what  I  get  if  all  else 
fails,  and  I  go  shop  the  market  to  see  if  I  cannot  find  a  better  price." 

We  have  also  heard  testimony  that  prices  depend  on  another  ques- 
tion; that  is,  whether  you  buy  just  paper,  or  whether  you  buy  mort- 
gages with  the  right  of  selection.  Ancl  because  Fannie  will  buy  any 
mortgage  that  is  offered,  its  price  is  m  the  category  of  just  paper  price. 

Both  of  these  factors  tend  to  make  it  the  lowest  price  in  the  market 
to  the  mortgage  bankers. 

I  am  a  bit  perplexed  by  what  you  use  as  your  range  of  prices  and 
just  how  you  decide  what  the  top  and  the  bottom  is.  It  seems  that  you 
are  always  at  the  bottom.  Do  I  misunderstand  the  situation? 

Mr.  Hunter.  As  I  pointed  out,  under  our  charter  we  are  required 
to  purchase  within  the  range  of  market  prices,  as  that  can  best  be  de- 
termined, and  I  would  say  that  we  have  done  that  consistently. 

Mr.  Blum.  Range  can  be  at  the  bottom  ? 

]Mr.  Hunter.  Well,  of  course,  we  do  have  a  standby  program  where 
the  prices  actually  are  I'ock  bottom  and  fees  charged  are  less  than  for 
a  firm  commitment. 

I  will  ask  INIr.  Carl  Burke  of  our  staff  what  the  average  of  deliver- 
ies against  total  commitments  is. 

Mr.  Burke  advises  that  our  deliveries  against  commitments  are  run- 
ning 55,  60  percent.  They  have  been  as  high  as  95  or  98.  Of  course,  it 
depends  on  the  market.  If  interest  rates  are  going  up,  then  deliveries 
are  close  to  100  percent.  If  interest  rates  are  going  down,  then  mortgage 
bankers  and  other  holders  of  our  commitments  find  other  outlets. 

Now,  of  course,  that  is  part  of  the  nature  of  the  free  market  system 
auction,  as  there  is  no  requirement  of  mandatory  delivery  and  the 
fees  are,  of  course,  fixed  accordingly. 

It  is  expected  that  if  the  party  receiving  the  commitment  can  get 
a  better  price  later  elsewhere,  he  will  do  so. 
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But  FN^NIA  in  tlie  interim  has,  in  our  opinion,  performed  a  very 
useful  service.  That  is  really  the  reason  for  advance  commitments  and 
the  free  market  system  auction.  FN]\[A  provides  an  umbrella.  It  f^ives 
the  housing  and  home  finance  industry  the  opportunity  to  plan  ahead 
for  the  construction  and  sale  of  new  houses  and  the  sale  of  existini; 
housinir,  knowing  that  in  FXMA  there  is  a  buyer  for  those  mortgages 
at  ecoiiomically  feasible  prices. 

For  example,  let  us  take  last  year.  1971.  Our  commitments  were  $7 
billion  and  actual  purchases  $3.6  billion.  In  any  year  our  commit- 
ments will  exceed  our  purchases.  That,  I  think,  is  a  very  useful 
function. 

When  I  said,  Mr.  Blum,  that  we  lean  against  the  wind.  I  meant 
that  our  prices  are  not  at  rock  bottom,  but  rather  at  the  top  of  the 
market. 

I  would  say  that  back  on  May  1  when  we  issued  commitments  in 
excess  of  $300  million,  our  average  price  was  above  the  average 
market  price  throughout  the  country,  as  we  could  determine  it. 

And  also,  as  you  pointed  out,  we  don't  always  get  the  best  mort- 
gages. In  many  instances,  those  seeking  mortgage  commitments  will 
go  to  the  local  savings  and  loan  associations  first.  We  get  the  smaller 
mortgages.  We  get  them  in  the  inner  city  or  in  remote  areas.  If  you 
were  to  strike  an  average  price  as  to  that  type  and  quality  of  mort- 
gages, you  would  probably  find  out  that  our  prices  are  close  to  or  at 
the  top  of  the  market. 

Senator  Hart.  ]Mr.  Hunter,  as  Andy  Hickey  has  probably  told 
you,  this  connnittee  functions  on  a  schedule  that  is  somewhat  un- 
scheduled. But  it  is  not  our  fault.  It  is  the  system. 

The  Judiciary  Committee  at  10 :30  this  morning  is  holding  a  hear- 
ing on  the  nomination  of  the  proposed  new  Antitrust  Division  Chief, 
and  I  am  obliged  to  get  over  there  to  listen,  if  not  question. 

I  would  therefore  suggest  a  recess  of  uncertain  duration  sufficient 
to  permit  me  to  attend  the  Antitrust  nominee's  hearing,  and  a  vote 
on  the  floor  at  about  11 :10. 

In  the  meantime,  it  is  possible  that  another  member  of  this  sub- 
committee may  be  shaken  loose  from  whatever  problems  he  has  got 
in  getting  here,  in  which  case  we  can  continue  and  you  will  be  able 
to  get  back  to  the  office  a  little  sooner. 

So  I  would  suggest  a  recess  for  about  45  minutes  or  maybe  less. 

Mr.  Hunter.  We  understand  and  are  perfectly  agreeable. 

(Whereupon,  a  recess  was  taken.) 

Senator  Hart.  The  committee  will  be  in  order. 

Mr.  Blum.  Mr.  Hunter,  to  pick  up,  we  were  discussing  before  the 
recess  the  question  of  Fannie  Mae's  role  in  the  secondary  market  and 
the  impact  that  the  Fannie  Mae  price  had  in  that  market. 

As  I  understand  how  that  auction  system  works,  you  decide  how 
much  you  are  going  to  put  in  for  the  secondary  market  at  any  given 
point  in  time.  You  announce  the  amount  in  terms  of  the  mortgages 
you  are  going  to  buy. 

How  do  you  decide  how  much  money  you  are  going  to  put  into  the 
mortgage  market  ? 

Mr.  Hunter.  Well,  we  don't  announce  an  amount  in  advance  any 
more.  We  did  in  times  past. 

Mr.  Blum.  When  Avas  that  changed  ? 
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Mr.  HuxTER.  A])OHt  a  year  a<ro.  ^Ye  morcly  announce  that  we  are 
luiving  an  auction,  and  the  offers  come  in.  For  example,  in  tlie  last 
auction,  the  offers  received  totaled  $83  million,  and  we  accepted  $48 
million,  at  an  average  price  of  95.42.  That's  a  discount  f lom  a  7-percent 
face  rate  and  an  a\era<ie  yield  of  7.(525.  And  $-[8  nrillion  was  al)out  57 
percent  of  tlie  total  dollar  amount  of  mortgages  offered. 

We  consider  a  number  of  criteria  in  makinir  determinations  as  to 
how  many  morti7:ai>es  we  will  acce})t  at  any  particular  auction. 

We  are  concerned,  of  course,  with  tlie  limitations  in  our  chai'ter 
which  are  to  buy  witliin  the  rani2:e  of  market  prices,  not  to  |)ei'mit  ex- 
cessi\e  use  of  our  facilities,  and  to  provide  suj^plemental  as.-istance 
to  the  market,  and  to  o})erate  with  our  own  funds. 

We  have  no  obligations  to  support  prices,  because  if  we  were  to  do  so, 
we  would  not  be  able  to  operate  without  Govermnent  subsidy. 

A  primary  concern  to  us  at  any  given  time  is  what  is  the  cost  of 
money  to  us  going  to  be.  because  over  the  long  pull,  the  yield  from 
the  mortgages  iji  our  portfolio  plus  fees  must  be  sufficient  Vo  pay  our 
borrowing  costs,  plus  administrative  expenses,  servicing  fees,  and  a 
reasonable  allowance  for  return  on  investment. 

We  take  into  consideration  at  any  given  time  what  mortgage  -  we  can 
commit  to  purchase  at  what  yields  in  terms  of  our  costs.  We  take  into 
consideration,  for  example,  what  our  co.-t  of  borrowing  would  l)e  on  a 
5-year  maturity  basis. 

Mr.  Blum.  Your  price  of  money,  I  take  it,  would  be  tied  to  tlie  5-year 
(xovermnent  debenture  rate.  The  price  you  ha\'e  to  pay  for  money 
would  be  slightly  higher  than  the  5-year  (xovernment  debentu'e  rate 
liecause  yon  do  have  standby  Treasury  borrovring  authori.'y.  although 
you  are  not  issuing  paper. 

But  you  pay  slightly  more  than  the  Treasury  in  its  Ijorrowinof.  but 
still  below  the  corporate  commercial  paper  rate. 

]Mr.  Hunter.  We  can  borroAv  at  less  cost,  let's  say,  than  a  corporation 
issuing  a  triple  A  corporate  bond.  Our  borrowing  costs  are  generally 
more,  slightly  more,  than  the  Treasury. 

It  is  interesting  though  in  the  case  of  our  discount  notes  which  diifer 
from  Treasury  notes  in  that  the  maturity  can  be  any  date  between  oO 
and  270  days. 

So  there  may  be  a  particular  investor,  let's  say  the  County  of  Los 
Angeles,  that  has  tax  receipts  and  will  have  need  for  money  on  a  par- 
ticular day — say  on  the  44th  day.  They  want  that  money' out  for  44 
days,  no  less,  no  more. 

Very  often  we  have  been  able  to  get  a  rate  better  than  Treasury 
bills.  ■ 

Mr.  Blum.  Well,  let  me  see  if  I  can't  review  this  with  you. 

You  are  able  to  borrow  at  slightly  better  than  the  triple  A  corporate 
rate,  and  that  is  principally  because  you  have  standby  borrowing  power 
f  i-om  the  Treasury. 

our  decision  as  to  how  much  you  are  going  to  take,  how  many  mort- 
gages you  are  going  to  take,  and  roughly  what  price  those  mortgages 
Avill  be,  is  made  on  the  basis  of  the  number  of  factors. 

You  take  into  account  what  the  housing  needs  are,  the  mandate,  the 
range  of  prices,  a  number  of  factors,  and  then  you  make  the  decision 
and  buy. 

8.5-703 — ^73 — pt.  2b 30 


1210 

What  most  impresses  me  is  you  are  able  to  take  into  consideration 
the  numl>er  of  extrinsic  policy  questions  which  do  not  necessarily  bear 
on  purely  market  questions,  which  suggests  that  that  is  not  really  a  free 
market  system. 

Mr.  HuxTER.  Well 

iSfr,  BLuar.^  You  are  really  setting  the  price  and  putting  into  that 
setting  of  price  your  policy  considerations  which  are  nonmarket. 

Mr.  HuxTER.  Well,  I  think  they  are  all  ultimately  market  consider- 
ations. In  the  first  place,  the  offers  that  we  receive  are  offers  by  inde- 
pendent entities.  They  are  free  to  offer  mortgages  at  any  price  they 
wisli. 

Those  offers  reflect,  let's  say,  what  the  market  is  at  any  given  time. 

Now,  we  have  to  bear  in  mind  at  all  times  that  in  the  long  run,  the 
yield  has  got  to  be  sufficient,  as  I  say,  to  pay  our  money  costs,  our  ad- 
ministrative expenses,  and  leave  enough  over  for  a  return  on  invest- 
ment so  that  we  can  continue  to  attract  investors  in  order  to  keep  up 
our  equity  base,  and  in  turn  have  a  borrowing  capacity  sufficient  to  pro- 
vide the  mortgage  funds  necessary. 

Did  you  want  to  question  me  further  on  that  ? 

Mr.  Blum.  When  you  describe  the  offers  as  being  made  by  inde- 
pendent mortgage  bankers,  that  is  quite  true.  But  because  the  commit- 
ments are  open-ended,  they  are  not  as  meaningful  as  those  you  get  on 
one  where  the  company  knows  they  have  to  sell  the  mortgages  at  the 
bid  price. 

This  is  kind  of  experimental  testing  of  the  waters,  rather  than,  "We 
are  ready  to  go  at  this  price,  and  this  is  what  we  think  they  are  worth." 

]\Ir.  Hunter.  I  would  say  that  the  demand  is  market  related,  and 
that  the  market  yields  are  also  market  related.  In  other  words,  we  will 
not  buy  mortgages  at  yields  which  do  not  relate  to  the  market  cost  of 
money  to  us,  and  the  yields  which  are  offered  to  us  by  mortgage 
bankers  and  others  who  are  offering  to  sell  us  mortgages  are  related 
to  the  market. 

Now,  I  think  it  is  also  a  market  function,  and  also,  shall  we  say,  a 
fulfillment  of  our  public  purpose  to  provide  a  degree  of  stability,  a 
degree  of  liquidity  to  the  mortgage  market. 

At  the  May  1  auction  the  offers  were  up  over  $350  million,  which 
was  a  tremendous  jump,  and  reflected  a  great  concern  in  the  housing 
and  home  finance  industry  as  to  the  availability  of  mortgage  funds 
in  the  future. 

It  looked  like  interest  rates  generally  were  going  up;  therefore, 
many  mortgage  bankers,  builders,  and  others  thought  that  it  would 
be  well  to  get  FNMA  commitment  coverage. 

There  was  evidence  of  incipient  panic  because  rates  were  going  up, 
and  many  lenders  were  getting  out  of  the  market  temporarily.  In  other 
words,  they  just  were  not  buying  anything,  figuring  that  maybe  in  tlie 
next  2  or  o  weeks,  rates  would  go  up  and  they  could  better  command 
higher  yields. 

As  a  result  of  these  considerations,  and  also  bearing  in  mind  that 
because  of  our  cost  of  money  we  could  do  certain  things,  we  determined 
that  wo  could  commit  in  large  volume  and  still  not  jeopardize  the 
economic  soundness  of  the  company.  This  in  itself  indicated  that  the 
incipient  panic  was  not  really  justified,  because  interest  rates  were 
not  that  bad,  and  were  not  going  up  precipitously. 
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"Wo  entered  tlie  market  and  issned  commitments  for  some  $333 
million  on  mortgages,  which  was  about  97  or  98  percent  of  the  offer- 
incfs,  and  the  largest  numlier  of  commitments,  rather  the  largest 
dollar  amount,  and  also  the  largest  percentage  of  offerings  that  FNMA 
liad  ever  agreed  to  purchase. 

We  feel  that  this  did  have  some  effect  on  the  market,  because  in  the 
next  auction  which  was  2  weeks  later,  offers  dropped  off  to  about  $250 
million  and  then  in  the  following  auction,  they  dropped  off  to,  I  think, 
$150  million.  At  the  last  auction,  only  $83  million  in  offers  were  re- 
ceived and  we  only  committed  to  purchase  57  percent,  or  $48  million. 

We  felt  that  because  of  the  availability  of  funds  and  let's  say  mort- 
gage market  conditions  generally,  we  were  fulfilling  our  purpose  by 
acting  in  this  manner. 

Now,  there  are  a  lot  of  circumstances  to  consider,  and  for  that  rea- 
son, the  percentages  of  total  offers  accepted  and  the  gross  amounts 
accepted  will  vary. 

Mr.  Blum.  Given  the  fact  that  Fannie  ]Mae  is  the  largest  factor  in 
the  market  and  to  the  extent  that  you  are  able  to  pick  a  price,  and  to 
the  extent  that  that  price  then  becomes  a  floor  price  against  which 
mortgage  companies  begin  to  quote,  and  to  the  extent  that  it  becomes 
the  benchmark  for  the  industry,  there  would  be  a  number  of  people 
who  would  say  that  Fannie  Mae  is  the  mechanism  for  fixing  mortgage 
prices  nationally. 

I  wonder  how  you  would  react  to  that  ? 

]Mr.  Hunter.  The  prices  at  which  we  agree  to  buy  are  actually  a 
series  of  prices  at  which  mortgages  are  offered  to  us  for  sale  in  a  par- 
ticular auction.  There  is  also  an  average  price,  of  course,  at  which  non- 
competitive bidders  can  sell  to  us.  We  are  no  different  in  a  basic  sense 
than  any  other  secondary  lender,  whether  it  be  a  life  insurance  com- 
pany or  a  pension  fund. 

The  fact  that  we  are  such  a  substantial  factor  in  the  market  cannot 
help  but  have  an  influence  on  prices.  But  we  are  certainly  not  fixing 
prices  which,  I  think,  is  evidenced  by  the  fact  that  we  do  not  get 
delivery  of  all  of  the  mortgages  for  which  we  have  issued  commit- 
ments to  purchase. 

]Mr.  Blum.  In  your  statement,  you  indicated  that  Fannie  Mae  wdll 
buy  any  mortgage  which  is  offered;  that  is,  you  do  not  do  any  re- 
underwriting  or  any  selections. 

Do  you  know  when  Fannie  Mae  stopped  doing  that  kind  of  under- 
writing, checking,  or  selecting  before  purchase  ? 

]Mr.  HuxTER.  This  was  a  rather  gradual  phasing  out  process.  I  think 
that  it  was  probably  finally  phased  out  about  January  of  1969,  but  it 
was  in  the  process  of  being  phased  out  over  a  period  of  years. 

Mostly  the  underwriting  was  a  matter  of  reviewing  the  documen- 
tation. We  never  went  so  far  as  to  check  appraisals  or  check 

jSlr.  Blum.  By  reviewing  the  documentation,  you  mean  checking 
the  credit,  taking  a  look  at  the  appraisal  report,  and  pretty  much 
deciding  whether  it  was  an  acceptable  risk  ? 

INIr.  HuxTER.  That  was  not  done  in  a  hundred  percent  of  the  cases. 
What  was  happening  was  that  the  business  of  the  corporation  was 
greatly  increasing;  the  number  of  servicers  was  increasing  and  the 
number  of  mortgages  in  portfolio  was  increasing. 
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Also,  there  was  growing  criticism  of  what  you  might  call  second 
guessing  of  FHA  on  the  part  of  FNMA.  Actually,  it  was  a  determina- 
tion by  the  Department  and  its  predecessor,  HHFA,  at  which  time, 
of  course.  FNMA  was  part  of  the  Government,  and  the  directors  were 
appointed  by  the  Administrator  of  HHFA.  and  then  later  the  Secre- 
tary of  the  Department  of  Housing  and  I-rban  Development. 

A  judgment  was  made.  In  consideration  of  the  volume  of  business, 
the  duplication  of  effort  and  the  conflicts  that  were  arising,  it  was 
decided  that  it  was  better  for  FNMA  to  depend  upon  the  FHA 
underwriting. 

Mr.  Blum.  There  is  another  element  in  that,  though,  isn't  there? 
Fannie  Mae  is  now  a  private  corporation,  and  as  such,  it  has  a  prin- 
cipal obligation  to  operate  in  the  most  efficient  possible  manner  to 
make  money  for  the  shareholders.  Is  that  correct  ? 

Mr.  Hunter.  Well,  wo  often  say  P^NMA  has  a  ])ul)lic  purpose  and  a 
private  purpose.  It  is  provided  in  the  charter  that  FNMA  should  op- 
ei'ate  with  its  own  funds.  Even  in  the  case  of  our  participation  in  the 
programs  for  housing  for  low  and  moderate  income  families,  the 
charter  says  that  this  will  be  done  at  the  request  of  the  Secretary,  but 
at  a  reasonable  economic  return.  If  there  is  not  an  adequate  return  on 
investment,  investors  are  not  going  to  buy  FN]MA  stock,  and  conse- 
quently we  would  not  be  able  to  borrow  funds. 

Mr.  Blum.  To  the  extent  that  you  would  have  to  reunderwrite  an 
FHA  loan  before  you  bought  it,  you  would  be  wasting  your  share- 
holders profit.  It  would  not  be  a  very  efficient  proposition  for  you  to- 
go  out  and  redo  the  work  the  FHA  had  done. 

To  that  extent  it  makes  sense  foi-  you  to  not  recheck  FHA.  You  are 
not  paid  to  do  that,  and  you  should  be  able  to  rely  on  the  FHA  guar- 
antee. Am  I  correct  ? 

Mr.  Hunter.  I  would  say  that  is  a  fair  statement,  but  subject  to 
some  qualification.  It  isn't  merely  a  matter  of  profit.  The  additional 
cost  inA^olved  in  a  complete  reunderwriting  would  not  be  warranted  by 
th".  improved  results  gained.  The  money  could  be  better  spent  in 
bolstering  FITA's  underwriting  capacity. 

Mv.  Blum.  From  the  earlier  testimony,  it  is  clear  that  unless  the 
mortgage  banker  had  a  sure  market  for  the  paper  he  originated,  he 
probably  would  not  have  originated  some  of  the  stuff  he  did. 

I  am  thinking  of  those  New  York  mortgage  companies  that  origi- 
nated the  paper  we  have  been  talking  about  at  such  great  length, 
counti]Tig  on  Fannie  Mae  as  the  secondary  market  buyer  because  they 
knew  that  Fannie  would  buy  anything  thiit  was  offered.  They  sort  of 
viewed  it  as  open  season. 

I  know  you  say  in  your  statement  that  mortgage  bankers  should 
not  view  Fannie  as  a  dump.  But  what  should  we  do  to  be  sure  it  will 
not  become  a  dump  for  bad  mortgages  ? 

Mr.  Hunter.  Everything  possible  should  be  done  to  eliminate  the 
abuses,  and  make  possible  the  proper  administration  of  the  program. 

Mr.  Blum.  I  take  it  the  FHA  is  the  place  you  look  to  for  the  answer 
to  this. 

Mr.  Hunter.  Yes.  As  I  say,  the  secondary  lender  depends  upon 
FHA  or  IIUD's  underwriting.  Where  a  mortgage  is  originated  by 
a  local  lender  who  intends  to  maintain  the  mortgage  in  portfolio, 
naturally  such  a  lender  does  take  a  greater  interest  in  underwriting, 
and  usually  has  the  capacity  to  perform  that  function. 
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But  tliei-e  is  inoro  deinaiul  im-  housino-  of  this  kind  than  there  are 
lenders  of  that  kind,  and  in  order  to  obtain  the  financintr  necesasry  to 
jn-oride  lioiisin^  in  the  inner-city,  and  let's  say  in  areas  of  liiirh  risk, 
\t  requires  the  funds  from  lenders  wlio  are  not  intendino:  to  maintain 
the  loans  in  their  portfolios. 

Also.  tl:ere  are  lenclers  who  are  located  in  an  entii-ely  diiferent 
area  of  the  country,  so  in  order  to  marshal  funds  nationally  to  provide 
the  financinir  necessary  for  these  pi-oo-rams,  I  don't  see  how  you  can 
fdtract  such  lendei-s  unless  they  can  depend  upon  the  FlfA  under- 
writing. 

Mr.  P.r.uM.  The  problem  is  we  atti-acted  lenders,  but  what  we  attrac- 
ted, we  didn't  want. 

Ml".  Hi^NTER.  As  r  say.  this  committee  has  observed,  and  manv  peo- 
]>le  have  observed  abuses  of  the  several  pj-oo-i-ams.  and  it  behooves  all 
concej-ned  to  do  everything;  possible  to  eliminate  these  abuses.  T  would 
say.  and  T  think  that  there  is  no  question  but  what  the  Department 
would  a^-ree.  that  this  is  basically,  as  fai-  as  orio;ination  is  concei'ned. 
a  Government  responsil)ility. 

The  secondary  lendei-.  I  think  knowing  now  the  mairnitude  of  the 
l^i'oblem.  and  the  fact  that  the  problem  has  more  variations  tlian  pre- 
viously, lenders  themselves,  and  this  includes  Fannie  ]Mae.  are  keepino- 
a  closer  watch  of  servicers.  They  are  also  developing:  more  so]:)histi- 
cated  data  Avith  respect  to  mortofajies  so  as  to  have  a  better  eai'lv  warn- 
ino-  system  w'ith  i-espect  to  possible  abuses  and  delinquencies. 

^Ir.  Cfiitmbris.  ]Mr.  Bhun.  will  you  yield  on  this  abuse  question  ? 

Cono-ressman,  in  listejiino;  to  the  testimony  over  the  last  couple  of 
months,  that  we  have  been  holdin<r  hearings  on.  and  we  held  some  in 
Boston  last  September,  and  lookinof  now  at  exhibit  A  that  you  have 
submitted  for  the  recoi'd,  T  was  wondei-inc"  if  the  fact  that  the  19fi8  law 
v.-hich  oroared  itself  toward  FIIA  pi-ovidino;  as  much  loans  or  securin<Tf 
as  much  loans  to  the  inner-city  people,  and  the  low  iiicome  people,  may 
have  brouijht  into  the  picture,  situations  where  these  abuses  occurred, 
because  some  people  miijht  have  ""otten  into  the  business  and  wei'e 
lookino-  for  a  fast  buck. 

These  situations  have  been  brouo;ht  forth,  and  they  were  about  to 
have  an  increase  in  foreclosures  and  increases  in  delinquencies  that 
may  have  taken  place. 

Would  the  prior  history  of  1968  indicate  a  situation  not  quite  in  the 
1  ioht  of  1970  and  1971  recoi-d  as  reflected  on  your  exhibit  A  ? 

Ml'.  Hunter.  Well,  I  would  say  that  the  Congress  and  the  admin- 
istration decided,  let's  say,  to  relax  underwritiuf^  requirements  in  order 
to  make  housino;  available  for  low-  and  moderate-income  families,  and 
even  middle  income  families  throughout  the  country.  For  exam))]e.  in 
the  case  of  section  223(e),  the  language  was  changed  from  "economic 
soundness"  to  "acceptable  risk." 

I  think  it  was  reasonable  to  assume,  and  was  assumed,  there  would 
be  more  risk,  and  if  there  was  more  risk,  there  would  be  more 
foreclosures. 

On  the  other  hand.  assu?ning  proper  administration  of  programs, 
the  intent  and  expectation  was  that  the  housing  inventory^  would  be 
increased,  that  existing  housing  would  })e  rehabilitated,  and  that  hous- 
ing conditions  would  be  improved.  And  I  think  that  that  has  occuri-ed. 

Now,  whenever  you  have  a  new  program  which  involves  a  sale  with 
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relatively  no  down  payment,  and  where,  in  the  case  of  section  235 
mortgages,  yon  have  an  interest  subsidy  provided  by  the  Federal  Gov- 
ernment, which  results  in  a  monthly  payment  about  one-third  less 
than  would  otherwise  be  possible  under  conventional  financing,  sucli 
a  program  is  going  to  attract  individuals  v.-ho  will  seek  to  take  ad- 
vantage of  the  programs  for  their  own  ends. 

I  remember  back  when  the  Government  first  in.stituted  title  I.  the 
Home  Improvement  Loan  Program.  A  great  deal  was  heard  then  about 
the  so-called  "suede  shoe"  artists  who  were  out  combing  the  neighbor- 
hoods and  talking  innocent  homeowners  into  having  their  liouscs 
remodeled.  In  many  cases  these  people  were  victimized.  The  value 
was  not  there  for  w^hat  was  charged. 

Within  time,  the  FHA  got  a  better  handle  on  the  program  and  they 
were  better  able  to  judge  what  the  costs  of  such  improvements  should 
be,  and  then  by  careful  checking  to  make  sure  that  the  improvements 
were  made. 

Mr.  CiiuMBRis.  It  is  always  dangerous  to  just  pick  witnesses  who 
come  before  us.  Sometimes  they  may  not  be  a  good  cross  section,  but 
some  of  the  people  we  had  before  us — the  record  will  show  their  en- 
trance as  brokers  or  as  mortgage  bankers — were  of  very  recent  origin. 

If  they  had  been  in  business  before  that,  the  tactics  may  have 
changed  after  the  1968  law  was  in  eifect. 

Senator  Hart.  There  is  a  rollcall.  We  will  have  to  recess  for  about 
10  minutes. 

(A  short  recess  was  taken.) 

Senator  Hart.  The  committee  will  be  in  order. 

Mr.  Blum.  Mr.  Hunter,  your  statement,  and  in  answer  to  a  ques- 
tion, you  refer  to  the  relatively  good  showing,  overall,  of  FHA  pro- 
grams, the  attention  we  should  pay  to  the  90  percent  or  95  percent,  and 
the  attention  we  are  not  paying  to  the  5  percent. 

I  would,  first,  like  to  raise  a  question  about  the  appendix  you  have 
submitted. 

The  figure  you  gave  for  foreclosure  delinquency  for  the  entire  Fan- 
nie Mae  portfolio,  as  of  December  1971,  was  7.2  percent.  That  is  in 
appendix  A  of  your  statement. 

The  figure  we  have  gotten  from  HUD  for  the  overall,  that  is  all  of 
the  FHA  insured  mortgages  in  force — the  same  figure  foreclosure  of 
delinquency  on  the  same  date — is  2.06  percent,  which  presumably 
also  includes  your  portfolio,  which  is  one  of  the  largest. 

That  means  you  have  a  very  significant  share  of  what  it  is  that  is 
no  good. 

Doesn't  that  number  mean  that  something  has  to  be  done  to  be  sure 
you  are  not  the  magnet  for  all  the  bad  mortgages  ? 

Mr.  Hunter,  Well,  I  do  not  know  that  we  are  comparing  apples 
with  apples  here.  I  have  not  personally  checked  the  HUD  figures,  but 
I  do  not  think  they  include  delinquencies  under  90  days. 

In  other  words,  their  figures  reflect  delinquencies  90  days  and  over, 
including  foreclosures.  Approximately  70  percent  of  our  figure  of  7.2 
percent  is  made  up  of  delinquencies  of  30  days  or  less.  Take  those  out, 
and  the  figures  are  pretty  comparable. 

Most  of  our  delinquents  clear  up  within  a  60-day  period.  By  the 
time  you  reach  90  days,  it  is  reduced  down  to  a  much  smaller  figure. 
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Mr.  Blum.  There  is  another  figui'e.  Your  tables  indicates,  as  of  De- 
cember 1967,  3'our  portfolio  was  5.2  percent  delinquent.  In  December 
1971  it  was  5.3  percent  delinquent. 

The  Mortgage  Bankers  Association,  which  reports  comparable  fig- 
ures on  delinciuency  for  comparable  dates,  shows  VA  delinquencies, 
overall,  of  3.46,  FHA  delinquencies  at  4.304,  December  1070.  and  in 
1971  the  numbers  went  to  VA  at  3.52  and  FHA  at  4.74,  which  indi- 
cates the  mortgage  banker  experience  generally  is  better  than  Fannie 
Mae  experience. 

By  comparison  with  each  of  these  indices  Fannie  ISIae  gets  the  worst 
mortgages.  What  I  am  getting  at  is,  what  kinds  of  checks  and  con- 
trols can  we  put  on  this  system  to  deter  mortgage  bankers  of  thinking 
of  Fannie  IMae  as  a  dumping  place  for  paper  they  cannot  sell  any- 
where else,  for  whatever  reason  ? 

JNIr.  Hunter.  Well,  I  think,  probably  one  thing  we  should  do  is  to 
get  all  of  the  keepers  of  statistics  together  and  compare  notes  and  find 
out  the  basis  of  these  reports,  because  obviously  they  differ.  And,  I 
think,  if  they  are  compared  and  analyzed  in  depth  that  some  of  these 
differences  will  disappear. 

Xow,  regarding  the  matter  of  dumping  mortgages  on  Fannie  Mae 
that  nobody  else  will  take,  first  let  me  say  that,  generally  speaking, 
we  undoubtedly  get  the  lion's  share  of  the  less  attractive  mortgages. 
However,  because  they  are  FHA  insured,  and  because  the  FHA  com- 
mitments are  issued,  pursuant  to  Federal  programs,  FNMA  assumes 
that  this  is  needed  housing  and  that  these  are  valid  mortgages  which 
we  should  be  purchasing  in  the  absence  of  evidence  that  there  is  some- 
thing— something  very  wrong. 

If  we  did  not  buy  these  mortgages,  these  programs  would  be  se- 
verely handicapped.  We  certainly  do  not  like  to  end  up  with  mortgages 
that  are  delinquent  immediately  upon  sale,  or  very  soon  thereafter,  or 
that  end  up  in  foreclosures.  We  certainly  want  everyone  involved  to 
do  everj^thing  possible  to  assure  that  these  mortgages  are  soundly 
underwritten. 

Of  course,  as  a  lender,  we  have  no  way  of  grading  FHA  insured 
loans.  There  is  no  quality  distinction  of  any  kind.  Tliey  are  just  FHA 
insured.  And  we  made  the  policy  decision,  using  the  auction  as  we 
do  on  a  national  basis,  not  to  select  only  the  better  mortgages. 

The  main  reason  that  FNMA  got  out  of  this  business  of  doing  a 
certain  amount  of  underwriting,  following  FHA's  underwriting,  was 
that  FNMA  was  subject  to  a  great  deal  of  criticism  on  the  part  of 
Department  of  Housing  and  Urban  Development  and  its  predecessor, 
the  Housing  and  Home  Finance  Agency,  by  builders,  by  mortgage 
bankers  and  others  who  complained  that  FNMA  was  impeding  the 
programs  and  engaging  in  a  duplication  of  effort.  That  really  was 
the  reason  for  the  change,  rather  than  concern  about  profit. 

But  I  Certainly  agree  with  you,  Mr.  Blum,  that  we  are  for  anything 
that  can  be  done  to  reduce  the  number  of  foreclosures. 

Mr.  Blum.  We  are  looking  for  answers.  Where  do  you  put  controls 
into  this  system  to  pick  up  the  fraud  and  cut  off  the  guy  who  is 
abusing  it  ? 

One  of  the  critical  elements  for  the  gu}'  who  is  abusing  it,  is  the 
ability  to  freely  market  something  without  anybody  taking  a  second 
look  at  it. 
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That  may  be  a  necessary  element  of  the  overall  system,  in  v.hich 
case  we  had  better  have  some  other  ways  to  get  after  him. 

How  about  a  proposal  like  this?  If  a  servicer  goes  more  than  10 
percent  in  arrears,  you  automatically  cut  him  oil',  pull  his  servicing 
and  call  the  police.  What  about  a  proposal  of  that  nature? 

Mr.  Hunter.  We  are  considering  tighter  controls.  We  are  now 
tightening  our  supervision  of  servicers.  The  method  you  suggest  has 
merit.  In  other  words,  we  lix  a  rate,  a  foreclosure  rate  or  delinquency 
rate,  beyond  which  corrective  action  will  be  taken.  Immediately  then 
the  servicer  is  contacted  to  see  what  the  reasons  ai'e  for  thedelhi- 
quencies. 

Now,  it  may  be  that  this  servicer  is  really  performing  in  accordance 
with  generally  accepted  standards,  but  he  just  happens  to  have  mort- 
gages in  an  area  where  the  problem  is  much  greater.  So,  you  cannot 
discriminate  against  him. 

In  a  case  like  that,  M-hei-e  the  ])roblems  are  greatei-  in  relationship 
to  his  total  portfolio,  it  may  very  well  be  that  a  higher  standard  of 
servicing  and  more  complete  checking  of  the  mortgages  and  the  own- 
ers is  demanded.  It  may  be  that  postmortgage  counseling  is  in  order, 
more  visits  to  the  home,  to  the  owner.  Any  number  of  additional 
checks  and  auditing  procedures  could  be  utilized  to  reduce  the  num- 
ber of  delinquencies. 

Now,  this  may  call  for  a  higher  servicing  fee,  and  the  question  is, 
if  this  is  taking  place  in,  let  us  say,  socially  oriented  programs — sub- 
sidized programs — then,  rather  than  have  FNMA  pass  this  additional 
cost  on  by  way  of  a  higher  interest  rate,  it  might  be  better  borne  by 
the  Department  as  a  cost  of  the  programs. 

Mr.  Blum.  What  about  this  proposition?  We  had  a  number  of  bank- 
ers testify  that  they  would  have  behaved  differently,  or  other  pur- 
chasers of  mortgages  testifying  that  they  would  have  behaved  differ- 
ently if  only  they  had  known  that  Fannie  Mae  had  done  X,  Y,  Z  with 
respect  to  a  particular  mortgage  company. 

How  would  you  feel  about  being  an  open  book  with  respect  to  all 
of  the  information  you  gather  with  respect  to  the  servicing;  that  is, 
allow  the  warehousing  banks  and  the  other  buyers  on  the  secondary 
market  to  know  if  your  seller/servicer  is  having  a  lot  of  trouble? 

Mr.  Hunter.  Well,  there  is  the  problem  of  releasing  economic  or 
business  information  that  might  very  well  be  claimed  to  be  libelous 
or  injurious  to  a  particular  concern  in  its  business. 

I  think,  as  a  private  corporation,  we  have  to  be  very  careful  about 
what  we  say  publicly  with  respect  to  suspensions  and  probations.  We 
don't  want  to  be  sued  and  suffer  a  judgment  for  damages. 

Now,  on  the  other  hand,  information  we  have  with  respect  to  these 
irregularities  and  actions  taken  by  us,  if  these  are  transferred  to  the 
Department  of  Housing  and  ITrbah  Development,  and  the  Govei'u- 
ment  itself  then  makes  this  information  available,  they  are  not  sub- 
ject to  libel  actions  in  the  way  that  we  might  be. 

Mr.  Blum.  To  that  extent  does  your  role  as  a  private  corporation 
inhibit  you  from  acting  as  the  policeman  in  a  secondary  market?  That 
is  really  not  your  job.  It  is  HUD's  job  ? 

Mr.  Hunter.  Ri<rht. 

Mr.  Blum.  To  the  extent  that  HITD  does  or  does  not  legulate  the 
secondary  market  is  or  is  not  regulated. 
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>  Mr.  HuNTKR.  There  would  be  some  problems  when  a  company  is 
suspended.  I  think  we  have  to  be  very  careful  in  making-  a  public  state- 
ment with  reirard  to  the  reasons  this  particular  company  was  sus- 
pended. Let  us  say  it  would  be  better  coming  from  tlie  Government^ 
immune  for  libel  actions. 

]Mr.  Bli^]m.  Thank  you  very  much.  Mr.  Hunter.  Thank  you  for  the 
cooperation  you  have  given  us  in  tlie  course  of  asseml)ling  tiu^  mate- 
rials we  needed  for  the  investigation,  and  your  jjatience. 

Mr.  HuxTER.  I  api)reciate  the  connnittee's  interest  in  Fannie  Mae. 
We  are  very  glad  to  participate. 

Senator  Hart.  Mr.  Chumbris? 

Ml".  CiiuMBRis.  Thank  you,  Mr.  Chairman. 

Congressman,  there  are  many  questions  that,  perhaps,  I  would  like 
to  ask  you.  I  think  in  view  of  the  colloquy  you  had  with  Mr.  P)lum,  I 
think  tile  record  is  nuich  better  for  it. 

There  have  been  (juite  a  few  questions  and  responses  that  have  been 
to  the  point.  "We  have  even  been  able  to  elaborate  on  some  of  those 
questions.  So,  I  won't  ask  you  any  questions. 

I  do  want  to  say  that  I  talked  to  Senator  Ilruska  during  the  previous 
recess  and  he  says,  "T  am  sorry  that  my  being  on  the  floor  since 
9  o'clock  to  debate  a  very  important  amendment  of  mine,  I  won't  be 
able  to  be  here  with  my  good  friend  and  former  colleague  in  the  House 
to  listen  to  his  testimony." 

Senator  Hruska  did  want  me  to  convey  that  message  to  you. 

Mr.  Hunter.  Thank  3'ou. 

Senator  Hart.  Mr.  Kern  ? 

Mr.  Kern.  I  have  no  questions. 

Senator  Hart.  Thank  you  very  much. 

Mr.  Hunter.  Thank  you,  Mr.  Chairman. 

(Whereupon,  the  witness  was  excused.) 

Senator  Hart.  We  call  now^  Mr.  Carl  H.  Huebner  of  Metropolitan 
Life. 

STATEMENT  OF  CAKL  H.  HUEBNER  ON  BEHALF  OF  METROPOLITAN 
LIFE  INSURANCE  CO. 

(The  witnesses  were  sworn  by  Senator  Hart.) 

Senator  Hart.  Mr.  Huebner,  your  statement  which  you  have  de- 
livered to  the  subcommittee  will  be  ordered  printed  in  the  record  in 
full  as  though  given. 

(The  full  document  follows.  Testimony  resumes  on  p.  1223.) 

Statement  of  Carl  H.  Huebner  on  Behalf  of  Metropolitan  Life  Insukance  Co. 

:Mr.  Chairman :  My  name  is  Carl  H.  Huebner.  I  am  a  Senior  Vice-I'rf.-iilent  of 
^U4r<)]>f)Iitan  Life  Insurance  Company  in  cliarge  of  Real  Estate  Finamins  ojieva- 
tidus.  I  have  with  me  my  immediate  associate.  William  F.  Leahy,  Vice-President, 
and  Philii)  Rlumenfeld.  Manager  Sjiecial  Projects,  hoth  of  Real  Estate  Financing. 
Also  with  me  is  Frank  Roegge,  Vice-President-Investment  Counsel,  wlio  is  re- 
sponsible for  the  legal  aspects  of  our  real  estate  operations.  We  are  here  in  re- 
sponse t<»  the  request  of  tliis  Subcommittee  to  assist  in  its  investigation  relating 
to  mortgage  tinancing.  We  appreciate  the  opportuiiity  of  sharing  our  views  and 
lii>lie  that  we  can  l)e  of  some  lieli»  to  this  Subconuuittee. 

Metrojiolitan  is  a  mutual  life  insurance  C(jmpany,  operating  throughout  the 
United  States  and  Canada.  Our  real  estate  financing  operations  are  part  of  our 
investment  program  coiulucted  for  tlie  benefit  of  our  47  million  policyholders. 
Since  1S07  we  have  invested  in  mortgages  on  I'esidential  properties.  In  the  early 
years  of  tlie  Company's  history  these,  properties  were  usually  in  the  New  York 
City  area,  hut  as  our  insurance  business  became  nationwide,  both  in  the  United 
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states  and  Canada,  so  did  our  mortgage  lending  business.  Because  of  a  desire  to 
increase  lending  volume  and  obtain  wider  geographic  distribution  of  mortgage 
investments,  Metropolitan  decided  to  appoint  mortgage  bankers  as  loan  corre- 
spondents (Correspondents)  to  respresent  Metropolitan  in  many  areas  of  the 
countrv.  Through  the  Correspondent  system,  now  consisting  of  108  Correspond- 
ents, Metropolitan  acquired  just  about  all  of  its  one-to-four  family  house  loans. 

These  Correspondents  generally  originate  mortgage  loans  with  their  own  funds 
and  sell  them  to  us.  as  well  as  to  many  other  investors.  The  Correspondents  then 
act  as  the  servicing  agent,  to  collect  the  monthly  installments  of  interest  and 
principal,  see  that  the  real  estate  taxes  are  paid  and  that  fire  and  extended  cov- 
erage insurance  are  kept  current  and  perform  other  administrative  services. 
With  respect  to  house  loans  we  thus  operate  almost  exclusively  in  the  secondary 
market.  The  majority  of  loans  on  income-producing  properties  are  made  through 
Correspondents  with  some  loans  being  made  directly  from  our  New  York  Office. 

In  194.5  Metropolitan  entered  the  FHA  insured  and  VA  guaranteed  mortgage 
programs  by  acquiring  such  loans  through  its  network  of  Correspondents.  For 
many  years  such  loans  were  processed  by  the  Correspondent  and  Metropolitan  in 
much  the  same  way  as  conventional  single  family  loans — the  borrower's  credit 
was  underwritten,  plans  and  construction  standards  were  checked,  properties 
were  inspected  and  appraised,  and  consideration  was  given  to  the  appropriate- 
ness of  the  security.  In  the  lO.oO's  Metropolitan  acquired  a  large  number  of  single 
family  loans,  and  in  one  year  more  than  70,000  individual  loans  were  acquired, 
of  which  over  62,000  were  VA  or  FHA. 

As  of  December  31,  1971  our  portfolio  of  non-farm  mortgage  loans  in  the 
United  States  consisted  of  the  following : 

[In  millions  of  dollars] 

Convantional  FHA  VA  Total 

Houses 

Apa  rtnie  nts __ 

■Commercial  and  industrial 


Total. 


$1,  069 
3,  003 
1,918  . 

$2,  512 
197  __- 
6  .-_ 

$1,465 

$5,  046 

•   3, 200 

1,924 

5,990  . 

2,715 

1,465 

10,  170 

You  will  .see  from  the  above  that  81%  (over  $8.2  billion)  of  our  portfolio 
is  in  residential  loans  (houses  and  apartment  buildings).  We  believe  this 
evidences  our  interest  in  providing  financing  for  residential  accommodations. 

Although  our  recent  activity  in  residential  lending  has  not  been  as  heavy  as 
jlu  the  mid-60's,  it  has  not  gone  below  a  half  billion  dollars  in  any  year  and  we 
anticipate  disbursements  of  approximately  this  amount  for  1972. 

Over  the  years  our  experience  demonstrated  that  the  appraisals  and  under- 
writing of  the  VA,  FHA  and  Correspondents  were  generally  satisfactory,  except 
for  some  loans  in  the  Life  Insurance  Industry  Program  (Industry  Program). 
About  1960  and  later,  in  an  effort  to  reduce  processing  costs  to  a  minimum  and 
keep  the  yield  on  house  loans  competitive,  we  gradually  reduced  our  regional 
office  F.H.A.  house  loan  inspections.  After  1965  and  continuing  through  the 
Industry  Program  we  have  relied  more  on  F.H.A.  appraisals  and  underwriting 
with  reviews  and  checks  by  our  Correspondents.  With  the  same  aim  of  keeping 
house  loan  yields  competitive  so  as  to  stay  in  the  house  loan  market,  we  reduced 
our  Correspondents'  servicing  fees  on  new  loans  and  developed  "bulk  purchase" 
plans  to  minimize  handling  of  individual  loans — well  before  the  adoption  of  the 
GNMA  mortgage  backed  securities-type  operation.  Our  portfolio  composition  as 
shown  demonstrates  that  we  as  a  lender  substantially  supported  the  VA  and 
FHA  programs.  Delinquencies  and  foreclosures  have  been  somewhat  higher  on 
FHA  and  VA  loans  than  for  conventional  house  loans,  but  by-and-large,  exclud- 
ing the  Industry  Program,  the  record  has  been  satisfactory. 

In  September  of  1967,  the  Life  Insurance  industry  announced  its  intention  to 
invest  $1  billion  in  inner  city  areas  to  improve  housing  conditions  and  finance 
job-creating  enterprises.  Metropolitan's  share  of  this  $1  billion  was  $157  million. 
Later  a  second  billion  dollar  program  was  announced,  bringing  our  total  com- 
mitment to  $322  million.  At  first  our  emphasis  was  on  residential  loans;  but  in 
the  second  billion  dollar  program,  we  tried  to  put  more  emphasis  on  mortgage 
loans  for  job-creating  and  service  facilities,  such  as  commercial  and  industrial 
properties,  hospitals,  and  nursing  homes. 
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A  summary  of  our  Industry  Program  disbursements  and  commitments   (not 
yet  disbursed)  as  of  June  1,  1972  is  as  follows: 

(Amounts  in  thousands  of  dollars) 

Disbursed  Committed  Total 

Number         Amount         Number         Amount         Number  Amount 


Houses 

Apartments 

Commercial  and  industrial. 


Total. 


12,046 

$171,040 
51,983 
15,085 

17 
26 
12 

$315 
53,  468 
27,618 

12,  063 
77 
39 

$171,355 

51 

110,451 

27 

42.  703 

12,124 

238, 108 

55 

86, 401 

12, 179 

324,  509 

The  concept  of  the  inner  city  Industry  Program  coinciding  with  the  FHA's 
willingness  to  insure  loans  in  these  areas  should  be  considered  in  the  light  of 
conditions  at  the  time.  There  had  been  disastrous  inner  city  riots  and  tires.  The 
general  feeling  of  nearly  everyone — government  and  public  alike — was,  "Do 
something".  The  Life  Insurance  Industry  and  the  FHA  tried.  Most  lenders  and 
FHA  had  not  gone  into  these  core  areas,  because  the  risks  of  higher  losses  were 
great.  There  had  been  some  criticism  for  not  lending  in  such  areas,  and  under 
the  pressures  of  the  times,  both  the  Industry  and  FHA  deemed  it  worth  trying 
to  do  something.  The  results  thus  far  have  indicated  that  such  loans  indeed 
involved  higher  losses.  These  losses  will  be  borne  primarily  by  FHA.  Possible 
losses  on  loan  n(jt  insured  or  guaranteed,  reduction  of  interest  income  (because 
the  average  interest  rates  for  these  inner  city  loans  -were  under  the  then  market 
rates  for  loans)  and  uncollected  interest  and  foreclosure  expenses  will  all  be 
borne  by  the  lenders.  Correspondents  have  advised  us  of  high  servicing  costs. 

Even  though  tlie  losses  will  be  appreciable,  we  believe,  from  our  experience,  the 
Industry  Program  was  on  the  whole  a  success. 

Most  loans  are  in  good  standing  and  many  disadvantaged  people  were  en- 
abled to  become  homeowners  and  borrow  mortg:age  money  for  the  first  time. 
Facilities  were  provided  for  small  industries,  businesses  and  social  services.  Mi- 
nority owned  mortgage  companies  were  aided,  with  Metropolitan  appointing 
such  firms  as  Correspondents  in  eight  cities. 

l^ndoubtedly  abuses  crept  in  and  some  honest  mistakes  were  made.  Consider- 
ing the  rapid  changes  that  occurred  in  many  areas  of  many  cities,  property 
values  were,  at  times.  diflSicnlt  to  establish. 

The  accomplishments  are  hard  to  evaluate — all  the  returns  are  not  in — but 
something  positive  was  done.  Had  prior  policies  prevailed,  little  if  anything 
would  have  been  accomplished. 

This  Subcommittee  has  heretofore  asked  us  for  information  on  our  residential 
lending  in  New  York  City.  This  has  been  provided. 

Until  the  Industry  Program  came  along.  Metropolitan  had  little  experience 
with  FHA  loans  in  New  York  City.  First,  we  did  not  have  a  correspondent  to 
■originate  house  loans  in  the  city.  Second,  to  our  knowledge  most  apartment 
house  builders  in  New  York  City  did  not  use  FHA  financing. 

To  implement  the  Industry-Program  in  the  City  we  appointed  a  Black-operated 
Savings  and  Loan  Association  (Carver  Federal  Savings  And  Loan)  to  act  as 
our  Corre.spondent  because  of  their  familiarity  with  inner  city  lending.  After  a 
considerable  period,  this  appointment  proved  unworkable  for  them  and  they 
withdrew.  We  were  unable  to  replace  Carver  with  a  minority  owned  Correspond- 
ent. We  had  also  selected  Manufacturers  Hanover  Trust  Company  with  an  active 
mortgage  department  and  branch  banking  offices  in  all  areas  of  the  City.  How- 
ever, even  they  could  not  originate  loans  in  the  core  areas  in  any  volume.  Be- 
cause of  our  urging  them  to  become  active  in  these  areas,  they  turned  to  origi- 
nators who  were  active  in  inner  city  areas.  Manufacturers  located  such  loans 
and  arranged  for  the  sale  to  us.  Manufacturers'  employees  viewed  the  proper- 
ties involved,  and  spot  checks  were  made  by  our  employees.  Some  of  their  em- 
ployees and  ours  were  reluctant  to  go  into  these  areas  and  were  generally  un- 
willing to  enter  the  buildings. 

Subsequently,  a  substantial  number  of  mortgage  loans  sold  to  Metropolitan 
went  into  default,  and  foreclosure  became  necessary.  At  this  time  the  inability 
to  evict  occupants  from  three  or  four  family  houses  because  of  New  York  City's 
Rent  Control  Law,  coupled  with  FHA  insistence  that  most  such  properties  be 
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vacant  when  conveyed  to  it,  created  a  most  difficult  .situation.  After  meetings 
with  local  -md  Washington  FHA  Officials,  aji  arrangement  was  reached  early  in 
1970  whereunder  the  FHA  agreed  to  take  title  to  three  and  four  family  properties 
prior  to  eviction,  provided  eviction  would  be  handled  by  Metropolitan  as  agent 
for  FHA.  Sometime  later  FHA  extended  the  .same  arrangement  it  had  with 
Metropolitan  to  other  lenders  in  the  inner  city,  and  appointed  a  number  of  pri- 
mary and  secondary  lenders  as  its  agent  to  evict  occupants  from  three  or  four 
family  foreclosed  properties. 

About  May  1970,  Metropolitan  decided  that  Eastern  Service  Corp.,  which 
had  originated  some  of  the  loans  sold  to  Metropolitan,  seemed  to  have  the  fa- 
cilities and  personnel  necessary  for  originating  loans  and  servicing  loans  in  such 
areas  as  Bedford-Stuyvesant.  All  one  to  four  family  house  loans  serviced  by 
Manufacturers  were  turned  over  to  Eastern. 

In  all,  under  the  Industry  Program  in  Xew  York  City,  we  acquired  or  made 
593  loans  in  an  aggregate  amount  of  $17,575,900.  As  of  May  31,  1972,  81  loans  in 
an  aggregate  amount  of  $1,421,400  (13.6%  of  the  number  acquired  or  made) 
had  gone  into  foreclosure  and  in  most  instances  foreclo.^ure  has  been  completed. 
This  compares  with  our  national  experience  under  the  Industry  Program  of  a 
7.8%  rate  for  a  comparable  period. 

Given  the  employment  and  other  problems  of  borrowers,  the  deterioration  of 
neighborhoods,  and  other  factors,  we  think  it  was  impossible  to  avoid  a  some- 
what higher  than  usual  foreclosure  rate,  since  the  overriding  desire  was  to  assist 
in  the  housing  of  disadvantaged  people.  It  does  appear,  however,  that  had  the 
program  in  New  York  City  as  well  as  in  .some  other  major  cities  been  without 
abuses,  the  rate  of  foreclosure  might  have  been  reduced  to  a  more  acceptable 
level. 

In  the  Subcommittee  letter  requesting  our  appearance  we  were  asked  for  sug- 
ge.stions  for  changes  in  the  Federal  Housing  Programs  which  would  prevent  the 
difficulties  which  have  ari.sen  and  make  the  secondary  market  more  attractive 
to  investors. 

One  aspect  of  FHA-VA  lending  which  we  believe  is  unattractive  to  lenders, 
purchasers  and  sellers  is  the  attempt  to  administer  or  control  interest  rates.  This 
is  a  device  that  leads  to  inflated  prices  for  housing,  because  the  seller  has  to 
pay  discount  "points"  so  that  his  purchaser  can  obtain  a  loan.  This  has  been  a 
universal  practice  whenever  the  controlled  rate  fell  below  the  actiml  market 
rate.  At  times,  the  discounts  became  so  great  that  we  believe  sales  were  in- 
hibited. Mo.st  buyers  probably  do  not  understand  that  when  "points"  are  involved 
they  are  in  effect  paying  a  higher  price  becau.se  the  .seller  probably  added  the 
"points"  to  the  sale  price.  When  the  fixed  rates  were  changed,  particularly  the 
larger  changes,  awkward  situations  aro.se  and  there  was  confusion  iii  the 
market.  We  would  definitely  favor  a  free  market  interest  rate  policy. 

On  an  experimental  basis,  selected  institutional  long-term  lenders  might  be 
authorized  by  FHA  to  underwrite  and  commit  loans  for  FHA  203-b  insurance. 
FHA  would  have  the  right  to  in.spect  and  review  loans  so  underwritten  to  assure 
it.self  that  proper  standards  were  being  maintained.  The  long-term  lender  would 
file  a  claim  with  the  FHA  in  the  ordinary  manner  but  subject  to  appropriate 
reduction  in  the  event  FHA  established  there  was  fraud  or  dishonesty  in  the 
initial  underwriting.  The  purpose  of  this  suggestion  is  to  speed  up  the  FHA 
processes  and  place  the  responsibility  for  good  administration  in  the  hands  of 
the  long-term  lender. 

It  ai»t»ears  to  us  that  when  large  amounts  of  money  are  being  made  available 
for  socially  desirable  purposes,  additional  steps,  without  disproportionate  ex- 
pense, must  be  taken  to  avoid  abuses.  Some  suggestions  which  might  be  considered 
are : 

FIIA  originators  and  servicers  should  be  advised  that  higher  standards 
of  performance  will  be  recpiired  and  that  performance  audits,  including 
spot  checks  of  proi)erty  appraisals,  as  well  as  accounting  audits  will  be 
made.  Failure  to  perform  to  .satisfactory  standards  should  result  in  the 
revocation  of  the  originators'  right  to  originate  and  service  FIIA  loans. 

I'nethical  practices  by  Itrokers  in  processing  FIIA  loans  should  be  rei)orted 
to  loc.'il  authorities  for  action  in  the  nature  of  revocation  of  l)rokers' 
licenses. 

Conunents  have  been  made  that  FIIA  has  not  l>een  able  to  provide  proper 
administration  and  supervision  of  its  programs.  ]»articularly  in  high  loan 
volume  inner  city  areas,  because  of  lack  of  funds.  We  suggest  a  study  be 
made  as  to  the  adequacy  of  FHA's  staffing. 
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Historically  FIIA's  ,a:re;it(\st  sncooss  has  been  in  the  unassisted  residential 
lo;in  program.  The  nndevwritin?  and  appraisal  activities  necessary  in  carrying 
out  FIIA  socially-orienlf'd  sul>si(}izcd  i)rogranis  differ  from  tliose  FIIA  assisted 
loans  nsed  in  other  programs.  I^ndouhtedly,  these  subsidized  programs  require  a 
lot  more  expertise  and  sui)ervision.  For  this  reason  we  suggest  that  the  subsidized 
riirograms  be  run  by  a  separate  entity,  either  within  or  outside  of  FHA,  which 
could  take  an  entirely  different  approach. 

We  believe  FHA  should  amend  its  regulations  requiring  the  vacating  of  fore- 
closed FHA  2(i3-l»  insured  properties.  This  is  especially  true  in  large  cities  such 
as  New  York  which  is  now  facing  a  housing  shortage.  Often  legal  delays  in  evic- 
tii^ns  result  in  the  lender  owning  the  j'roperty  for  more  than  a  year  after  the  fore- 
closure proceedings  have  been  completed.  After  the  premises  are  finally  vacated, 
(iften  the  property  expei'iences  substantial  vandalism  and  destruction  further 
contributing  to  neighborliood  blight.  V.A.  has  a  more  practical  api>roach  and 
accepts  foreclosed  propertit>s  with  occupants.  We  recouunend  that  FHA  adopt 
the  same  position  as  the  VA. 

For  many  years  VA  has  reimbursed  investors  for  the  entire  cost  of  foreclosure 
with  a  limit  on  the  amount  <»f  attorney's  fees.  We  think  that  to  further  encourage 
investors'  intei'est  in  FHA  loans.  FHA  .should  adopt  this  policy  instead  of  limit- 
ing the  recovery  to  two-thirds  of  such  costs. 

Your  letter  requesting  our  api>eai-ance  also  suggested  that  we  comment  on  the 
housing  situation  in  New  York.  The  important  aspect  of  housing  in  New  York 
City  today  is  apartment  construction.  The  production  of  multi-family  units  by 
private  industry  has  been  declining  precipitously  in  recent  years.  The  abandon- 
ment of  housing  units  has  grown  to  an  alarming  rate.  The  result  has  been  a  net 
annual  loss  of  housing  units.  It  has  been  said  that  New  York  City  is  drifting 
from  housing  crisis  to  catastrophe.  The  problems  in  ^ew  York  City  may  be  more 
extreme  than  in  other  lar.ge  cities  but,  to  varying  degrees,  basic  problems  for  all 
large  cities  are  similar,  and  it  seems  obvious  that  there  are  no  quick,  easy  solu- 
tions to  these  basic  problems. 

New  York's  problems  are  compounded  by  the  continued  existence  of  local  rent 
control.  New  York  City  has  had  rent  control  since  tlie  early  4(Vs.  and  many  studies 
have  been  made  of  the  difficulties  which  have  arisen  from  continued  controls. 
(The  study  made  in  1070  by  the  Economic  Development  Council  of  New  York 
City,  Inc.,  seems  to  siunmarize  the  subject  well.)  There  appears  little  doubt  that 
controls  put  landlords  in  a  squeeze  where  expenses  for  operating  apartment 
houses  increase  much  more  rapidly  than  the  controlled  rents.  This  lias  resulted 
in  under-maintenanee  and  deterioration  of  the  housing  inventory  and  wholesale 
abandonment  of  older  buildings.  Estimates  have  been  made  that  the  abandon- 
ment rate  may  now  exceed  40.000  units  per  year.  It  also  seems  clear  that  rent 
controls  have  resulted  in  a  situation  where  many  people,  who  could  afford  higher 
rents,  are  living  in  apartments  in  good  older  rent  controlled  buildings,  paying 
relatively  low  rents,  while  costly  new  buildings  are  built  for  poor  people  whose 
rents  mu.st  be  subsidized  very  heavily.  Furthermore,  the  administration  of  rent 
controls  has  been  so  slow  and  so  confused  that  it  has  added  immeasurably  to 
the  difficulties  and  cost  of  operating  residential  properties.  Surely  this  atmosphere 
is  not  conducive  to  the  construction  of  new  apartment  buildings.  It  would  not  be 
practical  to  drop  controls  overnight,  but  there  must  be  a  way  of  phasing  them 
out.  A  step  in  this  direction  was  taken  when  decontrol  was  allowed  for  vacated 
apartments. 

Before  discussing  the  general  problem  of  housing,  we  should  like  to  point  out 
that  the  real  estate  busine.ss  has  unusual  characteristics.  It  is  probably  one  of 
the  most  fragmented  and  competitive  industries  in  our  economy.  There  is  a 
multitude  and  great  diversity  of  developers,  investors,  builders  and  architects. 
There  is  a  diversity  of  aims  in  planning  and  developing.  There  is  no  meeting 
place  or  common  market  f<ir  the  industry.  There  is  a  diversity  of  lenders :  insur- 
ance companies,  commercial  and  savings  banks,  savings  and  loans,  trust  and 
pension  funds,  individual  lenders  and  public  agencies." Land  parcels  are  frag- 
mented and  cannot  be  moved,  and  are  in  limited  supply.  We  cannot  readily  pro- 
duce more  land,  and  the  cost  of  developing  new  land  is  becoming  more  and  more 
expensive.  Much  land  is  physically  or  economically  umsalable.  A  particular  parcel 
of  land  is  unique,  and  if  in  the  assemblage  of  a  plot,  one  parcel  cannot  be  obtained, 
then  the  availability  of  other  parcels  elsewhere  may  be  of  no  help  and  the  proj- 
ect may  have  to  be  abandoned. 
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Housing  per  se  does  not  exist  in  a  vacuum.  Basically,  it  is  part  of  an  urban 
problem  involving  various  services,  such  as  police  protection,  educational  facili- 
Ues  tmncportation,  utilities,  garbage  and  trash  collection.  Housing  is  also 
affected  by  job  opportunities,  unions  (with  particular  emphasis  on  construction 
trades)  welfare  programs,  financing,  politics  and  government.  Developers  want 
to  build  and  lenders  want  to  lend,  but  developers  will  build  only  if  tenants  will 
live  in  their  buildings;  and  tenants  require  the  services  mentioned.  As  was 
exemplified  by  the  widely-publicized  Pruitt-Igoe  development  in  St.  Louis,  hous- 
in-  is  not  just  a  collection  of  bricks  and  mortar.  If  the  general  climate  m  a 
city  were  such  that  builders  and  tenants  had  confidence  in  the  city's  future, 
they  could  at  least  look  forward  to  improvement  even  if  these  services  were  not 
currently  provided  to  the  desired  degree. 

Then,  we  believe,  developers  would  build  and  lenders  would  make  funds 
available.  In  New  York  City,  as  in  some  other  large  urban  areas,  the  climate 
has  not  been  encouraging  to  developers  and  lenders,  and  they  have  been  reluc- 
tant to  risk  their  own  funds  or  the  funds  of  depositors,  policyholders  or  con- 
tributors to  pension  funds. 

When  a  developer  starts  to  plan,  he  must  assemble  a  site.  In  some  areas  of 
large  cities  this  becomes  difiicult.  The  present  zoning  law  of  New  York  City 
makes  sites  that  were  formerly  used  for  apartments  uneconomic  because  of 
area  requirements.  While  certainly  zoning  is  desirable  and  necessary,  it  must 
have  flexibility,  and  it  must  be  reviewed  for  accomplishment.  In  many  areas  of 
New  York  City  it  is  now  difficult,  if  not  impossible,  to  assemble  large  sites  for 
the  economic  construction  of  apartment  houses.  The  difficulty  of  assembling 
large  sites  is  sometimes  because  of  the  land  speculator  or  the  "hold  out"  who 
blocks  the  acquisition  by  unreasonable  demands.  In  New  York  a  special  problem 
arises  again  relating  to  rent  control.  It  is  the  difficulty  of  removing  tenants  in 
order  to  commence  construction  of  a  new  building. 

A  basic  question  arises  as  to  why  housing  must  be  subsidized.  If  the  under- 
privileged could  earn  a  proper  income,  could  not  housing  be  made  available  for 
them  economically  in  the  market  place?  In  the  long  run  would  it  not  be  better 
to  emphasize  the  education  of  these  people  and  their  training  in  marketable 
skills,  so  that  they  can  pay  for  their  own  housing?  Of  course,  at  the  lowest  end 
of  the  income  scale,  there  will  always  be  people  who  do  require  subsidy.  This  is 
provided  by  various  governmental  subsidy  programs  including  direct  construc- 
tion by  housing  authorities.  But,  if  people  are  aided  and  permitted  to  earn  a 
satisfactory  wage,  even  this  should  be  at  a  minimum. 

The  matter  of  education  should  include  education  in  "living" — how  to  live  with 
neighbors,  how  to  care  for  a  home,  how  to  budget  income.  Many  examples  point 
to  the  fact  that  people  without  such  training  and  background  and  without  the 
dignity  of  a  sustaining  job  and  a  stake  in  life  are  more  likely  to  destroy  physically 
good  housing. 

Construction  costs,  which  have  skyrocketed  in  recent  years  particularly  in  the 
large  urban  areas,  are  affected  not  only  by  direct  wage  increases  and  fringe  bene- 
fit increases,  but  indirectly  through  lower  productivity.  Jurisdictional  disputes 
and  strikes  can  result  in  large  extra  costs  in  the  form  of  continued  interest  on 
borrowed  money,  taxes,  insurance  costs,  equipment  rentals  and  overhead  expenses, 
which  do  not  appear  as  a  labor  cost,  but  are  rather  charged  to  the  categories 
mentioned. 

In  the  area  of  governmental  influences,  it  is  becoming  more  apparent  that  we- 
must  find  some  way  of  minimizing  agency  jurisdictional  problems.  The  many  ad- 
ministrative bodies  that  have  to  pass  on  a  single  building  venture  must  somehow 
coordinate  and  function  more  efficiently.  Building  codes  are  highly  important  and 
should  not  be  weakened,  but  should  be  I'ept  up-to-date  with  developments.  Real 
estate  taxation  procedures  should  be  reviewed.  Should  real  estate  taxes  emphasize 
land  taxes  more  than  building  taxes  in  order  to  discourage  land  speculation? 

On  the  local  political  scene  it  would  seem  necessary  to  find  some  way  of  re- 
lieving, to  some  degree,  the  elected  official  from  having  to  face  unpopular  day-to- 
day purely  administrative  decisions.  While  there  should  be  a  fonmi  for  a  com- 
munity's voice  with  respect  to  the  planning  of  new  developments — this  should 
not  be  permitted  to  deteriorate  into  no  more  than  a  mechanism  for  delaying  or 
stoi)ping  prompt  administrative  decisions  and  subsequent  actions. 

Other  than  in  limited  and  exceptional  periods  in  which  money  may  be  in  short 
supply,  we  do  not  believe  the  availability  of  money  for  housing  is  a  basic  problem. 
If  the  atmosphere  is  such  that  a  developer  will  build,  it  is  likely  that  financing 
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will  be  found.  Lending  is  our  business,  and  we  want  to  lend  if  we  can  make  a  safe 
loan  with  good  security  and  at  competitive  interest  rates. 

The  success  of  private  enterprise  in  housing  will  depend  on  the  degree  to  which 
urban  centers  can  create  confidence  in  the  future  with  builders,  lenders,  home- 
owners and  tenants.  If  cities  are  again  attractive  places  to  live,  the  flight  to  the 
suburbs  will  be  reversed.  The  situation  is  serious  and  we  should  push  ahead  vigor- 
ou.sly  with  reform.  Ultimate  solutions  will  reciuire  assurances  of  stability  and 
comprehensive  coordinated  planning  within  the  realm  of  the  possible,  carried 
out  with  firm  conviction. 

Senator  Hart.  If  you  have  any  amendments  to  make,  please  feel 
free  to  do  it. 

Mv.  HiTEBNF.R.  Thank  you.  I  am  Carl  H.  Huebner,  senior  vice  presi- 
dent of  JNIetropolitan  Life  Insurance  Co.  in  charge  of  real  estate  financ- 
ing operations,  and  I  have  with  me  my  immediate  associate,  Mr. 
Leahy,  vice  president,  and  JMr.  Philip  Blumenfe]d,  manager  of  special 
projects  of  the  real  estate  financing  division,  who  are  closer  to  some 
aspects  of  this  than  I  am. 

Also  with  me  is  Mr.  Frank  Roegge.  vice  president,  investment 
counsel,  who  is  responsible  for  the  legal  aspects  of  our  real  estate 
operations. 

We  appreciate  the  opportunity  of  sharing  our  views  and  hope  that 
we  will  be  of  some  help  to  this  subcommittee.  I  will  try  to  summarize 
this  statement  as  you  have  the  complete  text. 

Metropolitan  is  a  mutual  life  insurance  company,  operating  through- 
out the  United  States  and  Canada.  Our  real  estate  financing  opera- 
tions are  part  of  our  investment  program  conducted  for  the  benefit 
of  some  47  million  policyholders. 

As  our  insurance  business  became  nationwide  through  the  years, 
and  because  of  the  desire  to  increase  our  lending  volume  and  to  obtain 
wider  geographic  distribution  of  our  mortgage  investment,  Metro- 
politan decided  to  appoint  mortgage  bankers  as  loan  correspondents 
to  represent  INIetropolitan  in  many  areas  of  the  country. 

Through  the  correspondent  system,  now  consisting  of  about  108 
correspondents,  Metropolitan  acquired  just  about  all  of  its  one-to- 
four-family  house  loans. 

These  correspondents  generally  originate  mortgage  loans  with  tlieir 
own  funds,  and  sell  them  to  us  as  well  as  to  many  otiier  investors. 
Tliey  then  act  as  the  servicing  agent. 

Thus,  witli  respect  to  house  loans,  we  operate  almost  exclusively 
in  the  secondary  market. 

In  1945  Metropolitan  entered  the  FHA  insured  and  VA  guaranteed 
mortgage  program  by  acquiring  such  loans  through  its  network  of 
correspondents. 

As  of  December  31,  1971,  our  portfolio  of  nonfarm  mortgage  loans 
in  the  United  States  is  shown  by  the  tabulation  on  page  three^ 

You  will  see  that  the  total  portfolio  is  slightly  in  excess  of  $10 
billion,  and  that  81  percent,  over  $8.2  billion,  of  "the  portfolio  is  in 
residential  loans;  and  by  this  I  mean  houses  and  apartment  buildings. 
And  $4.2  billion  or  about  41  percent  are  in  FHA  and  VA  loans. 

Over  the  years  our  experience  demonstrated  that  the  appraisals 
and  underwriting  of  VA  and  FHA  and  our  correspondents  Avere  o-en- 


1224 

erally  satisfactory,  except  for  some  loans  in  the  life  insurance  industry 
program. 

Since  about  1965  and  continuing  through  the  industry  programs, 
we  have  relied  more  on  FHA  appraisals  and  underwriting  with  re- 
views and  checks  by  our  correspondents. 

Delinquencies  and  foreclosures  have  been  somewhat  higher  on  FHA 
and  VA  loans  than  for  conventional  house  loans,  but  by  and  large — 
excluding  the  industry  program — the  record  has  been  satisfactory. 

In  September  of  1967  the  life  insurance  industry  announced  its 
intention  to  in\'est  $1  billion  in  inner-city  areas  to  improve  housing 
conditions  and  finance  job-creating  enterprises, 

I  sliould  say,  perhaps,  finance  facilities  for  job-creating  enterprises. 

Metropolitan's  share  of  this  $1  billion  was  $157  million.  Later  a 
second  billion  dollar  program  was  announced,  bringing  our  total 
commitment  to  $3^2  million.  A  summary  of  our  industry  program 
disbursements  and  commitments — if  they  are  not  yet  disbursed — as 
of  June  1,  1972,  is  indicated  in  the  tabulation  on  page  five. 

You  will  see  that  the  total  number  of  loans  involved  is  approxi- 
mately 12,000  and  the  amount  of  our  commitment  or  disbursement  is 
approximately  324  million.  87  percent  of  this  is  in  residential  lending. 

The  concept  of  the  i]mer-city  industry  program,  coinciding  with  the 
FHA"s  willingness  to  insure  loans  in  these  areas,  must  be  considered 
in  the  light  of  conditions  at  the  time. 

The  general  feeling  of  nearly  everyone — government  and  public 
alike — was,  "Do  something." 

The  results  thus  far  have  indicated  that  such  loans  have  involved 
higher  losses.  These  losses,  indeed,  will  be  borne  primarily  by  FHA. 
Possible  losses  on  loans  not  insured  or  guaranteed,  reduction  of  inter- 
est income  because  the  average  interest  rates  for  these  inner-city  loans 
were  under  the  then  market  rate  for  other  loans,  and  uncollected  in- 
terest and  foreclosure  expenses  will  all  be  borne  by  lenders. 

Even  though  the  losses  will  be  appreciable,  we  believe  from  our  ex- 
perience, the  industry  program  was,  on  the  whole,  a  success.  I  perhaps 
should  say  here  that  I  measure  success  in  the  context  of  the  times  and 
the  aijns  of  the  program. 

It  might  indicate  the  urgency  of  the  times  if  I  were  to  quote  two 
sentences  by  President  Johnson  at  the  time  the  program  was  an- 
nounced. He  said,  "I  hope  we  can  start  to  announce  the  first  projects 
under  this  plan  not  within  months  or  weeks,  but  within  a  few  days." 
and  ''Put  your  money  and  your  efforts  where  the  needs  and  the  prob- 
lems are  the  greatest,  where  the  people  are  the  poorest." 

Most  of  these  program  loans  are  in  good  standing  and  many  dis- 
advantaged people  were  enabled  to  become  homeowners  and  borrow 
mortgage  money  for  the  first  time.  Facilities  were  provided  for  small 
industries,  businesses,  and  social  services.  Minority-owned  mortgage 
firms  were  aided,  with  Metropolitan  appointing  such  firms  as  corre- 
spondents in  eight  cities. 

Undoubtedly  abuses  crept  in  and  some  honest  mistakes  were  made. 
Considering  the  rapid  change  that  occurred  in  many  areas  of  many 
cities,  property  values  were,  at  times,  difficult  to  deterinine.  The  acconi- 
plishments  are  hard  to  evaluate.  All  the  returns  are  not  in.  But  some- 
thing positive  was  done.  Had  prior  policies  prevailed,  little,  if  any- 
thing, would  have  been  accomplished. 
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To  iiiipleincnt  the  industry  program  in  the  city  of  New  York,  we 
appointed  a  black-operated  savings  and  loan  association,  the  Carver 
Federal  Savings  and  Loan,  to  act  as  our  correspondent  because  of  their 
familiarity  with  inner-city  lending. 

After  a  considerable  period,  this  appointment  proved  unworkable 
for  them  and  they  withdrew.  We  were  unable  to  replace  Carver  with 
a  minority  correspondent. 

We  had  also  selected  Manufacturers  Hanover  Trust  Co.  with  an 
active  mortgage  department  and  branch  banking  offices  in  all  areas  of 
the  city.  However,  even  they  could  not  originate  loans  in  the  poor, 
core  areas  in  any  volume. 

Because  of  our  urging  them  to  become  active  in  these  areas,  they 
turned  to  originators  who  were  active  in  the  inner-city  areas.  Manu- 
facturers located  such  loans  and  arranged  for  the  sale  to  us.  Manu- 
facturers' employees  viewed  the  properties  involved,  and  spot  checks 
were  made  by  our  employees. 

Subsequently,  a  substantial  number  of  mortgage  loans  sold  to 
Metropolitan  went  into  default  and  foreclosure  became  necessary.  At 
tliis  time  the  inability  to  evict  occupants  from  three-  or  four-family 
liouses,  because  of  New  York  City's  rent  control  law,  coupled  with 
FHA's  insistence  that  such  properties  be  vacant  when  conveyed  to  it, 
ci'eated  a  most  difficult  situation. 

After  meetings  with  local  and  Washington  FHA  officials,  an  ar- 
rangement was  reached  early  in  1970,  whereunder  the  FHA  agreed 
to  tfiko  title  to  tliree-  ai)d  four-family  ])i'operties  piior  to  eviction,  pro- 
\  ided  eviction  would  be  handled  by  Metropolitan  as  agent  for  FHA. 

About  May  of  1970,  Metropolitan  decided  that  Eastern  Service 
Corp.,  which  had  originated  some  of  the  loans  sold  to  Metropolitan, 
seemed  to  have  the  facilities  and  the  personnel  necessary  for  originat- 
ing loans  and  servicing  loans  in  such  areas  as  the  Bedford-Stuyvesant 
area. 

All  one-  to  four- family  house  loans  serviced  by  Manufacturers  were 
turned  over  to  Eastern. 

In  all,  under  the  industry  program  in  New  York  City,  we  acquired 
or  made  593  loans  in  an  aggregate  amount  of  about  $17,600,000.  As 
of  May  31,  1972,  81  of  these  loans,  in  an  aggregate  amount  of  about 
$1,400,000,  or  13.6  percent  of  the  numbers  involved,  had  gone  into 
foreclosure ;  and  in  most  instances,  foreclosure  has  been  completed. 

This  compares  with  our  national  experience  under  the  industrj''  pro- 
gram of  7.8  percent  rate  for  a  comparable  period. 

Given  the  employment  and  the  other  problems  of  borrowers,  the  de- 
terioration of  the  neighborhoods  and  other  factors,  we  think  it  was 
impossible  to  avoid  a  higher  than  usual  foreclosure  rate,  since  the  over- 
riding desire  was  to  assist  in  the  housing  of  disadvantaged  people. 

It  does  appear,  however,  that  had  the  program  in  New  York  City 
as  well  as  in  some  other  major  cities  been  without  abuses,  the  rate  of 
foreclosure  might  have  been  reduced  to  a  more  acceptable  level. 

In  the  subcommittee  letter  requesting  our  appearance,  we  -^  ei-e  ;isked 
for  suggestions  for  changes  in  the  Federal  housing  prograras,  which 
would  prevent  the  difficulties  which  have  arisen  and  make  the  second- 
ary market  more  attractive  to  investors.  J  "     ,' 

One  aspect  of  FHA,  VA  lending  which  we  believe  is  unattractive  to 
lenders,  purchasers,  and  sellers  is  the  attempt  to  administer  or  con- 
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trol  interest  rates.  This  is  a  device  that  leads  to  inflated  prices  for 
housing,  because  the  seller  has  to  pay  the  discount  "points"  so  that  his 
purchaser  can  obtain  a  loan. 

This  has  been  a  universal  practice  whenever  the  controlled  rate  fell 
below  the  actual  market  rate.  At  times  the  discounts  became  so  great 
that  we  believe  sales  were  inhibited.  Most  buyers  probably  do  not 
understand  when  jwints  are  involved  that  they  are.  in  effect,  paying  a 
higher  price  because  the  seller  probably  adds  the  points  to  the  sale 
price. 

When  the  fixed  rates  were  changed,  particularly  the  larger  changes, 
awkward  situations  arose,  and  there  was  confusion  in  the  market. 
We  would  definitely  favor  a  free  market  interest  rate  policy. 
On  an  experimental  basis,  selected  institutional  long-term  lenders 
might  be  authorized  by  FHA  to  underwrite  and  commit  loans  for 
203-b  insurance.  FHA  would  have  the  right  to  inspect  and  review  loans 
so  underwritten  to  assure  itself  that  proper  standards  were  being 
maintained. 

The  long-term  lender  would  file  a  claim  with  the  FHA  in  the  ordi- 
nary manner,  but  it  would  be  subject  to  appropriate  reduction  in  the 
event  FHA  established  there  was  fraud  or  dishonesty  in  the  initial 
underwriting. 

The  purpose  of  this  suggestion  is  to  speed  up  the  FHA  processes 
and  place  the  responsibility  for  good  administration  in  the  hands  of 
long-term  lenders. 

It  also  appears  to  us  that  when  large  amounts  of  money  are  being 
made  available  for  socially  desirable  purposes,  additional  steps,  with- 
out disproportionate  expense,  must  be  taken  to  avoid  abuses.  Some 
suggestions  which  might  be  considered  are : 

FHA  originators  and  servicers  should  be  advised  that  higher  stand- 
ards of  performance  will  be  required  and  that  performance  audits,  in- 
cluding spot  checks  of  property  appraisals  as  well  as  accounting  audits 
will  be  made.  Failure  to  perform  to  satisfactory  standards  will  result 
in  the  revocation  of  the  originator's  right  to  originate  and  service  FHA 
loans. 

Unethical  practices  by  brokers  in  processing  FHA  loans  should  be 
reported  to  local  authorities  for  action  in  the  nature  of  revocation  of 
broker's  license. 

Comments  have  been  made  that  FHA  has  not  been  able  to  provide 
a  proper  amount  of  administration  and  supervision  of  the  programs, 
particularly  in  high  loan  volume  inner-city  areas,  because  of  lack  of 
funds.  We  suggest  a  study  be  made  as  to  the  adequacy  of  FHA  staffing. 
Historically,  FHA's  greatest  success  has  been  in  the  unassisted  res- 
idential loan  programs;  the  underwriting  and  appraisal  activities 
necessary  in  carrying  out  FHA  socially  oriented  subsidized  programs 
differ  from  those  FHA  unassisted  loans  used  in  other  programs. 

Undoubtedly,  these  subsidized  programs  require  a  lot  more  expertise 
and  supervision.  For  this  reason,  we  suggest  that  the  subsidized  pro- 
grams be  run  by  a  separate  entity,  either  within  or  outside  of  FHA, 
which  could  take  an  entirely  different  approach. 

We  believe  FHA  should  "amend  its  regulations  requiring  the  vacating 
of  foreclosed  203-b  insured  properties.  This  is  especially  true  in  large 
cities,  such  as  New  York,  which  is  now  facing  a  housing  shortage.  Often 
legal  delays  and  eviction  result  in  the  lender  owning  a  property  for 
more  than  a  year  after  the  foreclosures  have  been  completed. 
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After  the  premises  are  finally  vacated,  often  the  property  experi- 
ences substantial  vandalism  and  destruction,  further  (•ontiibutin<r  to 
nei<;}iboiliood  blight.  *" 

The  VA  apjjroach  is  to  accept  the  foreclosed  projx'rty  with  occu- 
pants. AAV  recommend  that  FHA  adopt  the  same  position  as  the  VA. 
For  many  years  VA  has  reimbursed  investors  for  the  entire  cost  of 
foreclosure  with  a  limit  on  the  amount  of  the  attorney's  fee.  We  think 
that  to  further  encourage  in\estors'  intei-est  in  FHA  loans,  FHA 
should  adopt  this  policy  instead  of  limiting  the  recovery  to  tAvo-thirds 
of  such  cost. 

Your  letter  requesting  our  appearance  also  suggested  that  we  com- 
ment on  the  housing  situation  in  New  Yo)-k.  The  important  aspect  o^* 
housing  in  Xe\y  Yoriv  City  today  is  the  apartment  construction. 

The  i^rodiict  ion  of  multifamily  units  by  private  industry  has  been 
declining  precipitously  in  recent  years.  The  abandonment  of  housing 
units  has  grown  to  an  alarming  rate,  and  the  net  result  has  been  a  net 
annual  loss  of  housing  units. 

The  problem  in  Xew  York  City  may  be  more  extreme  than  in  other 
large  cities,  but  to  varying  degrees  basic  problems  foi-  all  the  cities  are 
similar.  And  it  seems  obvious  that  thei-e  are  no  quick,  easy  solutions 
to  these  basic  problems. 

Xew  York's  problems  are  compounded  by  the  continued  existence  of 
local  rent  controls.  So  much  has  already  been  said  on  this  subject,  I 
doubt  that  I  need  elaborate  here;  but  I  might  point  out  that  even  the 
administration  of  rent  controls  has  been  so  slow  and  so  confused  thar. 
it  has  added  immeasurely  to  the  difficulties  and  costs  of  operating 
residential  property. 

Rent  control  has  created  an  atmosphere  that  is  not  conducive  to  the 
construction  of  new  apartment  buildings.  Naturall}-,  it  would  not  be 
practical  to  drop  controls  over  night,  but  there  must  be  a  way  of 
phasing  them  out. 

A  step  in  this  direction  was  taken  when  decontrol  was  allowed  for 
vacated  apartments. 

Housing,  per  se,  does  not  exist  in  a  vacuum.  Basically,  it  is  part  of  an 
urban  problem,  involving  various  services — police  protection,  educa- 
tional facilities,  transportation,  utilities,  garbage,  and  trash  collection. 
Housing  is  also  affected  by  job  oppoi'tunities,  unions  (with  particular 
emphasis  on  construction  trades),  welfare  programs,  financing,  poli- 
tics, and  government. 

Developers  want  to  l)uild  and  lenders  want  to  lend ;  but  developers 
will  build  only  if  tenants  will  live  in  their  buildings,  and  tenants  re- 
quire the  services  mentioned.  If  the  general  climate  in  a  city  was  such 
that  builders  and  tenants  had  confidence  in  the  city's  future,  they  could 
at  least  look  forward  to  impiovement,  even  if  these  services  were  not 
currently  provided  to  the  desired  degree. 

Then,  we  believe,  developei-s  will  build  and  lenders  will  make  funds 
available.  In  Xew  York  City,  as  in  some  other  large  ur-ban  areas,  the 
climate  has  not  been  encouraging  to  developers  and  lenders;  and  they 
have  been  reluctant  to  risk  their  own  funds  or  the  funds  of  depositors, 
policyholders,  or  contributors  to  pension  funds. 

When  a  developer  starts  to  plan,  he  must  assemble  a  site.  In  some 
areas  of  large  cities,  this  becomes  difficult.  The  present  zoning  law  of 
New  York  City  makes  sites  that  were  formerly  used  for  apartments  un 
economical  because  of  area  requirements. 
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While  rortninly  zoning  is  desirable  and  necessary,  it  must  have  flex- 
ibility and  it  nuist  be  reviewed  for  accomplishment.  In  many  areas  of 
New  York  City  it  is  now  difficult,  if  not  impossible,  to  assemble  large 
sites  for  the  economic  constt-nction  of  apartment  houses. 

In  New  York  a  special  problem  arises,  airain  relating  to  rent  control. 
This  is  the  difficulty  of  removing  tenants  in  order  to  commence  con- 
struction of  a  new  building. 

A  basic  question  arises  as  to  why  housing  must  be  subsidized.  If  the 
underprivileged  could  eai-n  a  proper  income,  could  not  housing  be 
made  available  to  them  economically  in  the  m.arketplace  ? 

In  the  long  run.  would  it  not  be  better  to  emphasize  the  education 
of  these  people  and  their  training  and  marketable  skills,  so  that  they 
can  })ay  for  their  own  housing  ? 

Of  course,  at  the  lowest  end  of  the  income  scale  there  will  always 
be  people  who  do  require  subsidy.  This  is  provided  by  various  govern- 
mental subsidy  programs,  including  direct  construction  by  housing 
authorities.  But  if  people  are  aided  and  permitted  to  earn  a  satisfac- 
tory wage,  even  this  should  be  at  a  minimum. 

ConstVuction  costs,  which  have  skyrocketed  in  recent  years,  particu- 
larlv  in  large  urbfin  areas,  are  affected,  not  only  by  direct  wage  in- 
creases and  fringe  benefit  increases,  but  indirectly  through  lower  pro- 
ductivity. Jurisdictional  disputes  and  strikes  can  result  in  large  extra 
costs  in  the  form  of  continued  interest  on  borrowed  money,  taxes, 
insurance  costs,  equipment  rental,  overhead  expenses,  which  do  not 
appear  as  a  labor  cost,  but  are  rather  charged  to  the  categories 
mentioned. 

In  the  area  of  governmental  influences,  it  is  becoming  more  apparent 
that  we  must  find  some  way  of  minimizing  agency  jurisdictional  prob- 
lems. The  many  administrative  bodies  that  have  to  pass  on  a  single 
building  venture  must  somehow  coordinate  and  function  more 
efficiently. 

Building  codes  are  highly  important,  and  should  not  be  weakened, 
but  should  be  kept  up  to  date  with  developments. 
Real  estate  taxation  procedures  should  be  reviewed. 
On  the  local  political  scene,  it  would  seem  necessary  to  find  some 
way  of  relieving,  to  some  degree,  the  elected  official  from  having  to 
face  unpopular,  day-to-day,  purely  administrative  decisions.  Whil? 
there  should  be  a  forum  for  a  community  voice  with  respect  to  th-^ 
planning  of  new  development,  this  should  not  be  permitted  to  deteri- 
orate into  no  more  than  a  mechanism  for  delaying  or  stopping  prom*  *^ 
administrative  decisions  and  subsequent  action. 

Other  than  in  limited  and  exceptional  periods  in  which  money  mav 
be  in  short  suj^ply,  we  do  not  believe  the  availability  of  money  is  a 
basic  problem  for  housing.  If  the  atmosphere  is  such  that  a  develope  r 
will  build,  it  is  likely  that  financing  will  be  found. 

The  success  of  private  enterprise  in  housing  will  depend  on  the 
degree  to  which  urban  centers  can  create  confidence  in  the  future  with 
builders,  lenders,  home  owners,  and  tenants. 

If  cities  are  again  attractive  places  to  live,  the  flight  to  the  suburbs 
will  be  reversed.  The  situation  is  serious,  and  we  should  push  ahead 
vigorously  with  reform. 

Ultimate  solutions  will  require  assurances  of  stability,  comprehen- 
sive, coordinated  planning  within  the  realm  of  the  possible,  and  carried 
out  with  firm  conviction. 
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Mr.  Chairman,  this  concludes  my  review  of  our  statement. 

Senator  Hart.  It  is  a  statement  that  I  think  all  of  us  who  arc  in- 
volved in  these  hearings  will  appreciate  very  much.  I  think  it  is  rich 
in  suggestion,  and  most  constructive. 

You  have  a  recommendation,  for  example,  on  page  9 — two  of  them. 
The  first  one.  I  am  not  sure  I  want  to  get  into  lest  I  display  my 
ignorance. 

But  on  the  second  one,  do  I  understand  correctly,  you  are  recom- 
mending that  an  institution  such  as  Metropolitan  write  loans  directly 
without  going  to  the  FHA  ? 

Mr.  HuEBNEK.  In  our  case,  it  will  probably  originate  with  our  cor- 
res})ondent,  but  that  will  not  relieve  us  of  the  responsibility. 

It  would  be  kind  of,  I  suppose,  an  automatically  insured  FHA  loan. 

Senator  Hart.  At  what  point  would  FHA  come  in  ? 

Mr.  HuEBNER.  They  would  have  the  right,  at  any  time,  to  come  in 
and  inspect  our  records. 

Senator  Hart.  You  would  do  all  the  leg  work,  paper  work?  With 
your  underwriting  judgment  and  so  on  ? 

Mr.  Leahy.  We  envision  we  would  report  constantly  to  FHA  on 
what  we  had  done.  We  would  get  a  series  of  insured  loan  numbers  for, 
maybe  the  next  100,000  loans  to  be  processed  by  us  for  insurance,  and 
we  would  report  weekly  or  monthly  what  we  had  done.  They  would 
have  the  right  of  constant  supervision,  coming  in  to  check  to  see  if 
we  were  performing  what  the  agency  and  ourselves  agreed  we  should 
do. 

Senator  Hart.  That  would  have  the  advantage,  clearly,  of  speeding 
things  up ;  would  it  not  ? 

Mr.  Leahy.  That  was  one  of  our  hopes. 

Senator  Hart.  What  other  advantages  would  it  have  ? 

Mr.  Leahy.  Well,  if  you  are  a  long-term  lender,  you  are  a  little  more 
careful  or  what  you  put  into  your  portfolio. 

We  do  not  originate  and  then  sell.  As  a  matter  of  practice,  we  have 
not  sold  any  of  our  mortgage  portfolio.  When  we  buy  through  our 
correspondents,  we  know  we  are  going  to  live  with  such  a  loan  through 
the  ordinary  life  of  that  loan. 

Our  mistakes  will  come  back  to  live  with  us,  if  we  make  any. 

Mr.  HuEBNER.  I  have  to  say,  Senator,  this  has  not  been  thought  out 
.in  great  detail.  It  would  have  to  be  given  a  lot  of  consideration,  but 
we  think  it  might  work. 

Senator  Hart.  It  certainly,  on  its  face,  has  strong  appeal,  subject 
to- — as  you  say — putting  it  in  the  computer. 

We  have  heard  often  about  the  problem  of  the  ra^)id  deterioration 
of  the  property  once  it  becomes  vacant.  You  recommend  that  the  FHA 
regulation  that  requires  vacating  of  foreclosed  properties  be  revoked. 

As  I  get  it,  you  did  persuade  FHA  to  make  that  change  in  New 
York  with  respect  to  your  properties.  Have  you  had  'experience  under 
that  in  the  New  York  area  ? 

Mr.  Leahy.  Yes.  We  will  try  to  answci  this  together.  Senator. 

Yes.  The  reason  we  persuaded  FHA  to  fake  that  position  was  be- 
cause it  was  a  legal  impossibility  for  us  to  evict.  When  you  foreclose 
property  in  New  York,  where  there  are  statuti.ry  tenants,  that  is, 
tenants  protected  by  the  rent  control  law,  you  cannot  evict  them  unless 
they  do  not  pay  their  rent  or  they  substantially  violate  their  obliga- 
tions as  a  tenant. 
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So  you  are  forever  a  landlord  with  those  tenants.  We  could  not 
legally  comply  with  FHA  requirements.  So  we  persuaded  them  in  the 
case  of  three-  and  four-family  houses  that  they  should  become  the 
owner.  There  was  an  exception  in  the  local  rent  control  law,  which 
Mr.  Roegge  can  describe,  which  permitted  the  Federal  Government  to 
handle  an  eviction  when  a  private  landlord  could  not. 

Mr.  RoEGGE.  New  York  City  rent  control  quite  naturally,  did  not 
apply  to  the  Federal  Government.  Therefore,  if  title  was  conveyed 
to  the  Federal  Government,  we,  acting  as  the  Government's  agent 
could  evict  these  tenants  free  and  clear  of  rent  control. 

This  was  necessary  in  three-  and  four-family  houses,  and  in  a  few 
two-family  houses,  where  the  tenant  had  ()een  in  possession  before  a 
crucial  date. 

Senator  Hart.  Now,  we  have  been  told  that  FHA  has  been  reluctant 
to  move  in  this  direction  because  it  does  not  want  to  have  the  responsi- 
bility' that  is  common  to  the  landlord,  fixing  it  up  and  protecting  it 
and  all  the  rest. 

^,Vhat  do  you  think  of  FHA's  attitude  ? 

Mr.  Leahy.  I  can  understand  their  reluctance.  But  in  the  long  run, 
they  vrill  be  the  ultimate  ownei-  of  the  property.  All  that  happens  in 
the  inteivening  period  is  that  nobody  takes  care  of  the  property.  It 
just  deteriorates  into  a  shell. 

All  you  can  do  upon  completion  of  eviction  is  to  board  it  up.  We 
feel  that  FHA  ran  minimize  the  losses  without  doing  any  harm  to  indi- 
viduals by  taking  possession. 

I  realize  it  is  a  great  administrati^•o  burden. 

Senator  ITakt.  I>ased  upon  the  experience  you  had  in  New  York, 
is  there  any  reason  that  you  can  see  that  would  argue  against  FHA  re- 
voking the  occupancy  regulation  across  the  country? 

Mr.LEAHY.  Well,  i  do  not  see  why  they  could  not  do  it.  VA  has  done 
it  consistently  tlirough  the  years,  and  dealt  Avith  the  occupants. 
The  occupancy  problem  is  greatest  in  the  cities  where  there  is  a  hous- 
ing shortage. 

It  accomplishes  very  little  for  us  to  evict  occupants  in  a  tliree-  or 
four-family  house,  perhaps  a  family  with  four  or  five  children,  ^slr. 
Blumenfelcl  will  testify  as  to  what  actually  happens  in  such  an  in- 
stance, when  we  just  deliver  the  occupants  to  the  welfare  office,  which 
Ave  are  forced  to  do  as  agents  for  FHA. 

Senator  Hart.  This  is  your  experience  ? 

Mr.  Blumenfeld.  Senator,  we  might  add,  invariably,  when  the 
eviction  does  occur,  the  deterioration  sets  in  very,  very  rapidly;  by 
tenants  being  permitted  to  remain  in  occupancy,  at  lea'^t  to  tiie  extent 
that  there  is  someone  living  there,  tliere  is  a  natural  security  of  the 
premises. 

It  just  serves  no  purpose  to  further  contribute  to  the  neighborh.ood 
blight,  and  terrible  apartment  shortage  in  the  city  by  forcing  people 
into  the  street. 

Senator  Hart.  Have  you  had  exchanges  Avith  FHA  on  this? 

Mr.  RoEGGE.  No.  We  have  had  occasion  to  discuss  it  informally.  My 
personal  feeling  is  they  are  somewliat  still  loath  to  go  into  management 
of  housing.  But  they  do  have  some  advantages,  being  tlie  Federal 
Government. 
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I  tliink  they  Avould  do  some  things,  perhaps,  that  private  owners 
cannot  do.  One,  as  I  said,  they  are  free  from  rent  control ;  and  also 
being  the  Government,  itself,  I  think  they  have  certain  emotional  ad- 
vantages, maybe,  that  other  people  do  not  have. 

Senator  Hart.  I  do  not  know  whether  the  landlord  looks  different 
if  he  is  corpoi'ate  or  governmental.  You  describe  the  difficulty  of  as- 
sembling land. 

I  think  you  are  suggesting  some  kind  of  benchmark  taxation.  Is 
that  not  correct  ?  Namely,  to  tax  the  land  on  the  basis  of  what  societ}* 
Judges  its  use  should  be,  not  on  the  basis  of  the  appraisal  of  the  build- 
ing that  may  be  on  it. 

Mr.  HuEBNER.  Yes. 

Senator  Hart.  And  that  would  have  the  effect,  I  take  it,  of  making 
it  expensive  to  the  speculator  who  wanted  to  sit  on  vacant  land  for  a 
while? 

]Mr.  Htjebner.  Or  sit  there  with  a  small  building  that  is  obviously 
an  underimprovement. 

Senator  Hart.  I  think  it  is  a  good  idea. 

Xow,  T  want  to  ask  you :  Do  you  know  any  way  the  Federal  Govern- 
ment can  change  the  local  property  tax  structure? 

]Mr.  HuEBXER.  No.  I  have  to  admit,  Senator,  I  do  not  know  how 
the  Federal  Government  can  do  it. 

I  think  in  the  context  of  our  history,  it  is  a  local  problem. 

^Ir.  RoEGGE.  They  might  be  able  to  do  it.  Senator,  through  condi- 
tions of  grants  to  cities. 

Senator  Hart.  On  conditions  that  it  adopt  an  acceptable  tax  system  ? 

Mr.  RoEGGE.  Yes.  Since  so  much  of  the  problems  of  the  cities  are  their 
tax  problems,  I  think  the  Federal  Government  has  an  interest  to  see 
that  they  have  an  acceptable  tax  structure. 

Senator  Hart.  Mr.  Blum  ? 

I\lr.  Blu^i.  I  would  like  to,  if  I  may.  develop  a  little  bit  further  the 
pi'oblem  of  building  abandonment  in  New  York. 

I  am  thinking  here  particularly  of  the  multifan^ily  structures  which 
are  being  abandoned  so  rapidly  in  the  different  boroughs  in  New  York 
City.  Is  the  principal  factor  in  abandonment  that  the  building  man- 
ager simply  does  not  have  enough  money,  after  he  has  paid  his 
mortgage,  to  meet  his  bills;  and  decides  it  is  "no-go"  and  leaves? 

]Mr.  Huebxer.  Yes,  I  believe  it  is.  There  is  no  question  that  expenses 
of  operating  buildings,  including  taxes,  have  increased  several-fold 
faster  than  the  rent  under  the  New  York  City  rent  control.  I  might 
guess  it  is  three  times  faster. 

]Mr.  Blum.  What  is  the  historical  pattern  of  multi-family  mortgage 
financing  in  New  York  in  terms  of  the  degree  of  amortization  and  the 
like? 

Mr.  Huebxer.  How  far  back  in  history  do  you  want  to  go  ? 

Mr.  Blum.  As  fra-  back  r-s  those  buildings  which  are  being  abandoned 
now. 

Wliat  is  the  financing  of  the  typical  building  now  facing  the  end  of 
the  line  ? 

Mr.  Huebxer.  I  Avould  say,  when  loans  mature,  they  might  be  ex- 
tended, depending  on  what  all  the  conditions  are — what  the  principal 
balance  is,  the  neighborhood,  et  cetera.  They  might  be  extended  for  5 
or  10  years,  with  an  attempt  to  get  as  much  amortization  as  you  can, 
perhaps — looking  forward  to  paying  off  the  lean  in  10  or  15  years. 
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Mr.  Blum.  Has  one  of  the  problems  here  been  that  there  was  a  period 
of  time  in  New  York  City  when  there  was  great  anticipation  of  real 
estate  value  increase,  and  people  bought  properties  not  only  subject 
to  first  mortgage  or  the  second  mortgage  and  the  third  mortgage,  and 
are  noAv  faced,  in  the  mid-1960's  with  the  prospect  of  rents  not 
increasing  ? 

They  simply  could  not  make  payments  on  the  second  and  the  thirds, 
and  decided,  "Well,  I'm  taking  a  walk."  Is  that  a  fair  description  of 
what  happened. 

Mr.  HuEBNER.  It  is  quite  true,  yes.  It  is  a  fair  description  I  would  say. 

Many  of  these  mortgages,  the  seconds  and  thirds  occur  when  property 
is  sold. 

Mr.  Blum.  Of  course,  the  principal  lender  has  absolutely  no  way  of 
controlling  what  happens  after  he  has  placed  his  mortgage  on  it,  in 
terms  of  seconds  and  thirds :  does  he  ? 

Mr.  HuEBNER.  That  is  quite  usual. 

Mr.  Leahy.  It  is  not  common  to  restrict  financing.  In  some  areas  of 
the  country— I  am  thinking  of  St.  Louis  in  particular — they  tend  to 
have  a  provision  that  the  first  mortgagee  can  call  the  mortgage,  if 
there  is  such  subsequent  financing. 

That  is  not  common. 

Mr.  KoEGGE.  In  a  recent  case  in  California,  such  a  clause  was  held  to 
be  against  the  public  policy,  and  not  enforceable. 

^  Mr.  Blum.  If,  at  the  time  a  man  buys  a  building,  he  makes  an  assump- 
tion about  what  that  building  is  iroing  to  be  worth  10  years  hence,  and 
buys  hoping  for  capital  gains  and  then,  he  discovers  there  is  not  enough 
income  to  meet  the  expenses,  and  he  does  not  have  his  own  money  in 
it,  he  leaves. 

Is  that  what  frequently  happens  ? 

Mr.  HuEBisrER.  I  think  sometimes  he  does  have  his  own  money  in  it. 
But,  of  course,  when  it  has  two  or  three  mortgages  under  it,  it  is  not 
a  great  deal. 

Mr.  Blumenfeld.  That's  a  verv  good  description.  More  often  th.an 
not  the  equity  money  he  has  in  there  is  very  minimum,  perhaps  loss 
than  5  percent. 

Mr.  Huebner.  He  can  probably  get  that  back  by  just  taking  all  the 
rent  and  by  not  doing  anything  foi-  6  months. 

Mr.  Blum.  You  have  been  confronted  with  this  situation  every  now 
and  again. 

Can  you  describe  your  experiences  in  dealing  with  the  holders  of 
second  and  third  mortgages  ? 

Mr.  Blumenfeld.  Yes.  Very  often  the  property  owner  is  faced  witli 
serious  problems.  Ho  is  not  meeting  tlie  debt  sei'vice  to  the  lending 
institution.  Sometimes  this  can  bo  resolved  by  calling  a  meeting  with 
the  second  and  third  mortgagees,  at  the  offices  of  the  first  mortgagee, 
the  lending  institution. 

You  just  have  to  very  rnndidly  tell  all  of  the  parties  concerned 
what  is  going  to  happen.  "We  are  going  to  have  to  wipe  out  the  fee, 
and  hope  that  either  the  second  or  I  lie  third  will  cover. 

Sometimes  the  fee  owner  will  b?  glad  to  give  a  deed  in  lieu  of  fore- 
closure. He  may  give  a  deed  to  the  second  mortgagee  for  some 
nominal  consideration.  The  second  mortgagee  then  becomes  the  new 
fee  owner,  and  reinstates  the  loan  with  the  pei-manent  lender. 
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This  is  done  by  brinirinir  cuiTeiil  all  the  priiicijial  iuid  interest  ;md 
taxes  on  tlie  pro})erty.  Theiv  is  no  other  way  of  doinc;  it.  It  must  be 
done. 

Mr.  Htjebxer.  T  think,  in  many  instances,  that  does  not  suffice. 

Quite  frequently,  the  mortfraffee — and  T  would  say  that  we  haA'e 
not  had  this  experience  ourselves  very  much,  but  T  know  that  the 
savin<rs  bank  industry  in  Xew  York  lias  had  to  sell  some  mortfragres 
foT-  tremendous  discounts,  dependin<r  on  the  case,  maybe  takin«:  50 
cents,  or  less,  on  a  dollar  just  to  gret  out. 

Mr.  BLTjisr.  We  ai-e  talkinc:  nbout  buildinir-s  which  have  lost  capital 
value,  but  with  a  financial  structure  that  does  not  reflect  the  loss  in 
value. 

We  are  talking  about  the  mechanics  of  making  the  paper  reflect 
the  reality;  are  we  not?  Brineinof  down  the  capitalization  of  the 
buildinir.  so  it  now  is  at  a  level  where  the  rent  roll  is  adequate  to  keep 
the  building  goingf. 

Mr.  BLu:MEXFET,n.  That  is  very  true. 

Mr.  Leapiy.  It  is  built  up  throuirh  second  and  thir-d  mortgages  at 
lii':'hly  inflated  pi'ices. 

^Ir.  BT.u't^EXFEED.  Tn  effect,  this  brings  the  price  of  a  property  back 
to  fi  m^ve  reali'^tic  value.  The  debt  service  ean  then  be  met. 

Mr.  Blum.  Then  there  is  enough  money  left  so  the  owner  can  main- 
tain his  property. 

Is  not  the  first  thing  to  go  when  there  is  pressure  with  debt  service 
maintenance?  Tn  other  words,  if  he  has  the  choice  of  either  losing  the 
fee.  losing  his  equity,  or  maintaining  the  building,  typically  he  will 
pav  the  debt  service  and  lose  the  building? 

T  mean,  not  maintain  the  building? 

Mr.  Blumenfei.d.  That  is  a  fair  statement.  That  is  true. 

Mr.  Blum.  Squeezing  the  water  out  is  a  pretty  important  function 
if  you  are  thinkinc;  of  salvaging  a  building  and  preventing  it  from 
decaying.  Would  that  be  something  you  would  agree  with? 

Mr.  Blumenfeld.  For  the  long  haul,  absolutely.  And  for  the  right 
kind  of  purchaser  to  do  the  right  kind  of  job,  absolutely. 

i\Ir.  Blu:m.  Tn  a  way.  part  of  what  we  are  faced  with  in  cities  on 
the  financing  side  is  a  real  estate  version  of  a  corporation  or  a  railroad 
witli  a  watered  debt  structure.  Now,  somebody  has  got  to  put  the  rail- 
road into  receivership  and  try  to  get  the  paper  down  to  where  it  reflects 
something  like  the  value  of  the  railroad, 

Mr.  Leahy.  A\^iat  Mr.  Blumenfeld  does,  to  a  great  extent,  is  have  a 
private  reorganization  of  the  debt  structure  of  building,  without  the 
intervention  of  the  court  and  the  delays  that  are  involved  in  that. 

The  structuring  of  a  debt  service,  so  an  owner  will  come  in  there 
and  maintain  the  building  as  a  viable  building  in  the  city. 

Mr.  Blum.  That  brings  me  to  another  question. 

Why  is  foreclosure  which  is  the  equivalent  of  a  bankruptcy  proceed- 
ing for  a  railroad  not  an  efficient  tool  ?  Can  you  tell  us  something  about 
what  happens  in  a  multifamily  foreclosure  in  New  York?  TTow  long 
does  it  take  and  what  problems  do  you  encounter? 

Mr.  RoEGGE.  Yes ;  as  others  have  indicated,  foreclosure  is  a  very  slow 
process  in  New  York. 

Tn  a  normal  case,  6  months  is  very  good.  It  can  go  to  a  year.  If  you 
have  defenses  thrown  in,  which  can  very  often  be  rather  insubstantial 
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defenses,  but  which  take  time  to  knock  down,  this  can  go  on  for  a  num- 
ber of  years. 

Mr.  Blum.  In  the  intervening  time  a  receiver  is  appointed  ? 

Mr.  KoEGGE.  You  can  ask  for  a  receiver,  and  you  usually  get  one. 
Receivers  are  usually  political  appointees,  and  they,  in  turn,  then  have 
to  hire  someone  else  to  manage  the  property.  This  increases  the  cost 
of  operation. 

If  you  get  into  very  large  buildings,  I  think  that  receivership  does 
Avork.  But  below  a  certain  size  of  multiple  dwelling,  I  believe  that 
the  expenses  of  receivership  and  management,  coupled  with  high 
delinquency  rates  in  payments  of  rent — when  you  have  a  building 
like  this,  you  often  have  tenants  who  do  not  know  who  their  landlord 
is  and  may  have  gotten  out  of  the  habit  of  paying  rent  to  anybod}^ — 
A^ery  often  makes  receivership  not  a  profitable  answer. 

Mr.  Blum.  The  problem  of  using  the  legal  method  for  squeezing 
water  out,  I'ather  than  private  reorganization,  as  you  describe  it,  is 
the  high  cost.  It  leads  you  into  a  political  patronage  process  where  the 
leceiver  is  appointed  b^^  the  elected  judge  and  all  of  his  friends  come 
into  the  act. 

And,  finally,  you  cannot  salvage  the  building. 

Mr.  Leahy.  In  addition,  aside  from  all  the  other  aspects,  a  receiver- 
ship is  a  holding  process  and  the  most  they  can  do  is  make  the  emer- 
gency repairs  and  collect  rent. 

This  is  deterioration  in  itself,  if  you  are  only  making  the  emergency 
repairs.  It  is  in  the  process  of  deterioration. 

Thei-e  perhaps  could  be  a  form  of  receivership  that  would  be,  in 
effect  a  new  owner,  who  could  be  protected,  if  he  provided  the  funds 
to  upgrade  the  property.  When  we  foreclose,  we  immediately  begin 
to  do  this — spend  the  money  to  upgrade  the  property.  If  the  receiver- 
ship is  just  making  emergency  repairs  and  collecting  rents,  there  is 
nothing  going  to  happen  to  the  property  but  to  go  down. 

There  is  a  built-in  desire  for  the  receiver  to  stay  there.  He  gets  paid 
as  long  as  he  is  "receiving." 

]Mr.  Blum.  There  is  no  question  that  you  need  mortgage  bankers 
and  correspondents  to  place  your  investment  money,  is  there?  The}' 
perform  a  vital  function. 

Mr,  Leahy.  So  long  as  we  are  not  100-percent  dependent  on  them. 
As  far  as  our  discussions  are  concerned,  we  have  no  intention  of  being 
a  direct  lender. 

Mr.  Blum.  You  are  able  to  supervise  your  correspondents  effec- 
tively, and  you  can  operate  with  a  degree  of  confidence  in  them. 

Mr.  HuEBNER.  Yes,  we  certainly  do  keep  pretty  close  tabs  on  them 
thi'ough  our  small  regional  offices  that  we  have  around  the  country. 
And,  we  are  in  constant  contact  on  day-to-day  operations.  We  audit 
their  affairs. 

Mr.  Blubi.  A^^iat  do  you  do  to  keep  your  system  of  correspondents 
honest  that  might  be  emulated  by  the  FHA  in  the  public  sector?  Do 
you  have  any  thoughts  about  that  ?  Is  it  j^our  auditing  system  ?  What 
is  it,  in  your  system,  that  prevents  them  from  doing  what  some  of  the 
New  York  FHA  people  have  done? 

Mr.  Leahy.  One  thing  we  have  done  for  many  years,  is  watch  them 
in  terms  of  honesty.  We  made  it  a  rule  that  they  could  not  make 
money  on  a  mortgage  loan  they  sell  to  us. 
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111  other  v/ords,  they  had  io  sell  it  to  us  for  what  it  cost  them.  Tliere 
was  no  margin  of  protit.  We  audit  them  to  be  sure  that  they  d()  that. 
When  we  went  to  the  bulk  ])ui-cliase  system  which  is  described  in  our 
position  statement  we  didn't  hold  directly  to  this  because  we  were 
buyino-,  say,  $5  million  worth  of  loans  at  $95.  Then,  they  could 
buy  some  at  93,  and  some  at  96. 

We  didn't  audit  them  to  see  if  they  Avere  making  any  fringe  money. 
I  tliink,  wiien  you  get  an  incentive  to  buy  low  and  sell  high,  the  un- 
supervised correspondent  then  goes  and  buys  or  originates  the  paper 
at  the  cheapest  rates. 

A[r.  Blum.  In  other  w'ords,  what  you  are  saying  is,  if  the  loan  cor- 
respondent is  able  to  make  a  profit  on  the  difference  in  price  between 
the  origination  price  and  the  price  at  wdiich  he  sells  it  to  the  perma- 
nent investor,  he  is  going  to  actively  go  out  and  get  as  many  points 
as  he  can  in  the  origination,  so  he  Vv'ill  make  a  spread  upon  selling  it 
to  his  investor.  Ancl,  that  has  potential  for  trouble. 

Mv.  Leatiy.  That's  one  possible  vcay  of  looking  at  it. 

Mr.  IIuEBNER.  Yes,  it  is  a  potential.  Most  of  our  correspondents  sell 
to  many  other  investors.  Perhaps,  some  of  these  investors  are  not  as 
im]wrtant  as  we  are  to  them.  There  are  many  other  factors  involved. 

We  have  required,  I  think,  that  they  give  us  a  fairly  good  quality. 
And.  if  they  don't,  we  eventually  catch  up  with' them. 

3Ir.  RoGOE.  I  think  also,  Mr.  Blum,  there  is  another  aspect.  Most 
of  our  correspondents  have  been  our  correspondents  for  many  years. 
They  have  a  valuable  relationship  v.ith  us,  servicing  our  loans. 

To  a  large  extent  I  think,  most  of  them  have  a  valuable  asset,  a 
very  valuable  asset,  in  servicing  our  loans.  Our  contract  gives  us  the 
right  to  terminate  the  relationship  for  cause;  or  to  terminate  without 
cause  by  paying  them  a  certain  sum  of  money. 

And,  I  tiiink  these  two  things  induce  them  to  wish  to  remain  our 
correspondents,  and  therefore,  to  treat  us  honestl}-. 

Mr.  Blum.  I  take  it  that  when  you  talk  about  elimination  of  a  I'joint 
system,  that  would  go  to  the  question  of  a  profit  of  the  origination  of 
the  loan.  That  is  the  spread  betv\'een  the  correspondents  origination 
price  and  the  price  the  permanent  investor  pays  the  correspondent. 

If  you  knocked  out  the  point  system,  the  investors  price  would  be 
the  origination  price. 

Mv.  Leahy.  It  would  be  treated  as  a  conventional  mortgage.  They 
close  at  8,  8i/2'  'i%,  w'hatever  it  is. 

jMr.  Blum.  If  there  are. special  servicing  problems  they  are  taken 
into  account  in  the  servicing  fee.  You  don't  say,  "Instead  of  making 
it  on  service  fee,  why  don't  you  make  a  few  points  spread,"  do  you? 

Mr.  HuEBNER.  I  think  that's  quite  right.  T?hat  is,  as  it  applies  to 
houses. 

Mr.  Blum,  Let's  go  back  into  the  problems  that  have  come  up  in  the 
special  investment  fund.  "\'\nien  you  started  you  tried  Carver  and  the 
]Manuf  aciurers  HanoAer.  Wliat  reasons  did  they  give  you  for  not  being 
al 'le  to  produce  loans  that  you  M-ant  ? 

]Mr.  Blt'mexfeld.  In  the  case  of  ]Manufacturers  Hanover,  they  did 
not  have  the  adequate  staffing,  and  they  did  not  get  into  the  areas  of 
Bedford-Stuyvesant,  for  example,  to  be  able  to  originate  these  loans. 
Their  people  were  reluctant  to  go  into  these  areas,  and  go  into  the 
properties. 
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Mr.  Blum.  I  know  Manufacturers  Hanover  has  a  branch  in  East 
New  Yorir.  That  branch  was  unable  to  generate  a  large  volume  of 
business. 

Mr.  Blumenfeld.  That  was  a  banking  branch.  It  was  not  a  real 
estate  origination  branch.  They  don't  have  that  kind  of  facility. 

Mr.  Blum.  What  you  are  saying  is,  they  are  not  equipped  to  do  that. 

Mr.  Leahy.  "What  we  discovered  was  that  although  they  had 
branches  all  over,  the  mortgage  department  was  on  Park  Avenue. 
They  had  the  same  problem  we  had.  Our  headquarters  is  on  Madison 
Avenue.  When  we  appointed  correspondents  in  the  city,  we  were  try- 
ing to  get  closer  to  where  the  loans  were  being  originated. 

We  didn't  expect  that  people  would  come  up  to  1  ^Madipon  Avenue 
to  apply  for  a  loan.  And,  they  don't  cro  to  350  Park  Avenue. 

Mr.  Blum.  The  branches  do  not  originate  mortgages,  and  the  i)ank 
was  not  set  up  to  do  the  underwriting  even  though  you  wanted  to  buy 
the  mortgages  from  it. 

And  Carver,  I  take  it,  couldn't  generate  the  volume  either? 

Mr.  Leahy.  No,  Carver  resigned  because  they  said,  and  we  have  a 
letter  here,  they  had  some  tax  problems.  The}'  had  j^ut  an  ad  in  the 
New  York  Times  about  the  time  the  insurance  companies  programs 
were  announced,  offering  to  originate  loans. 

And  then,  they  got  into  some  legal  complication  after  they  were 
appointed  correspondent.  So  we  never  did  acquire  a  single  loan 
through  Carver. 

Mr.  Blum.  To  what  degree  do  you  think  the  problem  was  the  com- 
petition on  the  street.  It's  different  than  reasonable  men  might  antici- 
pate. People  don't  necessarily  look  for  the  cheapest  money,  or  the  best 
deal.  They  look  for  the  guys  who  will  process  the  loan  move  quicJiiy. 
To  what  degree  did  that  take  biisiness  away  from  people  like 
Manufacturers  ? 

]Mr.  Leahy.  It's  hard  for  us  to  say.  You've  got  to  realize  that  your 
are  dealing  with,  pretty  much,  uninformed  people.  The  originators  de- 
veloped teams  of  people  who  had  to  deal  with  these  uninformed  people. 

And  unfortunateh',  they  mislead  them  in  some  instances.  As  a  team, 
these  borrowers  had  confidence  in  them.  That's  the  only  explanation  I 
have. 

Mr.  Blumenfeld.  You  might  answer  that,  the  originators  developed 
lines  of  connections,  so  to  speak,  wnth  brokers  speculators  as  well.  That 
brought  the  business  in. 

Certainly,  Manufacturer's  Hanover  was  not  involved  with  that. 

Mr.  Blum.  Given  the  experience  in  the  New  York  market,  I  take  it 
you  don't  think  the  answer  to  urban  problems  is  to  take  a  pile  of  money 
and  dump  it  in  the  problem  area  ? 

Mr.  Blumenfeld.  Absoluely  not. 

Mr.  Blum.  If  you  were  to  do  that  thing  over  again,  what  should  be 
done  differently? 

Mr.  Huebner.  If  we  applied  normal  standards  on  the  industry's 
program  we  wouldn't  make  very  many  loans,  but  I  think  you  can  be 
more  careful. 

We  did,  at  one  i:»oint,  tell  Eastern,  that  is — Eastern  Service  Corpo- 
i-ation,  that  we  would  buy  a  million  dollars  worth  of  their  loans  but 
they'd  better  be  pretty  sure  that  they  were  proper  loans,  good  loans, 
reasonable  loans.  And,  we  had  excellent  experience  with  that  million 
dollars  of  loans. 
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I  believe  that  we  haven't  had  a  sinofle  foreclosure. 
Mr.  Blumexfeld.  That's  true.  That  million  dollars  that  we  put 
into  the  market  after  the  original  program,  has  been  a  fantastic  success. 
And.  that's  primarily  because  of  the  evaluation  of  it  on  its  merits,  not- 
withstanding the  fact  that  they  were  innercil  y  loans. 

Mr.  Blum.  In  other  words,  when  you  rode  herd  on  Eastern,  Eastern 
produced  the  kinds  of  loans  you  wanted,  and  produced  them  in  the 
area  you  wanted. 

They  probably  looked  at  you  and  said,  "Well,  this  guy  buys  with  the 
right  of  selection,  carefully."  "We'll  give  him  the  good  stuff."  "We 
can  lay  the  bad  stuff  off  with  Fannie  Mae,  or  someone  else." 

Mr.  HuEBNER.  You  know,  there  is  always  that  possibility.  I  think  it's 
probably  a  correct  conclusion. 

It  just  comes  back  to  responsibility.  We  told  them  they  Avere  going 
to  be  responsible. 

]Mr.  Le^^hy.  They  were  anxious  for  us  to  continue  providing  funds. 
The  incentive  Avas  to  hold  a  good  customer.  It  always  produces  better 
results. 

But,  to  ^o  bark  to  the  original  question.  You  can't  tell.  I  have  a  case 
here  that  I  hesitated  to  buy  without  talking  to  FHA. 

We  had  a  woman  with  13  children,  who  was  divorced,  in  Seattle, 
buying  a  house  with  a  $12,000  mortgage,  and  having  a  poor  credit 
history. 

I  refused  to  take  it  at  first.  I  was  just  afraid  of  evicting  a  woman  with 
13  children.  It  turned  out  the  loan  has  been  in  good  standing.  She  was 
getting  aid  for  dependent  children.  She  got  counseling  on  her  debt 
structure  and  on  how  to  handle  her  personal  aff'airs. 

She  got  a  part-time  job  in  the  school  system  in  Seattle.  We  checked 
just  before  we  came  down  here  to  see  if  that  loan  is  still  in  good  stand- 
ing— it  is. 

There  it  is,  with  a  woman  who  had  never  done  anything  right  be- 
fore, becoming  a  valuable  borrower,  and  a  customer. 
Senator  Hart.  How  did  you  get  the  loan  ? 

Mr.  Leahy.  That's  our  widespread  correspondent  system.  We  oper- 
ate throughout  the  country. 

Senator  Hart.  The  offerings,  which  you  examined,  or  the  offerings 
made  by  your  correspondent. 

Senator  Chtjmbris.  Do  you  make  that  Idnd  of  inspection  and 
judgment? 

Mr.  Leahy.  The  papers  are  read.  The  legal  documents  are  examined, 
but  it  just  happened  that  someone  noticed  in  this  file  that  there  was 
a  woman  with  13  children.  And,  they  said  to  us,  "Do  you  really  want 
to  buy  this  loan,"  coming  in  for  final  closing. 
We  spot-check.  We  don't  review  what  FHA  has  done. 
Senator  Hart.  That's  what  I  wondered  about. 

Mr.  Leahy.  In  times  past  we  had  the  correspondent  and  ourselves 
duplicate  FHA.  In  more  recent  years  we  have  eliminated  a  good  deal 
of  the  duplication  because  of  our  good  experience  with  FHA,  and  the 
VA  programs. 

Mr.  Blum.  Do  you  still  do  spot-checks  ? 
Mr.  HuEBNER.  Yes. 

Mr.  Blum.  A  spot  check  allows  you  to  pick  up  the  flow  of  bad 
paper,  or  problems  in  the  making,  and  begin  to  check  back  and  say, 
"Well,  we  will,  or  we  won't." 
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But,  you  will  make  the  decision  on  a  case  basis  ? 

Mr.  HuEBNER.  That's  right.  Our  correspondents,  in  this  respect, 
have  often  operated  in  different  ways,  probably  in  the  light  of  their 
problems  and  the  light  of  their  talents.  In  this  particular  case,  this 
Coast  Mortgage  Co.,  when  they  made  these  loans,  inspected  each 
building  inside.  So,  they  had  a  pretty  good  idea  of  what  FHA  was 
doing. 

Now,  that  is  not  always  the  case.  Sometimes,  in  the  insurance  in- 
dustry program  in  a  really  dilapidated  part  of  the  inner  city,  possibly 
the  correspondent  just  went  by  to  see  that  the  building  was  there. 

Then,  there  have  been  some  loans  that  were  not  seen  except  by  the 
T'HA  approved  appraiser. 

Mr.  Blum.  You  were  present  this  morning  for  the  testimony  of 
INIr.  Hunter,  and  you  probably  heard  some  of  the  numbers  that  were 
discussed  in  terms  of  delinquencies,  and  foreclosures,  on  FHA,  and 
insured  properties.  How  did  those  numbers  look  to  you,  given  your 
own  FHA  portfolio — your  own  experience  in  the  pi'Ogram  ? 

Mr.  HuEBNER.  Now,  with  the  program  the  delinquencies  and  the  fore- 
closures certainly  exceeded  the  norm.  It  is  a  little  difficult  to  be  spe- 
cific, because  our  figures — when  I  said  thei-e  was  some  12  or  13  per- 
cent of  foreclosures,  thafs  over  a  period  of  41^  years. 

Mr.  Blum.  Do  you  keep  the  foreclosures  in  the  statistics,  and  he 
drops  them  out  ?  Is  that  the  difference  ? 

Mr.  HuEBER.  Well,  that's  not  an  annual  figure  on  our  program. 
Allowing  for  the  problem  of  comparing  an  accumulated  figure  with 
annual  figures  in  our  portfolio,  I  would  ha\  e  to  guess,  but  would  say  it 
is  probably  5  times  as  high. 

INIr.  Bll'm.  What  about  the  rest  of  your  FHA  portfolio,  not  the  in- 
ner-city program.  What  sort  of  expectations  do  you  have  tliere,  with 
respect  to  delinquency  ? 

Mr.  HuEBNER.  We  have  pretty  good  results.  I  don't  compare  them 
particularly  with  the  MBA  figures,  although  I  have  seen  them.  We 
normally  compare  them  with  our  life  insurance  association  figures, 
to  see  how  we  compare  with  other  companies. 

Our  delinquency  for  FHA  loans  at  the  end  of  1971  was  about  1  per- 
cent. Now  this  is  based  on  a  60-day  delinquencv;  I'm  not  sure  if  the 
MBA  is  30,  60,  or  90  days. 

The  60-day  delinquencies  shown  by  one  of  the  life  insurance  asso- 
ciation surveys  (for  larger  portfolios)  had  1.65  percent  delinquent 
FHA  loans,  VA  loans  1  percent,  and  conventional  loans  were  three- 
fourths  of  1  percent. 

Mr.  Blum.  Wliich  is  lower  than  almost  any  of  the  numbers  we  were 
discussing  this  morning,  lower  than  the  national  average  for  FHA. 
And,  certainly,  it's  far  lower  than  the  other. 

Ml'.  HuEBNER.  We  think,  on  the  whole,  our  lending  has  been  quite 
selective. 

Mr.  Leahy.  Judging  from  what  has  been  said,  Fannie  Mae  only  has 
program  type  loans. 

Mr.  Blum.  Whatever  problems,  the  problem  is  there  of  buying  inner- 
city  loans,  almost  exclusively.  Is  that  right  ? 

Mr.  Leahy.  Yes. 

Mr.  Blum.  I  have  no  further  questions. 
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Senator  Hakt.  Mr.  Chuiubris,  I  think  that  the  colloquies  and  your 
statement  itself  has  the  record  pretty  well  filled  with  material  that  will 
he  of  benefit  to  this  subcommittee.  I  have  no  questions. 

Mr.  Kern  ( 

Mr.  Kerx.  I  concur,  Mr.  Chumbris. 

Senator  Hart.  Mr.  O'Lcary ' 

Mr.  O'Leary.  I  would  just  like  to  extend  my  thanks  for  what  I 
think  are  good  statements.  I  thank  you  very  much,  gentlemen. 

Senator  Hart.  Thank  you.  Because  of  obligations  later  this  after- 
noon, we  will  try  to  sit  through  and  finish  if  we  can. 

Our  next  witness,  speaking  for  Prudential  Insurance,  is  Mr.  Don- 
ald K.  Knab. 

ISIr.  Kxab.  If  I  may,  I  would  like  to  introduce  my  two  associates 
Avith  me,  today.  On  my  right,  Mr.  Kenneth  Jackson,  who  is  vice  presi- 
dent of  the  real  estate  investment  department  of  Prudential. 

And,  on  my  left,  Mr.  Brian  Strum,  who  is  assistant  general  counsel. 

As  you  have  noted,  we  have  previously  presented  a  written  state- 
ment in  response  to  the  questions  contained  in  your  letter  inviting  us 
here  to  testify  at  these  hearings,  which,  I  understand,  will  be  filed  as 
the  permanent  record. 

This  statement  was  drafted  prior  to  the  newspaper  article  appear- 
ing earlier  this  week,  which  alleged  widespread  conspiracy  to  defraud 
in  connection  with  tlie  financing  of  residences  in  the  inner-city  areas. 

AVe  think  it  appropriate  to  deal  with  this  point  directly  in  our  state- 
ment, and  request  your  permission  to  file  a  supplement  thereto,  which 
clai'Ifies  our  position. 

(The  document  follows :) 

Statement  of   The  Prudential   Insurance   Co.   of   America — Presented   by 
Donald  R.  Knab,  Senior  Vice  President 

I  am  Donald  R.  Knab.  Senior  Vice  President,  Real  Estate  Investment  Depart- 
ment, of  Tlie  Prudential  Insurance  Company  of  America,  and  I  am  appearing 
today  at  the  request  of  the  Subcommittee.  Our  Company  is  pleased  to  cooperate 
with  the  Subcommittee's  search  for  possible  solutions  to  the  mortgage  problems 
of  the  inner-city.  Our  concern  for  the  many  problems  of  the  inner  cities  has  been 
evidenced  by  our  participation  in  the  life  insurance  industry's  inner-city  develop- 
ment program  and  other  investments  in  projects  that  have  contributed  to  urban 
improvement. 

Prudential  entered  the  mortgage  loan  field  in  1878  when  it  disbursed  a  $1,400 
loan  on  a  single  family  dwelling  in  Newark,  New  Jersey.  The  Company  supported 
the  FHA  program  in  1935  when  it  became  an  "Acceptable  Assignee",  a  designa- 
tion originally  suggested  by  Prudential,  which  permitted  acquisition  of  FHA 
loans  by  assignment.  In  1938.  the  Company  became  an  "Approved  ]\Iortgagee". 
Maximum  authorization  of  FHA  insured  loans  in  a  single  year  occurred  in  1948 
when  Prudential  approved  37,318  FHA  mortgages  for  $3.55  million.  The  Com- 
pany's FHA  in-force  account  peaked  in  1964  at  158,753  mortgages  for  an  amount 
in  excess  of  $1.5  billion.  The  account  currently  is  about  $1.1  billion. 

The  Urban  Investment  Program  of  the  life  insurance  industry  developed  from 
a  recommendation,  early  in  1967,  by  the  Institute  of  Life  Insurance  that  the  life 
insurance  industry  should  assume  a  larger  role  in  seeking  solutions  to  urban 
problems.  This  recommendation  resulted  in  the  formation  of  an  industry-wide 
Committee  on  Urban  Problems,  whose  function  was  to  develop  and  guide  the 
operations  of  a  program  to  improve  housing  conditions  and  to  finance  job-creating 
enterprises  and  services  in  the  city  core  areas.  Toward  this  end,  it  was  deter- 
mined to  finance  projects,  which  because  of  type,  location,  or  overall  degree  of 
risk  would  not  ordinarily  be  financed  under  normal  investment  practices  of  life 
insurance  companies.  Moreover,  it  was  felt  that  the  interest  rate  or  yield  on  these 
investments  should  be  no  higher  than  the  regular  market  rate  for  investments 
coming  within  normal  operations. 
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The  program,  initially,  had  a  goal  of  $1  billion  of  such  investments  by  the  par- 
ticipating companies.  In  April  1969,  the  companies  pledged  to  provide  a  second 
billion  dollars  of  investment  capital  for  urban  core  areas  on  the  same  basis. 
Prudential's  share  (pursuant  to  a  formula  which  was  based  upon  the  assets 
of  participating  companies)  in  the  total  $2  billion  program  was  slightly  in  excess 
of  $325  million  or  about  16%  of  the  total.  This  pledge  has  been  more  than  ful- 
filled for  we  have  committed  over  $333  million,  about  70%  of  which  is  insured 
by  the  Federal  Housing  Administration.  Two-thirds  of  the  total  involved  financ- 
ing of  19,600  housing  units  of  which  some  $100  million  was  committed  for  indi- 
vidual loans  on  1-4  family  residences.  The  other  third  was  distributed  between 
medical  service  facilities,  nursing  homes,  child  care  centers,  retail  stores,  and 
industrial  plants  which  provided  about  15,000  jobs  in  urban  core  areas. 

Shortly  after  the  industry's  Program  was  announced,  Eastern  Service  Corpora- 
tion contacted  Prudential  and  offered  its  services  for  the  origination  and  servic- 
ing of  FHA  loans  in  the  New  York  area  qualifying  under  the  Program.  While 
Prudential  administers  most  of  its  mortgage  loan  accounts  on  a  direct  basis,  it 
was  decided  to  use  mortgage  bankers  to  originate  and  service  inner  city  loans 
on  1-4  family  residences  throughout  the  country  because  of  staff  limitations. 

In  February,  196S,  a  servicing  agreement  was  executed  between  Prudential 
and  Eastern.  The  agreement  provided  for  Prudential's  purchase  of  FHA  mort- 
gages from  Eastern,  encumbering  1-4  family  properties  located  in  Nassau,  Rock- 
land, Suffolk,  Westchester  and  the  five  counties  of  New  York  City.  All  loc-itions 
were  to  be  within  the  FHA  "economic  waiver"  program  under  Section  203(bj. 
All  servicing  of  these  loans  was  to  be  performed  by  Eastern. 

The  servicing  agreement  contains  a  provision  for  Eastern  to  repurchase  from 
Prudential,  at  Prudential's  option,  mortgages  continuing  in  default  for  60  days. 
Oral  modifications  have  permitted  Eastern  to  delay  its  repurchases  until  the 
foreclosure  sale.  Under  this  agreement.  Prudential  has  purchased,  by  assign- 
ment, from  Eastern  727  loans  for  $14,316,950  of  which  Eastern  has  repurchased 
117  defaulted  loans  for  $2,140,149. 

Prudential  conducted  audits  of  the  Eastern  Service  Corporation  records.  The 
audits  included  a  tracing  of  the  monthly  remittances  from  the  borrowers  throrigli 
Eastern  to  Prudential  and  to  funds  deyobited  to  the  Prudential  Trust  Account 
maintained  by  Eastern;  a  100%  review  of  hazard  insurance  policies;  a  limited 
review  of  tax  bills  and  a  comparison  of  outstanding  loan  balances  between. 
Eastern's  records  and  Prudential's.  The  results  of  these  audits  have  been  satis- 
factory. 

The  Subcommittee  has  also  requested  our  comments  concerning  the  function- 
ing of  Federal  mortgage  insurance  and  guaranteed  programs  in  the  New  York 
metroi)oIitan  area.  It  is  our  belief  that  the  FHA  program  has  served  the  nation 
well  in  providing  housing  for  many  families  who  could  not  otherwise  have  af- 
forded it.  For  the  most  part,  the  staff  has  been  dedicated  and  competent. 

The  problems  that  have  recently  come  to  light  in  the  inner-city  areas  with 
respect  to  FHA  loans  have  resulted  from  a  combination  of  curcumstances.  The 
strong  pressures  brought  upon  the  FHA  by  both  pubUc  and  private  sources  to 
accelerate  housing  for  low  income  people  encouraged  the  lowering  of  established 
investment  standards  as  evidenced  by  the  institution  of  the  "economic  waiver" 
program.  These  pressures  contributed  to  a  failure  of  administrative  controls 
which  made  it  possible  for  certain  individuals  to  take  advantage  of  the  program 
for  their  own  gain.  Such  developments  should  not,  in  our  opinion,  be  controlling 
in  your  assessment  of  the  entire  program.  This  is  not  to  say,  however,  that  the 
program  cannot  be  improved. 

It  has  been  suggested  for  years  by  groups  involved  in  the  housing  industry 
that  a  thorough  restatement  of  Federal  housing  legislation  and  regulations  is 
vitally  needed,  and  this  development  in  New  York  only  serves  to  dramatize  the 
need  for  early  corrective  action.  One  of  the  problems  is  that  the  entire  housing 
program  is  burdened  by  a  j)r()liferation  of  complex  sub-programs,  most  of  which 
are  administered  by  HUD.  The  local  administration  of  these  programs  is  not 
only  diflicult,  but  also  time  consuming  and  expensive.  The  resulting  confusion  has 
also  tended  to  discourage  priviite  investors  and  developers  from  participating 
in  Federal  programs  with  the  result  that  progress  toward  better  housing  for  low 
and  moderate  income  families  has  been  impeded. 

In  considering  possible  changes  in  the  government's  housing  and  mortgage 
program,  we  would  hope  continued  consideration  would  be  given  to  the  effect 
increasing  costs  have  had  on  the  availability  of  suitable  housing  for  middle  in- 
come, as  well  as  low  income,  families.  Inner  cities  would  benefit,  we  believe,  If 
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government  financial  support  were  designed  in  such  a  manner  as  to  encour- 
age middle  income  housing  in  the  inner  city  areas  rather  than  the  ^^uburbs.  A  com- 
bination of  this  type  of  financial  support  along  with  the  assurance  of  adequate 
security  measures  would  tend  to  encourage  middle  income  families  to  remain 
in  the  inner  cities  and  possibly  encourage  a  number  of  those  presently  living 
in  the  sulmrbs,  to  return. 

As  part  of  our  participation  in  the  life  insurance  industry's  program  referred 
to  above,  Prudential  increasingly  emphasized  financing  both  needed  service  facili- 
ties and  job  creating  facilities.  We  continue  to  be  of  the  opinion  that  such  facili- 
ties should  be  an  integral  part  of  any  plan  aimed  at  the  restoration  of  the  inner 
city  as  a  viable  economic  area.  We,  therefore,  also  encourage  consideration  of  an 
expanded  program  of  direct  subsidy  for  the  establishment  of  such  facilities. 

Although  the  suggestions  we  have  made  herein  are  not  novel,  we  believe  their 
implementation  wi.uld  have  important  significance  in  encouraging  greater  par- 
ticipation in  the  housing  program  by  private  investors  and  developers.  The  prob- 
lems of  the  inner  city  and  housing  generally  continue  to  engage  our  interest,  and 
we  would  be  pleased  to  cooperate  with  the  committee  in  any  way  it  would  con/ 
sider  useful. 

Mr.  Knab.  None  of  our  investigations  of  Eastern  Service  Corp., 
prior  to  entering  into  an  agreement  with  that  firm,  revealed  any  ir- 
rc^gularies.  While  it  is  probably  not  necessary  to  say  so,  we  would  like 
to  make  it  abundantly  clear  that  had  we  been  aware  of  any  wrong- 
doings in  any  of  the  areas  mentioned.  Prudential  would  have  brought 
the  matter  to  the  attention  of  the  proper  authorities  and  would  not 
have  consinnmated  the  agreement. 

Further,  the  provision  under  which  Eastern  agreed  to  repurchase 
any  loans  60  days  delinquent  at  Prudential's  option,  was  a  standard 
business  arrangement  of  Eastern,  not  peculiar  to  Prudential,  as  re- 
flected in  Eastern's  1966  annual  report. 

This  provision  was  particularly  usefid  to  us  because  we  lacked  the 
staff  needed  to  handle  the  special  problems  of  New  York  foreclosure 
proceedings. 

With  your  permission,  I  will  briefly  summarize  the  remainder  of  our 
statement. 

Prudential  first  became  active  in  the  FHA  program  in  1935.  The 
company  made  a  large  volume  of  FHA  loans  throughout  the  late 
1940's,  and  1950's,  and  by  1964,  had  an  FHA  account  in  excess  of  a 
billion  and  a  half  dollars. 

This  account  has  now  been  reduced  to  about  $1  billion,  mostly  on 
single-family  residences.  Throughout  this  period,  Prudential,  along 
with  many  other  mortgages,  successfully  relied  upon  appraisal  and 
•underwriting  facilities  of  FHA  throughout  the  coimtry. 

Prudential  was  also  active  in  the  formation  of  the  urban  investment 
program  of  the  life  insurance  industry  in  1967,  wherein,  the  industry 
voluntarily  undertook  to  commit  $1  billion  to  finance  projects,  primar- 
ily in  the  inner-city  areas,  which  because  of  type  location,  or  degree  of 
risk,  would  not  normally  qualify  as  insurance  company  investments. 

In  the  spring  of  1969,  this  commitment  was  extended  to  $2  billion. 
Prudenticil  has  committed  over  $333  million  to  this  program,  well  in 
excess  of  its  16  percent  share  of  $325  million. 

Two-thirds  of  the  total  invested  financed  19,000  housing  units,  vir- 
tually all  under  FHA,  of  which  about  $100  million  was  committed  for 
loans  on  one-  to  four- family  residences. 

The  remaining  third  was  distributed  among  medical  service  facil- 
ities, nursing  homes,  child  care  centers,  retail  stores,  and  industrial 
plants  which  provided  about  15,000  jobs  in  inner-city  areas. 
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When  tiie  industry-s  urban  investment  program  was  announced 
Eastern  Service  Corp.  approached  the  New  York  real  estate  invest- 
ment office  of  Prudential,  and  oifered  its  services  for  the  origination 
and  servicing  of  FHA  loans  qualifying  under  the  program  in  the 
Xew  York  City  area. 

While  Prudential  administers  its  other  mortgage  loans  on  a  direct 
basis,  it  was  necessary  to  use  mortgage  bankers  to  originate  and  service 
inner-city  loans  of  one  to  four  family  residences  throughout  most  of 
the  country,  because  we  lacked  the  stall'  needed  to  produce  and  service 
the  type  and  volume  of  loans  required  under  our  pledge. 

I  believe  this  was  typical  of  the  industry.  Relying  upon  our  inter- 
views with  local  FHA  management  and  favorable  bank  references 
concerning  Eastern's  mortgage,  originating  and  servicing  operations, 
we  entered  into  a  contract  whereby  Pi'udential  would  purchase  FHA 
mortages  on  one-  to  four-family  residences  in  Nassau,  Rockland,  Suf- 
folk, Westchester,  and  the  five  counties  of  New  York  City,  from  East- 
ern, which  would  also  service  these  loans  for  a  fee  of  (me-fourth  of 
1  percent. 

Under  this  agreement.  Prudential  lias  purchased,  by  assignment, 
from  Eastern,  727  loans  for  $14,316,950.  As  of  May  18,  Eastern  has 
repurchased  119  loans. 

Our  last  loan  commitment  to  Eastern  was  made  in  October  of  1969, 
when  our  allocation  for  this  area  vras  exhausted.  Our  stall'  did  not 
make  physical  inspections  of  any  of  the  properties  during  this  period, 
prior  to  disbursement,  as  we  continued  to  rely  on  the  appraisal  and 
underAvriting  facilities  of  FHA,  as  we  had  for  many  years  in  the  past. 

Our  account  now  stands  at  602  loans  for  $11,378,152,  of  which  28 
are  in  the  process  of  foreclosure,  another  50  are  over  2  months  delin- 
quent. These  delinquency  ratios  are  comparable  to  our  experience  with 
our  otiier  urban  investment  program  loans  produced  by  mortgage 
bankers  throughout  the  country. 

It  was  our  policy,  during  this  period  of  the  life  insurance  industry's 
program,  to  accept  loans  at  a  discount  which  followed  the  published 
FNMA  quotations. 

In  addition,  in  order  to  guard  against  excessive  profiteering,  we  re- 
stricted the  loan  originator  to  not  more  than  one  and  a  half  points  as 
the  origination  and  processing  fee. 

To  the  best  of  our  knowledge,  these  requirements  Avere  met  by 
Eastern  as  indicated  by  our  spot  checks  and  regular  audits  of  its 
servicing  records. 

That  would  conclude  my  statment.  gentlemen. 

Senator  Hart.  Thank  you  very  much,  Mr.  Knab.  In  your  state- 
ment, you  indicated  that,  at  one  time.  Prudential  originated  thousands 
of  FHA  mortgages  using  its  own  field  offices  and  staff.  Why  did  Pru- 
dential drop  out  of  that  business  ? 

Mr.  Knab.  I  think  it  was  largely  the  forces  of  competition. 

Mr.  Blum.  The  growth  of  savings  institutions,  savings  banks,  sav- 
ings and  loan,  and  so  forth,  lead  to  very  aggressive  competition  in  the 
field  of  originating  single  family  residential  loans  ? 

Mr.  Knab.  We  felt  that  we  could  invest  our  funds  more  usefully, 
and  at  better  rates,  in  other  types  of  investments.  The  other  investments 
involved  larger  and  more  complex  loans,  and  we  simply  did  not  need 
the  kind  of  staff  we  had  built  up  to  service  the  single  family  residential 
loan  field. 
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^Ir.  Blum.  In  other  A\oids,  yon  were  under  competitive  pressure  to 
improve  yield.  You  wanted  to  maximize  the  yield,  and  one  way  of 
doino-  tliat  is  to  chan<;e  the  natiii-e  of  your  lending  business? 

Jn  a  large,  complicated  loan  it's  lelatively  easy  to  obtain  higher  yield. 
But  it  requires  more  sophisticated  origination  techniques. 

Mr.  Knab.  That's  true,  but  we  also  think  it  reflects  our  willingness 
to  accept  risk  for  which  we  should  be  compensated.  Because  of  our 
size  we  do  have  a  greater  capacity  for  risk  than,  perhaps,  smaller  in- 
vesting institutions. 

It  only  seems  sensible  to  exj)loit  tliat  capacity  as  fully  as  we  can. 

Mr.  Blttm.  That's  not  fully  exploited  when  you  are  talking  about 
FHA  insured  mortgage  origination?  There,  the  risk  is  primarily  the 
(Government's. 

Mr.  Knab.  A  large  pai-t  of  the  risk  was  transferred  to  the  Govern- 
ment. 

Mr.  Blum.  Are  the  loans  on  other  than  single  family  investment,  for 
example,  large  multi-family  properties  somewhat  more  attractive  in 
tei-ms  of  the  yields  ?  You  do  make  some  of  those  ? 

Mr.  KxAB.  Yes.  we  do. 

]Mr.  Blum.  What,  at  the  moment,  is  the  differential  yield  between 
FHA  mortgages,  and  other  available  investment  opportunities?  I 
vrould  like  to  break  that  into  two  parts:  Other  liousing  opportunities, 
and  other  oppoi'tunities.  generally  T  am  talking  hei-e  about  range. 

Mr.  Knab.  T  was  looking  at  the  record,  and  last  year,  the  FTTA 
single  family  loans  we  made  ran  at  a  rate  of  one  and  a  half  percent 
less  than  our  overall  leal  estate  investment  rate  in  1071. 

Mr.  Blum.  There  is  tliat  much  of  a  differential  ? 

Mr.  Knab.  There  was  in  1971. 

]\Ir.  Blum.  "What  do  you  think  arcor.nts  for  that  differential? 

]Mr.  Knab.  I  would  imagine  availability  and  demand  for  funds. 
There  are  more  institutions  actively  in  the  business  of  making  resi- 
dential loans  than  there  are  making  loans  on  office  buildings,  shop- 
ping centers,  warehouses,  industrial  plants,  and  so  on. 

Mr.  Blum.  So  there  is  a  yield  differential. 

Prudential  did  not  have  a  netwoi'k  of  loan  correspondents,  did  it? 
It  always  operated  directly,  or  am  I  going  too  far  back  in  history  ? 

Ml'.  Jackson.  Prior  to  the  late  1940's,  it  did  have  correspondents. 

]\Ir.  Blum.  Then  you  shifted  to  your  own  direct  operation? 

Mr.  Knab.  Yes. 

Mr.  Blum.  So  when  you  went  into  youi-  arrangement  with  Eastern 
Services,  you  were  doing  something  which  was  not  usual  for  your 
company,  is  that  true  ? 

Mr.  Knab.  That's  true. 

Mr.  Blum.  It's  a  new  kind  of  relationship  for  you  ?  One  you  haven't 
engaged  in  for  quite  a  while  ? 

Mr.  Knab.  That's  coirect. 

Mr.  Blu^i.  Did  you  negotiate  that  contract  with  Eastern  from  the 
ground  up  ?  Sit  down  with  them  and  work  it  out  ? 

Mr.  Knab.  I  would  like  Mr.  Strum  to  answer  that  question. 

Mr.  Strum.  I  think  that  Eastern  submitted  to  us  the  type  of  con- 
tract it  was  used  to  working  under,  with  banks  and  other  institutions, 
and  we  worked  from  that. 

It  was  not  exactly  identical,  but  there  are  probably  some  very  similar 
provisions. 
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Mr.  Blum.  We  have  heard  earlier  testimony  about  repurchase  ar- 
rangements, similar  to  the  one  you  had  with  Eastern.  Was  that  part  of 
the  contract  that  they  gave  you?  Was  it  something  you  negotiated 
over?  Do  you  recall? 

Mr.  Knab.  AVell,  as  we  indicated,  this  was  not  a  provision  peculiar 
to  Prudential.  A  description  of  the  repurchase  provision  was  contained 
in  Eastern's  1966  annual  report,  and  was  noted  by  its  auditors. 

I  was  not  a  pa  it  of  the  original  negotiations,  and  I  don't  know, 
really,  who  brou.'iit  the  subject  up,  but  it  did  not  represent  a  depar- 
ture from  the  norm. 

Mr.  Blum.  You  mention  a  modification  of  that  agreement.  What 
was  the  occasion  for  that,  do  you  recall  ? 

Mr.  Knab.  That  occurred,  as  I  recall,  in  1970.  At  that  time.  Eastern 
approached  our  New  York  office,  and  said  that  this  provision  was 
representing  an  unnecessary  financial  hardship. 

The  provision,  originally,  contemplated  that  Eastern  would  repur- 
chase the  mortgages  when  they  were  60  days  delinquent. 

Eastern  pointed  out  that  a  good  number  of  these  mortgages  were, 
subsequently,  they  were  restored  to  good  standing,  so  it  served  no  use- 
ful purpose  for  them  to  be  repurchased. 

To  the  extent  that  this  was  true,  this  option  represented  an  un- 
necessary financial  hardship. 

We,  of  course,  were  eager  to  hold  on  to  the  provision.  So,  it  was 
agreed  by  oral  modification,  as  you  point  out.  that  we  would — I'll 
use  the  term,  "forgo  that  provisioti  at  our  pleasure,"  and  would  only 
require  Eastern  to  repurchase  the  Joans  v.^hen  they  got  to  forcv-iosuic 
sale  status. 

Mr.  Blum.  Let  me  see  if  I  understand  this.  You  did  instruct  Eastern 
as  to  the  number  of  points  it  was  to  charge  in  relation  to  the  purchase 
price  you  paid  ? 

Mr.  Knab.  The  way  that  worked,  and  I  believe  this  was  true  with 
our  other  mortgage  bankers,  we  would,  from  time  to  time,  inform 
Eastern  that  we  would  buy  blocks  of  loans  in  amounts  of,  say  $1  mil- 
lion, $3  million,  or  $5  million,  that  qualified  under  the  program.  We 
would  agree  to  pay  a  stipulated  amount  for  these  loans,  and  our  price 
would  reflect  FNMA's  published  prices. 

Mr.  Blum.  But,  what  I'm  getting  at  is  the  price  that  Eastern  then 
charged  its  customer — in  other  words,  the  number  of  points  charged 
on  the  street. 

Mr,  Knab.  We  instructed  Eastern  to  charge  li/4  percent  above  Pru- 
dential's price. 

Mr.  Blum.  That's  what  I  was  getting  at.  Did  you  audit  Eastern  on 
these  mortgages,  to  be  sure  that  the  specified  origination  price  was, 
indeed,  the  price? 

Mr.  Knab.  I  think  it  would  be  more  accurate  to  say  that  we  spot- 
checked. 

Mr.  Blum.  When  you  were  looking  around  for  a  correspondent,  did 
you  talk  to  other  companies  about  possibly  buying  mortgages?  Did 
you  interview  them  and  check  that  market? 

Mr.  Knab.  My  impression  is  that  we  were  approached  by  Eastern. 
They  checked  out  satisfactorily  before  we  had  a  chance  to  do  much 
shopping. 

Mr.  Strum.  Yes. 
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Mr.  Bi.uM.  Once  you  worked  out  the  arrangements  it  seemed  to  be 
going  along  satisfactorily  ?  That  was  the  end  ? 

Mr.  KxAB.  Yes. 

Mr.  Blum.  What  about  the  volume  of  delinquencies  and  foreclosures. 
I  take  it.  because  it  was  in  a  city  program  you  anticipated  a  high  vol- 
ume of  foreclosures  and  delinquencies.  Is  that  correct  ? 

Mr.  Knab.  Yes;  that's  correct.  As  a  matter  of  fact,  the  only  real 
underwriting  we  did,  if  any,  was  to  be  sure  that  the  loans  were  in 
areas  that  qualified  for  the  program.  They  had  to  be  sufficiently  de- 
pressed so  they  would  not  qualify  as  a  normal  investment. 

Mr.  Blum.  In  other  words,  you  applied  a  kind  of  reverse  under- 
writing? 

Mr.  KxAB.  Yes ;  that's  true. 

Mr.  Blum.  Therefore,  you  were  not  astonished  by  the  number  that 
came  along,  along  the  line  ?  You  just  absorbed  it  ? 

Mr.  KxAB.  We  were  very  disappointed  in  the  delinquencies  and  fore- 
closures but  we  had  no  basis  for  comparison,  actually,  because  we  had 
not  been  in  that  kind  of  business. 

Mr.  Blum.  You  made  a  pledge  to  go  into  this  area,  and  this  was 
living  up  to  your  pledge,  and  you  gritted  your  teeth  ? 

Mr.  KxAB.  That's  the  way  it  was  viewed,  ye^. 

Mi-.  Blum.  How  do  you  feel  now  about  a  program  that  says,  "Take 
some  money  and  put  it  there."  Knowing  about  what  you  now  know 
about  what  happened  in  that  real  estate  market,  what  do  you  think 
about  tlie  wisdom  of  that  kind  of  program  ? 

Mr.  Knab.  We  are  very  disappointed.  With  all  the  money  and  the 
good  intentions  that  tlie  Government  and  people  in  private  industry 
put  into  the  program,  it  is  disappointing  it  did  not  Avork  out  better. 

Mr.  Blum.  Would  you  go  into  a  program  like  that  ;igain  ? 

Mr.  Knab.  Only  with  some  changes. 

Mr.  Blum.  I  take  it  more  careful  administration  by  FHA  would 
be  one? 

Mr.  Knab.  Someone  has  to  apply  more  careful  supervision  and 
control.  Given  the  present  circumstances,  obviously,  this  would  have 
to  be  the  mortgagee.  For  Prudential  to  go  back  into  this  market,  we 
would  have  to  a])ply  controls  quite  similar  to  those  we  apply  to  our 
noninner-city  business.  To  the  extent  we  would  have  to  do  this,  the 
liow  of  funds  into  the  inner-city  areas  would  tend  to  shrink,  because 
of  the  problems  of  staffing  and  processing. 

Mr.  Blum.  The  cost  of  originating  and  servicing  becomes  so  high 
tlie  yield  differential  makes  it  absolutely  impractical  to  do  business? 

Mr.  Knab.  I  would  certainly  think  it  would  be  much  less  attractive. 
That's  right. 

Mr.  Blum.  Would  the  answer  be  to  pay  you  to  go  do  the  underwrit- 
ing, pay  you  to  do  the  servicing?  In  other  words,  where  you  have  a 
]>lighted  area,  draw  a  line  on  the  map  and  say,  inside  the  line  the 
oi-iofiiiation  fee  is  o  points  and  the  servicing  a  point  ? 

Mr.  Knab.  Well,  that 

Mr.  Blum.  And  the  Federal  Government  will  pay  the  difference.  Is 
that  the  way  we  ought  to  apply  this  subsidy  ? 

Mr.  Knab.  That  is  one  way.  My  concern  with  that  solution,  however, 
is  that  this  might  take  care  of  the  institutions  that  have  the  facilities 
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for  processing  and  administering;  that  kind  of  loan  program.  But  I 
am  concei'ned  about  those  institutions  which,  because  of  their  size,  and 
geographical  location,  vroukl  not  have  the  facilities  for  performing 
that  function. 

Mr.  Blum.  What  I  am  getting  at  is,  what  do  we  do  to  get  lenders 
who  are  supervised  lenders  of  one  kind  or  another — or  perhaps  mort- 
ifix^e  bankers  who  Avill  do  a  sound  underwriting  job,  to  go  do  that  job 
in  blighted  ai-eas?  The  problem  seems  to  have  been  tliat  the  people 
that  do  sophisticated,  sound  underwriting  just  don't  do  it  in  those 
areas;  they  don't  want  to.  There  is  just  not  enough  yield  in  it,  there 
is  not  enough  there  to  make  it  atti'active. 

Mr.  KxAB.  To  some  extent,  strong  underwriting  could  be  counter- 
productive. To  the  extent  that  3^011  get  the  mortgagee,  the  ultimate 
lender  involved  in  underwriting,  evaluating,  credit,  and  appraising 
the  value  of  the  physical  facilities,  there  is  a  good  deal  of  housing  that 
is  not  going  to  be  financed. 

We  have  all  heard  a  number  of  delinquency  statistics  quoted  here 
today,  and  I  am  sure  you  heard  a  great  number  on  previous  days.  It 
seems  quite  clear  that  a  lender  can  go  into  the  inner-city  areas,  and  by 
being  highly  selective  as  to  the  type  of  security  and  the  credit  of  the 
mortgagor  can  improve  these  delinquency  ratios.  But  this  takes  care 
of  a  relatively  small  part  of  the  population  in  that  inner-city  area. 

Mr.  Blum.  What  we  have  had  testimony  about  is  this :  That  whei'e 
the  owner  has  simply  lived  up  to  the  FHA  relaxed  standards,  where 
book  has  been  followed,  and  the  fraud  we  have  heard  about  is  avoided, 
the  loans  hnve  been  all  right.  The  loss  levels  have  been  highei'  than 
average,  but  v/ithin  the  acceptable  range.  The  problem  is  even  the  le- 
Laxed  stanchirds  were  not  adhered  to.  Eliminating  the  phantom  mort- 
gagor will  not  raise  the  question  of,  "If  you  tighten  up,  will  you  ex- 
clude someone  who  is  poor?" 

Mr.  KxAB.  As  I  said  earlier,  I  think  the  program  you  have  sug- 
gested would  help  the  situation.  I  think  if  FPIA  had  retained  some 
of  the  controls  and  administrative  procedures  it  has  employed  over 
the  years — or  perhaps  strengthened  them  because  it  was  now  in  a  dil'- 
ferent  kind  of  business — a  good  many  of  the  problems  v\e  are  consid- 
ering today  would  have  been  avoided. 

Mr.  Blum.  How  do  you  make  sure  tliat  your  ap])raisors,  and  the 
field  people  who  originate  a  loan,  don't  do  what  FHA  appraisors  in 
New  York  apparently  did?  How  do  you  supervise  them? 

Mr.  Knar.  As  I  mentioned  earlier,  we  administer  most  of  our  loans 
direct  through  our  o\\i\  Pi'udential  em]^loyees.  We  have  a  reinspection 
procedure  as  follows :  There  are  several  levels  of  su]iervision  ii\  our 
organization;  the  corporate  home  office  staff,  the  regional  home  office 
staff,  and  the  real  estate  investment,  cfiica  itself.  These  reinspection 
procedures,  which  are  enforced,  require  that  all  loans  in  excess  of  one- 
half  million  dollars  and  a  cross  section  of  loans  under  that  amount  be 
reinspected  within  3  years,  from  the  time  the  loans  are  made  by  a 
high  leA^el  representative  of  the  corporate  home  ofHce. 

These  reinspections  are  made  by  a  member  of  the  regional  home 
office  staff  within  2  years  and  by  a  member  of  the  management  staff 
of  the  real  estate  investment  office  within  the  first  year  of  making  the 
loan. 
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Mr.  Blum.  When  you  are  doing  your  own  appraisals,  you  keep  a  very 
careful  eye  on  what  is  haj^peninti:  out  there.  You  check,  and  you  cross- 
check, and  you  spot  trouble  well  in  advance,  or  try  to? 

Mr.  Knab.  Well,  that  procedure,  of  course,  doesn't  prevent  a  bad  or 
a  poor  investment,  but  it  should  go  far  to  prevent  occurrences  in  the 
future. 

Mr.  Blum.  Do  you  think  something  like  that  might  help  the  FHA? 

Mr.  Knab.  Yes. 

Mr.  Blum.  One  other  area  I  would  like  to  raise :  One  of  the  things 
in  real  estate  investment  that  plays  quite  a  prominent  role  is  the  struc- 
ture of  the  tax  laws.  Frequently  we  have  heard  of  apartment  buildings, 
residential  apartment  buildings  particularly,  in  which  financing  has 
been  structured  to  throw  off  the  best  array  of  tax  benefits  for  one  or 
another  kind  of  investor. 

I  wonder  to  what  degree  the  financial  structure  that  is  created  by 
that  kind  of  planning  and  financing,  may  become  a  later  liability 
when  we  are  talking  about  an  owner  of  a  building  staying  afloat.  I  am 
wondering  if  some  of  that  kind  of  financing  might  not,  in  15  or  20 
years,  might  lead  to  apartment  buildings  like  those  we  are  now  worry- 
ing about  in  the  Bronx  and  Brooklyn  ? 

Mr.  K>:ab  Well,  given  the  objective  of  increasing  the  number  of 
housing  units,  I  think  the  tax  laws  serve  a  useful  purpose  through  ac- 
celerated depreciation  in  encouraging  investors  to  put  their  money  into 
multifamily  housing.  To  the  extent  that  these  same  laws  encourage 
ti-ansferring  title  to  properties  at  the  end  of  10,  12,  or  1.5  years,  I  don't 
think  this  is  particularly  productive. 

One  can  also  write  a  scenario  that  the  investor  in  that  situation  is  not 
interested  in  maintaining  the  property  because  he  is  going  to  unload  it. 
On  the  other  liand  I  would  suggest  that  if  he  is  a  farsighted  investor 
and  he  wants  to  obtain  the  best  possible  price  for  his  property,  de- 
feiM'ed  maintenance  could  be  a  very  shortsighted  policy. 

Mr.  Blum.  But  clearly  the  capital  structure  of  the  building  and  the 
tax  considerations  that  have  gone  into  it  do  have  a  bearing  on  whether 
that  building  will  be  properly  maintained  and  whether  it  will  live  out 
its  useful  life. 

INIr.  Knab.  That  is  a  conclusion  you  might  draw. 

INIr.  Blum.  Do  you  disagree  with  it  ? 

Mr.  Knab.  To  the  extent  that  I  have  already  said,  JNIr.  Blum,  I  think 
it  is  a  pretty  shortsighted  investor  who  slights  the  maintenance  of  his 
property,  because,  presumably,  that  will  be  reflected  in  the  sale  price 
when  he  wants  to  dispose  of  it. 

Mr.  Blutm.  "Wlien  you  invest  in  apartment  properties  do  you  insist 
your  loans  be  fully  amortized? 

Mr.  Knab.  I  am'a  little  bit  concerned  about  the  term  "all."  Let  me 
say,  virtually  all.  I  know  of  no  exceptions. 

Mr.  Blum.  So  you  would  Avant  to  have  the  principal  paid  down 
within  the  reasonable  life  of  the  building? 

]\rr.  Knab.  That's  right.  Yes. 

jNIr.  Blum.  You  think  that  is  an  im]:)ortant  approach  to  real  estate 
lending?  An  important  first  principal?  Would  you  want  nonamortiz- 
ing  loans  ? 

Mr.  Knab.  Xo,  we  do  not. 
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Mr.  Jackson.  Let  me  clarify  "amortization"  here.  If  apartment 
loans  are  being  made  for  normally  25  to  30  years,  there  are  few,  if 
any,  exceptions  we  can  think  of.  We  might  make  a  IS-year  loan  with  a 
balance  clue  at  maturity  but  with  the  mortgage  payments  equivalent 
to  a  schedule  amortizing  the  loan  over  25  or  30  years. 

^Ir.  KxAB.  Thank  you.  This  involves  taking  into  account  the  esti- 
mated, useful  life  of  the  structure.  The  bulk  of  our  loans,  however,  are 
written  for  periods  of  25  to  30  years,  with  complete  amortization. 

Mr.  Blum.  That  would  see  to  it  that  the  owner's  equity  continues  to 
increase,  his  stake  continues  to  increase,  and  the  risk  to  you  declines 
as  the  value  of  the  building  declines  ? 

]Mr.  Knab.  That  is  the  theory ;  yes. 

]Mr.  Blum.  I  have  no  further  questions. 

Senator  Hart.  j\Ir,  Chumbris  ? 

INIr.  Chumbris.  Thank  you. 

You  haven't  been  on  as  long  as  some  of  the  other  witnesses,  and  we 
want  to  give  you  equal  time,  so  I  want  to  ask  you  one  question. 

Mr.  Knab.  Thank  you. 

]Mr.  CnuMBRTS.  You  made  these  comments:  "These  pressures  con- 
tributed to  a  failure  of  administrative  controls,  which  made  it  possible 
for  certain  individuals  to  take  advantage  of  the  program  for  their  own 
gain."  Then  you  go  ahead  and  say :  "Such  development  should  not  be 
controling  in  the  assessment  of  the  entire  program.  This  is  not  to  say, 
however,  the  program  could  not  be  improved." 

Now,  let's  suppose,  for  example,  that  T  was  President  Nixon's  chief 
adviser  on  affairs  such  as  housing,  and  I  called  you  up,  "IMr.  Knab, 
I  want  you  to  come  to  Washington  and  administer  this  program  to 
take  care  of  the  very  problem  you  mention  here,  and  if  you  need  addi- 
tioFsal  legislation  I'll  see  that  the  President  will  see  to  it  that  the 
message  goes  to  Congress  to  make  changes  in  the  law." 

"^^liat  would  you  say  in  answer  to  such  a  request  ? 

Mr.  Knab.  "\Vliat  we  had  in  mind  was  an  elimination  of  some  of  the 
complexities  of  the  A^arious  subprograms  that  are  contained  in  the 
public  housing  and  FHA  insurance  laws.  As  one  reviews  the  various 
programs,  it  becomes  clear  that  it  takes  virtually  a  f  nil -time  expert  to 
understand  what  programs  are  available  and  how  they  can  best  be 
nsed  to  achieve  the  purposes  for  which  they  are  obviously  intended. 

What  we  are  in  effect  suggesting  is  that  the  entire  housing  program 
and  its  objectives  be  reviewed  with  a  view  to  simplifying  the  law  and 
focusing  its  thrust  on  precisely  what  we  want  to  accomplish  which  is, 
of  course,  more  suitable  housing. 

Mr.  Chumbris.  If  I  gather  what  you  stated  here  today,  and  other 
witnesses  have  stated  there  today  ir  previous  sessions,  that  considering 
the  normal  pressures  that  may  come- from  Congress  itself,  or  from  the 
agencies  downtown,  or  from  other  sources  you  mentioned  in  your 
pajier.  that  to  meet  the  objectives  Congress  intended  by  the  19(^8  law, 
that  give  and  take  a  few  of  the  incidences  you  have  noted  in  your 
paper;  put  those  things  aside,  that  this  program  is  running  about  as 
good  as  you  can  expect  a  Government  program  to  run.  The  Govern- 
ment's part  plus  the  industry's  part,  in  a  program. 

Mr.  Knab.  We  think,  as  we  pointed  out,  that  the  FHA  has  per- 
formed a  very  useful  function  over  the  years.  Based  on  the  testimony 
that  we  have  heard,  on  the  j^roblems  involved  in  this  inner  city  pro- 
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gram,  it  does  seem  clear  that  the  needed  administrative  controls  have 
gotten  away  from  the  FHA.  We  think  the  institution  of  such  controls 
is  essentiaL 

But,  to  eliminate  or  destroy  the  FHA  mechanism  we  think  would 
be  a  mistake. 

Mr.  Chumbris.  You  know  we  have  had  so  many  matters  before  this 
subcommittee  we  just  run  the  whole  gamut  in  what  we  go  into.  So 
many  times  recommendations  will  come  in  that  we  ought  to  do  some- 
thing drastic,  or  change  a  program  that  is  not  working  well,  whereas, 
when  we  analyze  it  real  closely  there  are  some  faults  with  it  but  you 
don't  "burn  down  the  house  to  get  rid  of  a  few  mice." 

I  don't  know  whether  that  is  truly  applicable  here.  We  have  had 
some  bad  cases  brought  to  our  attention.  Some  of  them  have  resulted 
in  Federal  indictments  in  New  York,  but  I  think  the  way  you  gentle- 
men ha^'o  testified  today — all  three  witnesses  today — I  think  you 
have  helped  the  record  quite  a  bit  to  show  that  we  are  always  looking 
for  Utopia  and  perfection,  if  we  can  possibly  get  it.  The  testimony  you 
have  given  us  I  think  has  helped  quite  a  bit.  to  bring  that  to  the  atten- 
tion of  the  subcommittee. 

Thank  you  vevj  much. 

Nothing  further. 

Senator  Hart.  Mr.  Kern. 

jNIr.  Kerx.  I  wonder  if  you  would  care  to  comment  on  the  suggestion 
that  long-term  lenders  might  be  authorized  by  FHA  to  underwrite 
loans  for  FHA  insurance.  Would  you  care  to  comment  on  that?  Were 
you  here  during  the  previous  testimony 

Mr.  KxAii.  Yes,  T  was.  I  am  sure  that  would  work  very  well  for 
Metropolitan  and  possibly.  Prudential.  But  I  would  be  concerned — 
as  I  think  1  have  mentioned  eai'lier — how  this  would  accommodate  to 
the  investment  needs  of  smaller  institutions  who  would  not  be  able  to 
build  up  the  kind  of  staff  needed — institutions  which  are  presently 
active  in  this  area. 

Mr.  Kern.  That  effect  might  ]Hit  them  in  a  disadvantage  ? 

Mr.  Knab.  It  very  well  could  be.  Personally,  I  would  be  inclined  to 
think  that  the  FHA  role  of  the  past,  if  properly  supplemented  and 
augmented,  as  I  have  suggested,  might  be  a  more  productive  and  effi- 
cient approach. 

Mr.  Kerx.  Thank  you. 
•  Senator  Hart.  Again  I  have  been  advised  to  get  to  the  floor  for  a 
vote.  One  of  the  recent  proposals,  with  respect  to  the  Internal  Revenue 
Code,  is  that  having  identified  the  50-odd  tax  preferences,  we  will 
legislate  their  termination  on  a  schedule  to  complete  the  termination 
of  the  50-odd  items — the  theory  of  that  is  that  we  hear  testimony 
around  here  all  the  time  about  the  lack  of  wisdom  of  certain  of  these. 
"The  idea  was  good  but  it  has  been  abused,  and  you  have  to  fix  it  up." 
We  aren't  able  to  wind  up  fixing  very  much,  understanding  all  the 
rcf^ommendations.  for  a  lot  of  rp;\sons.  Let's  approach  it  the  other  way. 
Let's  put  everybody  who  has  an  interest  pro  or  con  in  one  of  those 
preferences,  and  unless  he  makes  his  case  that  it  is  of  value,  it  is  killed 
at  the  end  of  2  or  3  years.  It  sort  of  puts  the  pressure  on  the  lobbyists 
on  the  other  end. 

^Ir.  Kxab.  Yes,  it  would. 

Senator  Hart.  Why  don't  we  do  the  same  thing  with  the  housing 
programs.  Say  it  becomes  so  complicated  that  we  are  always  talking 
about  fixing  up  one  or  another  aspect.  Really  we  add  new  programs 
and  we  don't  fix  very  many.  How  would  you  react  to  that? 
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Mr.  Knab,  Are  you  suggesting  that  the  private  housing  industiy, 
developers,  builders,  lending  insti'utions,  and  others,  make  a  con- 
crete proposal  as  to  the  housing  program  i 

Senator  Hart.  No  ;  I  thought  you  were  going  to  blast  my  proposal 
by  saying  am  I  going  to  i^ut  every  one  of  those  on  notice,  that  they 
ai'c  going  to  be  out  of  business. 

I'm  sa^ying,  let's  put  everybody  on  notice  by  enacting  a  law  that 
either  on  a  phased  basis,  or  all  of  them  by  1977  will  be  eliminated. 

Mr.  KisTAB.  Unless  they  were  used  '( 

Senator  Hart.  Unless  we  are  persuaded  to  reenact  either  existing 
or  improved  forms.  Would  that  be  a  more  hopeful  way  to  reform  some 
of  t!  lese  programs  'I 

Mr.  Knab.  If  you  do,  I  hope  it  would  be  effective.  The  stakes  are 
awfully  high.  We  are  talking  about  the  entire  housing  industry.  If 
private  industry  should  somehow  fumble  the  ball  in  responding  in  the 
manner  in  which  you  anticipate,  the  risk  to  housing  would  be  extremely 
high.  Senator.  I  would  be  concerned  about  that  approach. 

Senator  Hart.  Any  further  questions  ? 

Tliank  you  very  much. 

(Witness  excused. ) 

Senator  Hart.  We  will  recess,  get  the  vote  behind  us,  and  then 
resume  with  Mr.  Sharkey. 

(A  short  recess  was  taken.) 

Senator  Hart.  The  subcommittee  will  come  to  order. 

STATEMENT  OF  JOSEPH  T.  SHAEKEY,  PRESIDENT  OF  THE  DIME 
SAVINGS  BANK  OF  WILLIAMSBTJRGH,  BROOKLYN,  N.Y. 

(The  witnesses  Avere  sworn  by  Senator  Hart.) 

Senator  Hart.  I  am  glad  to  meet  you,  INIr.  Sharkey.  I  have  heard 
about  you  for  a  long  time. 

]Mr.  Sharkey.  Thank  you. 

Senator  Hart.  We  do  welcome  the  Honorable  Joseph  T.  Sharkey, 
here,  as  the  president  of  the  Dime  Savings  Bank  of  Williamsburgh.  We 
will  order  your  statement  printed  in  full  Mr.  Sharkey.  As  yon  go  along, 
if  th.ere  are  any  changes,  please  feel  free  to  make  them. 

(The  prepared  statement  follows :) 

Statement  of  .Joseph  T.  Shaekey,  President,  the  Dime  Savings  Bank  of 
Williamsburgh,  Brooklyn,  N.Y. 

Mr.  Chairman  and  members  of  the  subcommittee,  my  name  is  .Toseph  T. 
Sharkey  and  I  am  the  President  of  The  Dime  Savings  Bank  of  Williamsburgh 
in  Brooklyn,  New  York.  Accompanying  me  are  .Joseph  F.  T^jazdnwski.  Executive 
Vice  President ;  Vincent  R.  Renzulli,  Assistant  Vice  President  and  Senior  Mortgage 
Officer :  and  .James  S.  Conway,  senior  member  of  the  bank's  law  firm. 

I  was  elected  to  my  present  position  as  President  and  Chief  Executive  Officer  in 
August  1967.  Mr.  Tljazdowski  and  Mr.  Renzulli  were  elected  to  their  respective 
posiiions  in  April  1070. 

The  Dime  Savings  Bank  of  Williamsburgh  which  was  chartered  by  the  New 
York  State  Tvegislature  on  April  19.  1S64,  is  a  member  of  the  Federal  Deposit 
Insurance  Corporation  and  has  resources  in  excess  of  .$340,000,000.  Mortgage 
investments  total  more  than  $27r>  million  and  represent  80%  of  the  bank's  assets. 
Thirty-five  pei-cent  of  this  total  mortgage  ])ortfolio  is  invested  in  guaranteed  and 
insured  loans.  The  remainder  consists  of  conventional  and  construction  loans. 
Almost  50%  of  the  total  mortgage  portfolio  is  invested  i7i  New  York  State. 
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The  bank  maintains  five  offices  in  Brooklyn,  Queens,  Bronx  and  Nassau  Coun- 
ties and  has  a  staff  of  one-hundred  full  time  employees.  These  offices  offer  a  wide 
variety  of  savings  bank  services  and  accomodate  over  93,000  depositors. 

LOAN   POLICIES,    CONVENTIONAL  AND    SECONDARY    MARKET 

Our  basic  purpose  is  to  provide  a  safe  depository  for  our  depositors  and, 
through  the  payment  of  highest  possible  returns,  to  encourage  and  instill  the 
practice  of  thrift  and  financial  responsibility.  Capital  is  reinvested  primarily 
through  conventional,  guaranteed  and  insured  loans  in  the  housing  market.  The 
present  management  policy,  is  to  concentrate  its  new  loan  commitments  on  those 
which  provide  residential  facilities. 

Over  the  years  the  bank  has  purchased  by  assignment  insured  and  guaranteed 
loans  on  a  nationwide  basis.  All  such  loans  are  serviced  by  the  originator.  From 
1966  to  1969  the  bank's  conventional  investment  policy  centered  around  loans 
on  shopping  centers,  office  buildings  and  industrial  buildings.  In  1970  the  bank's 
conventional  loan  policy  was  redirected  towards  providing  funds  for  the  hous- 
ing market. 

In  the  course  of  investment  in  large  commercial  projects  our  bank  developed 
a  staff  with  expertise  in  this  area.  This  was  considered  preferable  to  the  de- 
velopment of  a  much  larger  staff  for  the  origination  and  processing  of  home 
loans.  The  bank  does  grant  home  loans  but  only  to  its  depositors. 

In  keeping  with  the  spirit  of  the  1968  Housing  Act,  the  bank  has  concentrated 
its  purchases  on  the  secondary  market  of  home  loans  to  New  York  City.  Invest- 
ment in  the  national  market  for  low  and  middle  income  families,  has  centered 
on  the  purchase  of  insured  apartment  projects. 

In  order  to  provide  housing  for  low  income  families  in  Brooklyn  and  Bronx, 
the  bank  has  co-operated  with  other  New  York  Savings  Banks  in  the  funding  of 
construction  loans  on  apartment  projects. 

LOANS   PURCHASED   FROM    LOCAL   MORTGAGE    COMPANIES 

The  Committee  has  been  supplied  with  a  detailed  schedule  of  FHA  and  VA 
acquisitions  in  the  secondary  market  from  local  mortgage  companies  during  the 
years  1968  through  1971.  Perhaps  it  will  be  of  interest  to  sumarize  our  fore- 
closure experience  with  insured  and  guaranteed  mortgages  serviced  by  the  Metro- 
politan area  companies  with  whom  we  have  dealt.  The  percentages  carry  all 
mortgages  in  the  foreclosure  process.  The  bank  has  dealt  with  the  three  largest 
local  mortgage  companies :  Eastern  Service  Corp. ;  Inter-Island  Mortgage  Corp. 
and  Jacksonville  National  Bank  (formerly  Springfield  Equities  Ltd.). 

Our  experience  with  those  organizations  may  be  charted  as  follows : 

[In  percent! 


Year 

Eastern 

Inter 

-Island 

Jacksonville 

1968                                              

0.69 

1.48 
2.75 
2.09 
3.88 
2.09 

2.34 

1969 

.06 

1.01 

1970 

.14 

1.04 

1971 

-     ....                    .14 

.79 

19721 

.     0 

1.92 

1  1972  through  May  31,  1972. 

The  l)anks  pro^'edure  is  to  inspect  all  loans  on  v.'hich  it  commits.  This  of  course, 
includes  insured  and  guaranteed  mortgages.  With  respect  to  proposed  insured 
multi-family  projects,  the  proposed  site  is  inspected.  When  purchasing  existing 
heme  l<>aus,  the  property  is  inspected  and  photographs  are  taken. 

TRANSACTIONS    WITH    EXCAMBTO   MANAGEMENT    CORPORATION 

In  1906  and  the  early  part  of  1967,  the  bank  purchased  senior  participations  in 
conventional  mortgages.  These  mortgages  covered  two  family  brick  dwellings 
located  in  the  East  nW  York  Section  of  Brooklyn.  The  junior  participant  in  the 
loans  was  the  Wenhaven  Realty  Corp. 


1252 

The  properties  were  not  owner-occupied  but  were  tenanted  by  families  on 
Welfare.  The  buildings  were  managed  by  Excambio  Management  Corp.  The 
records  indicate  that  the  concept  behind  these  loans  was  that  Welfare  families 
could  be  housed  at  a  lesser  cost  to  the  City,  thru  this  vehicle  than  by  housing  at 
"welfare  hotels".  Problems  of  collecting  the  rent  and  internal  management  of 
Wenhaven  Realty  led  to  the  collapse  of  this  venture.  The  bank  foreclosed  on  all 
but  one  loan.  With  the  exception  of  three  properties  that  the  bank  still  owns, 
all  others  were  sold  at  a  loss. 

MORTGAGE  LIQUIDATION   PBOBLEMS 

In  general  the  bank  has  not  liquidated  mortgage  loans  at  a  large  discount.  The 
policy  of  the  bank  has  been  to  foreclose  and  then  sell  the  property.  Usually  the 
bank  will  take  back  a  mortgage  on  an  apartment  project.  With  regard  to  con- 
ventional home  loans,  the  foreclosed  property  has  been  sold  for  all  cash.  In 
almost  every  case  the  bank  has  sustained  a  loss. 

One  of  our  major  problems  in  connection  with  foreclosing  home  mortgages, 
whether  they  be  conventional  or  FHA/VA,  is  the  possession  of  the  property. 
Evicting  the  occupants  is  difficult  and  time  consuming.  This  problem  is  particular- 
ly accute  with  FHA  loans  since  the  property  must  be  vacant  when  turned  over  to 
FHA. 

The  bank  supports  the  social  objectives  of  providing  decent  housing  via  the 
various  insured  and  guaranteed  programs.  The  abuses  which  have  plagued  the 
program  do  not  negate  the  basic  soundness  of  the  underlying  legislation. 

I  believe  that  mortgage  banking  firms  provide  a  needed  specialized  service. 
They  should,  however,  be  regulated  to  protect  the  public,  much  as  banks  are 
supervised. 

SUGGESTIONS 

Perhaps  the  greatest  problem  facing  the  FHA  in  particular  and  the  housing 
industry  in  general  is  what  may  be  termed  'institutional  schizophrenia."  On 
the  one  hand,  we  have  the  concept  of  the  FHA  as  an  insurance  company.  In  this 
capacity,  it  has  been  run  almost  as  if  it  were  a  profit  ni:iking  business.  Ris-ks  were 
minimized  and  the  possibility  of  losses  shunned.  On  the  other  hand,  the  FHA 
bears  an  essential  but  contrasting  character  of  a  social  agency.  In  this  guise  the 
running  of  risks  and  incurrence  of  losses  is  subordinate. 

Within  the  past  few  years  new  programs  have  been  added  which  stress  the 
social  aspects  of  the  housing  problems  facing  the  nation.  These  programs 
entailed  making  the  benefits  of  FHA  insurance  available  to  borrowers  previ- 
ously denied  access  to  these  benefits.  By  adopting  the  principle  of  subsidies, 
Congress  recognized  rhat  these  programs  could  not  be  administered  in  the  tradi- 
tional way. 

The  FHA  was  put  in  the  position  of  administering  two  groups  of  programs 
with  ostensibly  the  same  goals  but  with  different,  and  at  times  conflicting,  rules. 
Partially  in  recognition  of  the  diflSculty  in  operating  under  these  conditions,  the 
separation  of  GNMA  and  FNMA  was  accomplished.  What  I  am  suggesting  is  a 
similar  separation  of  the  functions  of  the  FHA.  Those  relating  to  loans  accepted 
under  original  FHA  concepts  and  those  I'egulating  loans  extended  under  the 
current  programs  for  the  restoration  of  urban  core  areas. 

Obviously,  merely  dividing  the  programs  of  the  FHA  into  administratively 
separate  areas  will  not  resolve  the  problems.  Adequate  policing  is  necessary  to 
prevent  corruption.  I  propose  a  system  of  annual  examination  by  an  independent 
agency,  of  all  mortgage  originators  not  subject  to  examination  by  either  federal 
or  state  banking  authorities.  The  agency  would  be  supported  by  assessing  every 
mortgage  originated  by  any  firm  subject  to  examination  by  it.  The  assessment 
would  be  borne  by  the  mortgage  banker  and  could  not  be  charged  to  the  mort- 
gagor. This  agency  would  police  the  activities  of  the  mortgage  banking  industry. 

I  appreciate  this  oportunity  to  appear  before  this  distinguished  Committee 
and  to  outline  our  experiences  and  impressions  on  a  subject  so  vital  to  govern- 
ment, business,  and  more  important,  to  people. 


Mr.  Sharkey.  Thank  you.  Mr.  Chairman  and  members  of  the  com- 
mittee, my  name  is  Joseph  T.  Sharkey,  and  I  am  the  president  of  the 
Dime  Savings  Bank  of  Williamsburgh  in  Brooklyn,  N.Y.  Accompany- 
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ing  me  are  Joseph  F.  Ujazdowski,  the  executive  vice  president,  Mr. 
Vincent  R.  Renzulli.  who  is  the  assistant  vice  president  and  senior 
mortgage  officer,  and  Mr.  James  S.  Conway,  senior  member  of  the 
bank's  law  firm  of  Flood,  Conway,  Staid,  &  Farrell. 

I  was  elected  to  my  i)i-('sent  nos-tiou  as  president  ;<'d  chief  executive 
officer  in  August  1967.  Mr.  Ujazdowski  and  Mr.  Ren/ulli  were  elected 
to  their  respective  positions  in  April  of  1970. 

The  Dime  Savings  Bank  of  Williamsburgh  which  was  chartered 
by  the  New  York  State  Legislature  on  April  19,  1864,  is  a  member  of 
the  Federal  Deposit  Insurance  Corp.  and  has  resources  in  excess  of 
$340  million.  Mortgage  investments  total  more  than  $275  million  and 
rejK-esent  80  percent  of  tlie  bank's  assets. 

Thirty-five  ])ercent  of  its  total  mortgage  portfolio  is  invested  in 
guaranteed  and  insured  loans.  The  remainder  consists  of  conventional 
and  construction  loans.  Almost  50  percent  of  the  total  mortgage  port- 
folio is  invested  in  New  York  State. 

The  bank  maintains  five  offices  in  Brooklyn,  Queens,  Bronx,  and 
Nassau  Counties  and  has  a  staff  of  100  full-time  employees.  These 
offices  offer  a  wide  variety  of  savings  banks  services  and  accomodate 
over  93,000  depositors. 

Our  basic  purpose  is  to  provide  a  safe  depository  for  our  depositors 
and.  through  the  payment  of  highest  possible  returns,  to  encourage 
and  instill  the  practice  of  thrift  and  financial  responsibility.  Capital 
is  reinvested  primarily  through  conventional,  guaranteed,  and  insured 
loans  in  the  housing  market.  The  present  management  policy,  is  to 
concentrate  its  new  loan  commitments  on  those  which  provide  resi- 
dential facilities. 

Over  the  years  the  bank  has  purchased  by  assignment  insured  and 
guaranteed  loans  on  a  nationwide  basis.  All  such  loans  are  serviced 
by  the  originator.  From  1966  to  1969  the  bank's  conventional  invest- 
ment policy  centered  around  loans  on  shopping  centers,  office  build- 
ings, and  industrial  buildings.  In  1970  the  bank's  conventional  loan 
policy  was  redirected  toward  providing  funds  for  the  housing  market. 

In  the  course  of  investment  in  large  commercial  projects  our  bank 
developed  a  staff  with  expertise  in  this  area.  This  was  considered  pref- 
erable to  the  development  of  a  much  larger  staff  for  the  origination 
and  processing  of  home  loans. 

The  bank  does  grant  home  loans  but  only  to  its  depositors. 

In  keeping  with  thp  spirit  of  the  1968  Housing  Act,  the  bank  has 
concentrated  its  purchases  on  the  secondary  market  of  home  loans  to 
New  York  City.  Investment  in  the  national  market  for  low-  and  mid- 
dle-income families,  has  centered  on  the  purchase  of  insured  apartment 
projects. 

In  order  to  provide  housing  for  low-income  families  in  Brooklyn 
and  Bronx,  the  bank  has  cooperated  with  other  New  York  savings 
banks  in  the  funding  of  construction  loans  on  apartment  projects. 

The  committee  has  been  supplied  with  a  detailed  schedule  of  FHA 
and  VA  acquisitions  in  the  secondary  market  from  local  mortgage 
companies  during  the  years  1968  through  1971.  Perhaps  it  will  be  of 
interest  to  summarize  our  foreclosure  experience  with  insured  and 
guaranteed  mortgages  serviced  by  the  metropolitan  area  companies 
\yith  whom  we  have  dealt.  The  percentages  carry  all  mortgages  in  the 
foreclosure  process. 


1254 

The  bank  lias  dealt  with  the  three  larii'est  local  nioi't,i!;a.<i:e  conipauics: 
Eastern  Service  Corp..  Inter-Island  ?»Iortga,irf  Corp..  and  Jacksonville 
National  Bank,  whic}>  was  formei'ly  the  Springfield  Equities  Limited. 
Onr  experience  with  these  organizations  may  be  charted  as  follows: 
AVe  have  a  chart  there  gentlemen  which  I  hope  you  have  before  you. 
The  liank's  procedui-e  is  to  inspect  all  loans  on  whicli  it  connnits. 
This  of  course,  includes  insured  and  guaranteed  mortgaoes.  With  re- 
spect to  proposed  insured  multifamily  projects,  the  ])roposed  site  is 
inspected.  When  purchasing  existing  home  loans,  the  pi'operty  is  in- 
spected and  photographs  ar-e  taken. 

In  1966  and  the  eai'ly  part  of  1967,  the  bank  purchased  senior  par- 
ticipations in  conventional  mortgages.  These  mortgages  covered  two- 
family  brick  dwellings  located  in  the  East  New  York  section  of  Brook- 
lyn. The  junior  participant  in  the  loans  was  the  Wenhaven  Realty 
Cor)). 

The  properties  were  not  owner-occupied  but  were  tenanted  by  fam- 
ilies on  welfare.  The  buildings  were  managed  by  Excambio  Manage- 
ment Corp.  The  records  indicate  that  the  concept  behind  these  loans 
was  that  welfare  families  could  be  housed  at  a  lesser  cost  to  the  city 
through  this  vehicle  than  by  housing  at  "welfare  hotels."  Problems 
of  collecting  the  rent  and  internal  management  of  Wenhaven  Realty 
led  to  the  collapse  of  this  venture.  The  bank  foreclosed  on  all  but  one 
loan.  With  the  exception  of  three  properties  that  the  bank  still  owns, 
all  others  were  sold  at  a  loss. 

Senator  Hart.  Mr.  Sharkey,  I  have  to  apologize  and  interrupt  again. 
There  is  another  vote. 

(A  short  recess  was  taken.) 

Senator  Hart.  The  subcommittee  will  come  to  order. 

Now,  we'll  try  again. 

Mv.  Sharkey.  Thank  you.  Mortgage  liquidation  problems.  In  gen- 
eral the  bank  has  not  liquidated  mortgage  loans  at  a  large  discount.  The 
policy  of  the  bank  has  been  to  foreclose  and  then  sell  the  property. 
Usually  the  bank  will  take  back  a  mortgage  on  an  apartment  project. 
With  regard  to  conventional  home  loans,  the  foreclosed  property  has 
been  sold  for  all  cash.  In  almost  every  case  the  bank  has  sustained  a 
loss. 

One  of  our  major  pi'oblems  in  connection  with  foreclosing  home 
mortgages,  whether  they  be  conventional  or  FHA/VA,  is  the  posses- 
sion of  the  property.  Evicting  the  occupant  is  difficult  and  time  con- 
suming. This  problem  is  particularly  accute  with  FHA  loans  since 
the  property  must  be  vacant  when  turned  over  to  FHA. 

The  bank  supports  the  social  objectives  of  providing  decent  housing 
via  the  various  insured  and  guaranteed  progi-ams.  The  abuses  which 
have  plagued  the  program  do  not  negate  the  basic  soundness  of  the 
underlying  legislation. 

I  believe  that  mortgage  banking  firms  provide  a  needed  specialized 
service.  They  should,  however,  be  regulated  to  protect  the  public, 
much  as  banks  are  super^dsed. 

Perhaps  the  greatest  problem  facing  the  FHA  in  particular  and  the 
housing  industry  in  general  is  what  may  be  termed  "institutional  schiz- 
ophrenia." On  the  one  hand,  we  have  the  concept  of  the  FHA  as  an 
insurance  company.  In  this  capacity  it  has  been  nm  almost  as  if  it  wei-e 
a  profitmaking  business.  Risks  were  minimized  and  the  possibility  of 
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losses  sliunned.  On  the  othei-  luind.  xhv  FHA  bears  an  essental  but 
contrasting  cliaracter  of  a  social  ao:ency.  In  this  <i:uise  the  running  of 
risks  and  incurrence  of  loses  is  subordinate. 

Within  the  past  few  yenvs  new  programs  have  been  added  which 
stress  tlie  social  aspects  of  the  housing  problems  facing  the  Nation. 
These  ])rograms  entailed  making  the  benefits  of  FHA  insurance  avail- 
able to  borrowers  previously  denied  access  to  these  benefits.  By  adopt- 
ing the  ])rincii)le  of  subsidies,  Congress  recognized  that  these  programs 
could  not  be  administered  in  the  traditional  way. 

The  FHA  was  put  in  the  position  of  administering  two  groups  of 
programs  with  ostensibly  the  same  goals  but  with  different,  and  at 
times  conflicting,  rules. 

Partially  in  recognition  of  the  difficulty  in  operating  under  these 
conditions,  the  separation  of  GNMA  and  FXMA  was  accomplished. 

What  I  am  suggesting  is  a  similar  separation  of  the  functions  of 
the  FHA.  Those  relating  to  loans  accepted  under  original  FHA  con- 
cepts and  those  regulating  loans  extended  under  the  curi-ent  programs 
for  the  restoration  of  urban  core  areas. 

Obviously,  merely  dividing  the  programs  of  the  FPIA  into  adminis- 
tratively separate  areas  will  not  resolve  the  problems.  Adequate  polic- 
ing is  necessary  to  prevent  corruption.  I  propose  a  system  of  annual 
examination  by  an  independent  agency,  of  all  mortgage  originators 
not  subject  to  examination  by  either  Federal  or  State  banking  authori- 
ties. The  agency  would  be  supported  by  assessing  every  mortgage  origi- 
nated by  any  firm  subject  to  examination  by  it.  The  assessment  could 
be  borne  by  the  mortgage  banker  and  could  not  be  charged  to  the  mort- 
gagor. This  agency  would  police  the  activities  of  the  mortgage  bank- 
ing industry, 

I  appreciate  this  opportunity  to  appear  before  this  distinguished 
committee  and  to  outline  our  experiences  and  impressions  on  a  subject 
so  vital  to  government,  business,  and  more  important,  to  people. 

Thank  you. 

Senator  Hart.  Thank  you.  Mr.  Sharkey,  I  am  delighted  you  came. 
I  wish  the  jurisdiction  of  the  committee  and  the  time  would  permit  me 
to  ask  questions  about  a  subject  with  which  I  am  more  comfortable 
than  housing  programs.  I  would  like  to  listen  to  your  story  about  youi- 
many  years  in  New  York  and  Brooklyn  in  public  affairs.  I  can  under- 
stand those  a  little  better  than  some  of  these  questions  we  have  been 
kicking  around. 

But  I  will  defer  to  Mr.  Blum. 

Mr.  Blum,  Mr.  Sharkey,  the  Dime  Savings  Bank  of  Williamsburgh 
has  a  number  of  offices  in  Brooklyn,  is  that  correct  ? 

Mr.  Sharkey.  Just  one.  One  in  Brooklyn. 

Mr.  Blum.  It  did  go  to  the  secondary  market  however,  to  purchase 
mortgages  from  companies  such  as  Eastern,  Inter-Island,  and  Spring- 
field, is  that  correct  ? 

Mr.  Sharkey.  Yes. 

Mr.  Blum.  I  wonder  if  you  could  tell  us  why,  to  get  mortgages  in 
your  hometown  so  to  speak  you  have  to  go  through  a  mortgage  com- 
pany. What  is  there  about  this  business  which  means  you  don't  origi- 
nate in  your  own  hometown  yourself  ? 
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jNIr.  Sharkey.  We  are  a  small  bank.  $340  million.  In  our  league  we 
are  small.  We  are  in  there  with  17  other  banks.  Some  of  them  are 
$4  billion,  $3  billion  classes.  We  are  the  smallest.  We  don't  have  the 
staff.  We  couldn't  handle  it  ourselves. 

You  would  have  to  look  back  at  the  history  of  this  bank.  Up  to  10 
years  ago,  after  100  years  in  business,  they  only  had  $100  million  in 
assets.  Since  that  time  we  have  brought  it  up  to  $340  million,  within 
the  last  10  years.  We  have  done  that  by  changing  the  policy  of  the 
bank  from  a  bond  bank,  which  it  has  been  for  100  years,  to  a  mortgage 
institution.  And  in  doing  that  we  had  to  go  out  and  get  mortgages. 

]Mr.  Blum.  In  effect  you  changed  the  characteristics,  the  portfolio, 
and  you  did  that  by  buying  on  the  secondary  market  rather  than  get- 
ting into  the  originating  business  yourself. 

Mr.  Sharkey.  Yes ;  and  it  is  quite  difficult,  and  it  takes  quite  a  long 
time  to  do  it  directly.  We  tried  that  on  one  occasion  back  a  few  years 
ago. 

Mr.  Reistzulli.  This  was  under  the  supplemental  cooperati^-e  project. 
Mr.  Sharkey  had  to  come  to  Washington. 

Mr.  Blum.  Because  the  program  had  been  set  up  and  nobody 
bothered  to  implement  it. 

Mr.  Renzulli.  Congress  passed  the  legislation. 

Mr.  Blum.  Is  one  of  the  prol^lems  in  originating  moitgages  in  your 
own  offices  that  customers  for  mortgage  loans  ai-e  steered  by  real  estate 
brokers,  and  it  is  the  kind  of  business  where  the  broker  is  more  likely  to 
develop  a  long  term  relatioiipliip  witli  a  mortgage  comj^any  than  a 
l)ank ;  is  that  why  there  is  no  mortgage  origination  ? 

Mr.  Rexzulli.  Basically,  yes. 

Mr.  Blum.  Why  does  a  broker  particularly  find  it  attractive  to  do 
business  with  a  mortgage  company  rather  than  with  a  bank  ? 

Mr.  Renzulli..  In  our  specific  case  we  do  not  process  FHA  or  VA 
at  all.  The  only  single-family  residential  loans  we  make  are  only  those 
that  have  existed.  The  bank  has  never  really  been  in  that  business. 

Mr.  Blum.  What  is  there  about  FHA  loan  underAvriting  that  makes 
it  an  unattractive  business  for  you  to  get  into.  Why  wouldn't  you,  say, 
tool  up  to  do  it ;  hire  the  staff  and  get  into  it  ?  What  holds  you  back  ? 

Mr.  Sharkey.  We  would  have  to  triple  our  staff  to  do  that.  It  would 
be  very  costly  to  do  it. 

Mr.  Blum.  The  return  doesn't  merit  the  investment? 

^Ir.  Sharkey.  There  is  a  theory  on  this  thing  that  goes  back  to  one 
time  possibly  when  they  started.  The  banks  and  insurance  company, 
those  under  strict  surveillance  should  have  handled  the  thing  right 
from  the  start,  possibly.  And  the  FHA  should  have  been  in  the  position 
of  going  over  it  like  we  do  at  the  present  time.  Tlie  bank's  examiners 
come  in,  the  Federal  Deposit  Insurance  Corporation  comes  in  and  ex- 
amines us.  Our  own  accountants  come  in  on  a  surprise  basis  and  ex- 
amines us.  1  f  this  survellance  was  done  on  FHA  loans,  and  still  had  the 
surveillance  of  the  other  agencies  that  come  in,  and  surveyed  the  entire 
situation 

Mr.  Blum.  In  effect,  this  business  escaped  this  kind  of  thing  ? 

]\Ir.  Sharkey.  Yes. 

Mr.  Blum.  Therein  lie  some  other  problems  ? 

Mr.  Sharkey.  Yes.  There  might  have  to  be  a  little  subsidy  on  the 
part  of  the  Government  to  the  bank,  to  put  on  additional  help  to  do 
this,  r  don't  know.  I'm  just  theorizing. 
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Mr.  Blum.  Perhaps  if  not  a  direct  subsidy,  perhaps  a  larger  origina- 
tion fee  ? 

Mr.  Sharkey.  Yes. 

Mr.  Blum.  Which  would  make  it  profitable  to  do  the  underwriting 
and  get  you  into  the  business  of  underwriting,  and  profits  to  be  made 
on  points? 

Mr.  Sharkey.  Yes. 

Mr.  Blum.  The  Dime  Savings  Bank  of  Willi amsburgh  has  completed 
a  questionnaire  for  the  subcommittee  relating  to  its  mortgage  activ- 
ities. I  ask  the  questionnaire  be  made  part  of  the  record. 

Senator  Hart.  Without  objection. 

(The  document  referred  to  may  be  found  in  the  subcommittee  files.) 

Mv.  Blum.  When  you  buy  mortgages  on  the  secondary  market  from 
these  different  mortgage  companies,  do  you  select  the  mortgages  you 
are  going  to  buy?  I  think  you  mentioned  you  visited  the  properties 
and  inspected  them. 

Mr.  Sharkey.  Yes. 

Mr.  Blum.  Do  you  ever  get  offered  mortgages  where  you  say,  "No, 
fellows,  I'm  sorry,  I  don't  want  that."  ? 

Mr.  Sharkey.  Yes,  we  do.  We  turn  them  down.  Last  week  there 
were  several. 

Mr.  Renzulli.  There  were  20  or  25  loans  and  I  would  say  9  or  10  of 
them  v;ere  turned  down. 

2\lr.  Blum.  ^Y]lJ  did  you  turn  them  down  ?  What  do  you  look  for  ? 

yir.  Eenzulli.  In  these  particular  cases  we  had  two  or  three  or  four 
board-ups  on  the  block,  or  around  the  corner.  There  was  nothing  to 
hold  the  block  together  any  more.  It  had  already  gone  too  far. 

]Mr.  Blum.  I  wonder  if  you  could  elaborate  on  that.  You  mean  be- 
cause there  were  all  of  these  loans  on  one  block  you  could  see  immedi- 
atelv  that  something  had  happened  on  that  block  that  made  it  a  bad 
deal? 

]Mr.  Eenzulli.  Yes. 

Mr.  Blum.  Isn't  that  the  kind  of  thing,  much  more  than  the  bank 
that  is  buying  at  the  end  of  the  line,  FHA  would  be  equipped  to  pick 
up  instantly,  because  it  would  have  every  mortgage  application  and 
be  able  to  tag  it — if  every  house  on  the  block  came  up  they  would  know 
about  it,  wouldn't  they  ? 
.  Mr.  Renzulli.  I  would  think  so,  yes. 

Mr.  Blum.  They  don't  keep  their  records  that  way.  At  least  that 
is  our  understanding.  So  they  have  no  way  of  knowing  what  is  hap- 
pening on  the  block  by  block  basis.  WTiat  does  that  business  of  all  of 
the  houses  on  the  block  coming  through  in  a  package  of  mortgages 
tell  you  about  the  block  ? 

]\Ir.  Renzilli.  The  kind  of  thing  we  are  dealing  with  here,  the  build- 
ings are  completely  vacant.  You  get  the  people  breaking  in,  tremen- 
dous vandalism.  The  party  who  bought  this  house  that  is  in  good 
shape,  the  forces  around  them  are  going  to  overcome  them.  As  much 
as  they  try  to  keep  their  property  up  and  make  their  payments,  what 
surrounds  them  is  just  engulfing  them. 

jNIr.  Blum.  It  will  just  take  them  under  with  it. 

INlr.  Renzilli.  Yes. 

ISIr.  Blum.  Do  you  also  exercise  this  right  of  selection,  and  do  you 
also  inspect  the  mortgages  you  buy  ?  The  FHAs  you  buy  out  of  state. 

Mr.  Renzilli.  Generally  speaking,  yes. 

83-703— 73— pt.  2b 33 
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Mr.  Bi^uM.  In  other  words  you  visit  the  projects  you  buy.  As  I  under- 
stand it  you  buy  FHA  mortgages,  multifamily  and  other  kinds  of 
FHA  mortgages  outside  of  New  York  State  ? 
Mr.  Renzilli.  Yes. 
Mr.  Blum.  And  you  visit  the  site  ? 
Mr.  Renzilli.  Yes. 

Mr.  Blum.  And  you  inspect  them  and  you  check  to  see  if  everything 
is  in  order. 

Mr.  Renzilli.  Yes. 

Mr.  Blum.  In  your  prepared  statement,  Mr.  Sharkey,  you  say  that 
in  1966  and  early  in  1967  the  bank  purchased  senior  participations  in 
conventional  mortgages.  What  is  a  "senior  participation  in  mortgages." 
I  don't  think  we  had  that  discussed  before.  That  was  with  the  Wen- 
haven  Corp. 

Mr.  Shakkey.  The  Wenhaven  ? 

Mr.  Renzulli.  Of  the  total  I  would  say  $10,000 — assume  the  bank 
had  75  percent.  In  the  event  of  foreclosure  we  would  get  paid  first. 
We  control  the  property. 

INIr.  Bmai.  Let  me  get  it  straight.  There  is  a  valid  first  mortgage  of 
$10,000  on  the  property  in  which  you  have  a  75  percent  interest.  Who 
is  the  moitgagee  ?  W^ho  is  the  named  mortgagee  ? 

Do  you  know  how  that  works  ? 

Mr.  Renzulli.  I  think  they  are  all  in  our  hands. 

Mr.  Blum.  Do  j^ou  know  who  approached  the  bank  on  behalf  of 
WenhaA^en  ?  Are  there  an}'  records  of  that  ? 

Mr.  SiTAEKEY.  At  that  time  we  changed  the  policy  of  the  bank.  Peo- 
ple for  100  years  had  passed  the  bank  because  it  was  simply  a  bond 
bank.  The  story  came  out  we  were  in  the  mortgage  field  and  we  were 
approaclied  by  everyone.  They  would  present  themselves  and  say 
"we  have  mortgages."  We  would  accept  them.  They  would  be 
processed. 

Mr.  Blujm.  One  of  the  people  who  presented  himself  was  Mr.  Wen- 
dell or  Mr.  Lazarus,  do  you  know  ? 

Mr.  Renzulli.  Yes,  Mr.  Lazarus. 

Mr.  Blum.  We  had  considerable  other  testimony  about  that  Ex- 
cambio  management  and  Wenhaven  operation,  which  indicated  there 
was  no  way  the  properties  could  be  properly  maintained.  I  take  it  you 
had  no  indications  this  was  going  to  end  in  a  disaster. 

Mr.  Renzulli.  No. 

Mr.  Blum.  It  looked  like  a  prettv  good  idea  to  you  from  where  vou 
stood  ? 

Mr.  Renzut.li.  Yes. 

Mr.  Blum.  Do  you  recall,  do  you  know  what  the  yield  on  the  Ex- 
cambio  mortgages  were  ? 

Mr.  Sharkey.  That  was  in  one  of  the  areas  of  Brownsville.  Forty 
square  blocks  were  condemned.  We  were  right  on  the  edge  of  this.  We 
suffered  the  general  depletion  or  destruction  of  the  neighborhood. 
FHA  wasn't  involved.  This  was  our  own  money. 

Mr.  Renzulli.  It  appears  the  yield  at  that  time  was  something  in 
exoess  of  7  percent.  I  just  don't  know. 

Mr.  Blum.  You  wouldn't  be  able  to  tell  what  that — whether  that 
yield  would  have  included  any  discounts? 

Mr.  Renzulli.  I  think  it  was  based  on  a  discount. 


1259 

Mr.  Blum.  What  -would  the  dates  have  been  ? 

Mr.  Renzuli.i.  This  would  all  be  1966. 

Mr.  Blum,  What  was  the  general  interest  rate  then,  about  5%  • 

Mr.  Renzullt.  Something  in  that  neighborhood ;  6. 

Mr.  Blum.  We  are  talking  about  something  slightly  higher  than 
average  yield. 

Mr.  Renzulli.  Yes. 

Mr.  Blum.  These  were  all  conventionals  and  you  were  wiped  out  ? 

Mr.  Renzulli.  Yes. 

Mr.  Blum.  There  was  nothing  left  when  you  went  to  look  at  the 
property  ? 

Mr.  Renzulli.  Just  about. 

Mr.  Blum.  In  the  course  of  this  did  you  get  to  meet  a  guy  by  the  name 
ofSolGilman? 

Mr.  Renzulli.  Yes — no,  no. 

Mr.  Blum.  Not  in  connection  with  .the  Excambio  affair  ? 

Mr.  Renzulli.  No. 

Mr.  Blum.  There  was  earlier  testimony  Mr.  Gilman  came  in  to  help 
Mr.  Lazarus  with  the  properties  in  the  Excambio  deal.  Obviously  you 
did  meet  Mr.  Gilman  at  some  point  ? 

Mr.  Renzulli.  Yes,  later  on. 

Mr.  Blum.  Who  is  Mr.  Gilman  ? 

Mr.  Renzulli.  We  was  just  an  operator. 

Mr.  Blum.  A  real  estate  operator  ? 

Mr.  RenzuiJvT.  Yes. 

Mr.  Blum.  What  connection  did  you  meet  ? 

Mr.  Renzulli.  In  fact  some  of  the  foreclosed  properties  of  the  Wen- 
havens  that  were  sold  througli  him  or  to  him — I'm  not  sure  which 

Mr.  Blum.  The  ones  you  foreclosed  were  then  turned  over.  What — 
was  that  assignment  of  mortgage  ? 

Mr.  Renzulli.  No,  it  was  outright  cash  purchase. 

Mr.  Blum.  Pie  purchased  the  property  ? 

Mr.  Renzulli.  Yes. 

Mr.  Blum.  Then  what  would  he  do  it — with  it.  I  guess  try  to  operate 
it? 

Mr.  Renzulli.  I  assume  so.  As  I  say  we  took  a  loss  on  that  whole 
package. 

Mr.  Bluisi.  Yes,  I  don't  question  that  at  all. 

Turning  to  a  somewhat  different  area,  Mr.  Sharkey,  as  president 
of  the  New  York  City  Council,  I  believe  you  were  the  sponsor  of  the 
rent  control  legislation. 

Mr.  Sharkey.  Yes,  27  years  ago. 

Mr.  Blum.  It  was  widely  talked  about.  In  retrospect,  what  are  your 
thoughts  ?  What  happened  to  that  legislation  ? 

Mr.  Sharkey.  At  the  time  they  were  enacted,  they  were  very  neces- 
sary. At  the  time  there  were  about  12,000  evictions  pending  in  the 
magistrate's  courts  at  that  time.  The  laws  were  very  necessary  at  that 
time.  They  were  opposed  by  the  then  mayor — O'Dwyer  was  the  mayor 
then — he  was  opposed  really  and  it  took  about  6  weeks — the  real  estate 
interests  opposed  it  and  so  did  the  mayor,  but  the  pressure  was  so  great 
from  the  public  generally  that  the  laws  caught  fire  and  seven  of  them 
were  passed.  They  w^ere  never  meant  to  be  permanent.  They  lasted  for 
27  years  and  no  one  has  had  the  courage  at  the  top  to  say  so. 
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I  Avent  in  in  the  latter  days  of  Mayor  Wagner's  administration  and  I 
offered  to  phase  these  laws  out  or  to  minimize  them  with  some  effect, 
to  help  the  owners  because  they  have  been  disastrous  in  the  city  of  New 
York.  The  mayor  wouldn't  go  along  with  this.  It  does  require  a  little 
courage  at  the  top  somewhere  to  stand  up  and  say  this  is  ruining  the 
city  of  New  York,  and  tiiat  is  exactW  what  it  is  doing. 

Mr.  Blum.  Do  you  think  after  the  usefulness  of  the  law  ended  the 
law  remained  because  of  its  political  popularity  ? 

Mr.  Sharkey.  Yes.  Everyone  was  afraid  to  do  anything  about  it. 
We  had  a  little  relief  on  this  in  the  last  year.  It  is  starting  to  seep  in 
on  the  general  public. 

Mr.  Blum.  When  should  the  rent  control  laws  have  been  repealed,  in 
your  judgment? 

Mr.  Sharkey.  When  ?  I  would  say  the  need  for  them — ^possibly — at 
least  10  years  ago — exhausted  themselves. 

Mr.  Bluim.  Do  you  think  the  rent  control  law  had  the  effect  of  pre- 
venting multifamily  rental  property  from  appreciating  in  value? 

Mr.  Sharkey.  Yes.  The  increases  of  taxes  and  maintenance,  tlie  fact 
the  landlord  couldn't  get  any  rent  put  of  these  apartments  was  a 
terrible  thing. 

Mr.  Blujvi.  The  landlord  had  a  certain  number  of  fixed  expenses — 
fixed  expenses  being  the  payment  of  principle  and  interest,  constantly 
increasing  taxes,  constantly  increasing  fuel  oil  expenses  and  a  fairly 
fixed  rent  roll. 

Mr.  Sharkey.  Yes ;  and  fixed  rent. 

Mr.  Blum.  The  squeeze  came  on  the  bottom  line  and  the  landlords 
were  forced  to  leave. 

Mr.  Sharkey.  They  were  just  walking  away  from  their  properties. 

Mr.  Bi,um.  Is  it  correct  to  say  that  a  large  number  of  financial  in- 
stitutions all  around  New  York  had  the  problem  of  properties — the 
multifamily  properties — which  had  gotten  into  trouble  because  the 
owner  looked  at  the  bottom  line  and  packed  his  kit  and  walked  ? 

Mr.  Sharkey.  Yes. 

Mr.  Blum.  This  has  been  a  serious  city  wide  problem  ? 

Mr,  Sharkey.  Very  serious. 

Mr.  Blum.  What  is  it  that  can  be  done?  One  of  the  things  obviously 
is  getting  rid  of  rent  control.  But  what  is  it  that  can  be  done  to  prevent 
the  departure  of  that  very  essential  man  to  the  building,  the  owner. 

Is  one  of  the  problems  this :  That  frequently  he  has  so  little  equity 
in  the  building  that  when  the  operating  profit  disappears,  he  dis- 
appears ? 

Would  that  be  a  fair  way  of  putting  it  ? 

Mr.  Starkey.  I  should  think  so.  The  cost  of  construction  today  is 
prohibitive.  Of  course,  he  can  get  his  rents  today  on  these  new  proper- 
ties. But  as  they  build  new  ones  and  the  old  ones  decay,  the  demand 
for  them  diminishes.  People  are  in  there  constantly,  15  or  20  years 
still  paying  the  same  old  rents.  Probably  $80  for  six  rooms.  We  had 
occasion  in  New  York  where  wealthy  widows  were  living  in  15  rooms 
just  by  themselves.  Possibly  a  maid  coming  in  every  day.  We  have 
to  change  tlie  law  in  that  respect  to  limit  the  number  of  rooms  the 
individual  could  hold.  That  was  done  under  the  rent  laws.  We  have 
the  same  conditions  that  exist  in  liotels. 
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As  the  hotel  rents  went  up  they  had  to  be  protected.  We  had  so 
many  different  situations  in  New  York  that  had  to  be  handled  at  that 
time. 

Mr.  Blum.  You  indicate  that  the  usual  procedure  followed  by  the 
bank  when  an  apartment  building  gets  into  trouble  is  to  foreclose 
the  mortgage  and  sell  the  property,  taking  back  the  purchase  money 
mortgage.  Under  New  York's  banking  laws,  what  kind  of  loan  value 
ratio  do  you  have,  when  you  give  out  the  purchase  money  mortgage? 

Mr.  Renztjlli.  You  could  have  100  percent. 

]\f r.  Blum.  100  percent  after  foreclosure  ? 

Mr.  Kenzulli.  Because  it  is  a  particularly  distressed  situation. 

Mr.  Blujni.  So  they  will  allow  you  to  finance  a  buyer  completely. 

INIr.  Renzulli.  Yes. 

Mr,  Blum.  How  do  you  do  to  get  a  value  on  a  building  at  the  time 
it  is  in  foreclosure  ?  T\4iat  valuation  is  placed  on  it  to  create  that  pur- 
chase money  mortgage?  Is  that  whatever  the  negotiated  purchase 
price  is? 

Or  is  there  a  separate  appraisal  ?  What  is  the  process  ? 

Mr.  Renzulli,  Basically  the  situation  is  the  appraised  value  turns 
out  to  be  the  purchase  price. 

INIr.  Blutm.  It  turns  out  to  be  the  purchase  price;  there  is  no  inde- 
pendent appraisal  of  the  building,  because  it  is  assumed^  that  it  has 
been  through  foreclosure  and  the  value  has  been  reduced,  is  that  it  ? 

Mr.  Renzulli.  We  appraise  it.  of  course,  internally  at  the  bank. 
Foreclosed  property  isn't  offered  on  the  open  market. 

Mr.  Blum.  Are  you  reasonably  free  to  adjust  the  terms  of  the  pur- 
chase money  mortgage?  To  suit  the  needs  of  the  new  buyer. 

]Mr.  Stiarkey.  Yes. 

Mr.  Blum.  That  means  you  might  adjust  the  payment  of  principal 
down  a  bit  to  change  the  amortization,  or  the  interest  terms,  or  what- 
ever. 

Mr.  Sharkey.  Yes.  We  found  it  successful.  We  had  29  cases.  We 
only  had  3  lagrging  in  their  payments.  It  is  an  attempt  to  save  the 
property  in  this  situation.  We  have  a  caretaker  in  there  meanwhile. 
Someone  interested  to  take  care  of  it. 

Mr.  Blum.  This  process,  of  course,  squeezes  out  whatever  second 
mortgage  and  third  mortgage  holders  there  might  be,  and  in  effect 
takes  the  water  out  of  the  financial  structure  of  the  building  ? 

Mr.  Sharkey.  Yes. 

Mr.  Blum.  Mr.  Renzulli,  the  Dime  had  a  mortgage  on  the  property 
at  1050  Anderson  Avenue,  didn't  it  ? 

Mr.  Renzut.li.  Yes. 

Mr.  Bluji.  If  I  am  not  mistaken,  that  is  one  in  which  you  followed 
the  usual  procedure ;  you  foreclosed  and  you  took  title,  is  that  correct  ? 

Mr.  Renzulli.  Yes. 

Mr.  Sharkey.  There  isn't  a  Federal  loan  on  it.  There  were  no  Fed- 
eral moneys  involved. 

Mr.  Blum.  I  understand  that.  It  is  a  conventional  loan. 

]\[r.  Sharkey.  Yes. 

Mr.  Blum.  This  is  a  multif  amily  apartment  building. 

Mr.  Sharkey.  Yes. 
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Mr,  Blum.  As  I  understand  that  transaction,  you  took  the — you 
put  the  property — you  took  back  a  $700,000  purchase  money  mortgage, 
is  that  correct  ? 

Mr.  Sharkey.  That's  correct. 

Mr.  Blum.  That  mortgage  in  turn  was  used  to  get  a  New  York  City 
municipal  loan,  is  that  correct  ? 

Mr.  Kenzulli.  That's  correct. 

Mr.  Blum.  Am  I  correct  in  identifying  the  1050  Anderson  Corp. 
as  the  vehicle  of  Messrs.  Leber  and  Zabell  who  are  presently  under 
indictment  in  New  York  ? 

Mr.  Renzulli.  Yes. 

Mr.  Blum.  Isn't  it  correct  Dime  signed — assigned  the  mortgage  to 
the  Hybrid  Credit  Corp.  for  a  $400,000  note  which  was  paid  off. 

Mr.  Renzulli.  Yes ;  that's  why  they  were  indicted. 

Mr.  Sharkey.  We  got  every  penny  we  could  out  of  it. 

Mr.  Blum.  The  city  lost  its  shirt. 

Mr.  Sharkey.  Yes ;  the  city  lost. 

]Mr.  Blum.  Were  you  surprised  to  discover  that  that  $700,000  mort- 
gage was  used  as  a  vakiation  of  the  building  ? 

Mr.  Sharkey.  Yes. 

Mr.  Blum.  Was  it  the  value  of  the  building?  Was  $700,000  the  value 
of  the  building — let's  go  back 

Mr.  Sharkey.  The  building  was  appraised  by  our  own  appraiser  for 
$350,000.  The  banking  department  appraised  it  at  $400,000.  This  is  all 
it  was  worth.  Our  investment  in  this  building  was  $740,000 — we  would 
like  to  have  gotten  $740,000 ;  we  couldn't. 

Mr.  Blum.  Yet  it  went  through  foreclosure,  and  you  put  out  a 
$700,000  purchase  money  mortgage. 

Mr.  Sharkey.  Yes.  We  appeared  before  the  grand  jury,  the  District 
Attorney  on  this  matter.  These  two  people  have  been  indicted.  If  they 
offered  $300,000,  we  would  have  taken  it.  We  wanted  to  get  rid  of  this 
property,  definitely.  It  was  a  terrible  situation.  What  happened  after 
the  $400,000  was  paid  to  us — the  shenanigans  that  went  on,  and  the 
double-dealing,  that  followed  is  something  that  the  bank  couldn't  con- 
trol or  be  involved  in. 

Mr.  Renzulli.  This  is  why  the  District  Attorney  indicted. 

Mr.  Blum.  I  guess  that  is  an  example  of  an  effort  of  the  city  govern- 
ment to  venture  into  the  mortgage  market  and  obviously  it  was  burnt 
in  its  effort. 

Mr.  Renzulli.  Yes.  Their  attempt  at  mortgage  banking  did  not 
work  very  well. 

Mr.  Blum.  That's  all  I  have. 

Senator  Hart.  Any  other  questions  i 

Mr.  Chumbris.  I  have  no  questions. 

I  want  to  make  this  comment — maybe  Mr.  Blum,  through  his  ques- 
tions is  considered  antimortgage  bankers — my  question  is  probank- 
ers — but  isn't  mortgage  banking  a  necessary  part  of  the  operations 
today? 

Mr.  Sharkey.  Our  experience  has  been  very  good.  Our  experience 
has  lieen  excellent. 

Mr.  Ciiump.ris.  The  chairman  has  a  vote.  I  just  wanted  to  ask  that. 

Senator  Hart.  Any  otlier  questions. 
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Ml'.  Sharkey,  thank  you  very  much.  We  are  sorry  we  held  you  so 
long  here  today. 

Mr.  Sharkey.  Thank  you. 

Senator  Hart.  We  will  adjourn  to  resume  at  9:30  in  the  hearing 
room  of  the  Committee  on  the  Judiciary. 

Tliank  you. 

(Wliereupon,  at  3  p.m.  the  subcommittee  adjourned  to  reconvene  at 
U  :30  a.m.  the  next  day.) 
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FRIDAY,    JUNE    23,    1972 

U.S.  Senate, 
Subcommittee  on  Antitrust  and  Monopoly 

OF  THE  Committee  on  the  Judiciary, 

Washington,  D.C. 
The  Subcommittee  on  Antitrust  and  INIonopoly  convened  in  room 
2228,  New  Senate  Office  Building,  at  0 :30  a.m. 
Present :  Senator  Philip  A.  Hart  (presiding) . 

Staff  present:  Ho\Yard  O'Leary,  Esq.,  chief  majority  counsel;  Jack 
Blum,  Esq.,  majority  counsel ;  Peter  N.  Chumbris,  Esq.,  chief  minority 
counsel ;  and  Charles  E.  Kern,  Esq.,  minority  cjounsel. 
Senator  Hart.  The  committee  will  be  in  order. 

We  welcome,  as  our  first  witness,  the  president  of  the  Anchor  Bank 
of  Brooklyn,  Mr.  Donald  L.  Thomas. 

Mr.  Thomas,  yours  is  a  very  short  statement,  but  let  me  order,  with 
respect  to  all  of  the  prepared  statements  that  are  received  today,  that 
they  be  printed  in  the  record  in  full. 

As  you  go  along,  if  there  is  any  amplification  or  footnoting  that  you 
want  to  do,  please  feel  free  to  do  it. 

(The  witness  was  duly  sworn  by  the  chairman.) 

STATEMENT  OF  DONALD  L.  THOMAS,  PRESIDENT  AND  CHIEF 
EXECUTIVE  OITICER,  ANCHOR  SAVINGS  BANK  OF  BROOKLYN, 
N.Y.;  ACCOMPANIED  BY  MR.  BAUMAN 

Mr.  Thomas.  My  name  is  Donald  L.  Thomas  and  I  am  president  and 
chief  executive  officer  of  the  Ajichor  Savings  Bank,  which  is  head- 
quartered in  Brooklyn,  N.Y.,  and  has  assets  of  approximately  $800 
million. 

Anchor  Savings  Bank  is  a  mutual  savings  bank.  Mutual  savings 
banks  are  State  chartered  banks  and,  in  the  main,  are  located  in  the 
northeastern  section  of  our  country.  Savings  banks,  since  their  incep- 
tion, have  primarily  served  as  the  repository  of  savings  of  individuals. 

They  also,  as  a  matter  of  policy,  have  been  heavy  mortgage  lenders. 
Currently,  about  70  percent  of  savings  banks'  assets  are  invested  in 
mortgagers.  This  compares  with  about  13  percent  for  commercial 
banks,  85  percent  for  savings  and  loans,  and  34  percent  for  life 
insurance  companies. 

Savings  banks  also  hold  the  greatest  amount  of  VA  and  FHA  mort- 
gage loans  in  the  United  States. 

Anchor  Savings  Bank  traditionally  invests  between  70  and  75  per- 
cent of  its  assets  in  mortgages.  Over  50  percent  of  our  investments  in 
housing  is  in  New  York  State.  Of  our  total  mortgage  portfolio,  better 
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than  70  percent  is  in  FHA,  VA,  and  Government  National  Mortgage 
Association  obligations. 

Our  mortgage  department  is  specifically  set  up  to  cover  two  lend- 
ing areas :  the  New  York  metropolitan  area  and  the  out-of-State  and 
upstate  areas.  The  size,  heterogeneous  nature,  and  vicissitudes  of 
Metropolitan  New  York  urban  and  suburban  lending  are,  in  our  ex- 
perience, dissimilar  to  any  of  our  other  lending  regions. 

In  the  Metropolitan  New  York  lending  area,  applications  are  re- 
ceived from  owners,  purchasers,  real  estate  brokers,  attorneys,  and 
mortgage  brokers. 

All  applications  are  reviewed  as  to  credit  and  equity,  and,  after  a 
satisfactory  determination,  an  appraisal  is  made.  Should  the  appraisal 
report  indicate  a  value  to  justify  a  loan,  in  accordance  with  the  law 
and  bank  policy,  the  loan  is  submitted  to  our  executive  committee  for 
its  review  and  approval. 

In  the  out-of-State  and  upstate  areas,  the  same  procedure  is  fol- 
lowed, except  that  on  one-  and  two-family  purchased  loans,  at  least 
10  percent  are  physically  inspected.  If  the  situation  warrants,  the  ratio 
of  inspections  is  increased. 

Up  to  5  years  ago,  we  inspected  A'irtually  all  "out  of  Metropolitan 
New  York"  area  home  loans.  Over  the  years  analyses  showed  that  de- 
linquencies ran  less  than  1  percent,  and  we  found  that  random  testing 
adequately  served  our  purpose.  It  still  does. 

Detailed  reports  on  delinquencies  are  submitted  to  our  executive 
committee  and  board  of  trustees  on  a  regular  basis. 

Overall,  our  experience  Avitli  conventional  loans  has  been  good.  Con- 
ventional loans  on  single-family  dwellings  are  principally  made  in  the 
New  York  area.  Multifamilv  conventional  loans  are  made  in  the  New 
York  area  and  on  a  national  basis. 

Inasmuch  as  we  are  a  Brooklyn  based  savings  bank,  a  great  many  of 
our  multif  amily  loans  are  in  the  New  York  City  area,  and,  principally, 
in  Brooklvn. 

The  difficulties  in  New  York  housing  resulting  from  changing  and 
deteriorating  neighborhoods  and  rent  control  have  certainly  been 
widely  discussed,  with  no  apparent  readv  answers. 

The  Anchor  Savings  Bank  has,  naturally,  been  affected  by  these 
factors.  All  conventional  mortgages  that  are  in  danger  of  foreclosure 
are  carefully  appraised  and  thoroughly  reviewed.  In  some  instances, 
new  terms  are  arranged,  and  in  others,  the  mortgages  are  sold  at  a 
discount.  Foreclosure  may  be  necessary  as  the  final  alternative. 

Now,  these  mortgages  that  are  sold  at  a  discount — I  amplify  this 
here  to  point  out,  that  foreclosed  properties  that  are  sold  usually 
remain  on  our  books  as  purchase  money  mortgages,  and  we  encourasfe 
the  new  owners  to  keep  the  buildings  as  viable  housing  units.  The 
potential  for  further  loss  on  these  properties,  however,  still  exists, 
and  appropriate  reserves  are  maintained. 

To  my  knowledge,  of  the  mortgages  that  we  sold  at  a  discount,  only 
one  has  Vone  outside  the  bank,  and  that  was  a  small  mortgage — oh,  in 
the  $27,000  to  $30,000  area.  And  I  still  think  it  is  a  conventional 
mortgage  for  whoever  has  it.  I  have  no  wav  of  following  but  when 
we  last  heard  about  it,  it  had  not  been  insured. 

During  1070  and  1971,  losses  on  conventional  loans  sold  at  a  discount 
amounted  to  $25,000;  on  fire  and  abandonment,  $24,000;  and  on  fore- 
closures, $51,000. 
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The  figures  stated  above  do  not  include  loss  of  income  on  the  mort- 
gage balances  outstanding  during  the  period  from  the  first  arrears  to 
the  disposition  date. 

Our  experience  with  mortgage  companies  in  the  New  York  metro- 
politan area  has  been  good.  On  mortgages  submitted  for  purchase  by 
assignment,  all  credits  are  reviewed  and  an  appraisal  is  made  on  all 
properties. 

You  asked  that  a  comment  be  made  regarding  our  dealings  with  the 
Inter-Island  IMortgage  Corp, 

To  my  knowledge,  our  contact  has  been  confined  solely  to  GNMA 
securities.  When  investing  in  such  securities,  the  identity  of  the  person 
with  w^iom  we  are  dealing  is  not  vital  to  the  investment  decision. 

The  lirst  purchase  from  Inter-Island  was  made  through  a  mortgage 
broker,  and  the  remainder  were  made  directly. 

GNMA  backed  securities  were  introduced  about  2  years  ago,  and 
we  have  participated  in  the  program  since  its  inception.  This  type  of 
obliijation  has  turned  out  to  be  a  good  mortgage  marketing  tool.  In 
addition  to  attracting  the  traditional  mortgage  investor,  it  has 
brought  in  new  middlemen  in  the  form  of  nationally  known  security 
dealers  and  large  commercial  banks.  We  have  made  purchases  from 
these  sources. 

The  GNMA  guarantee,  which  pledges  the  full  faith  and  credit  of 
tlie  U.S.  Government  in  a  marketable  mortgage  security  investment, 
is  considered  by  us  to  be  compatible  with  our  aim  of  exercising  due 
diligence  in  investing. 

In  other  words,  Ave  have  provided  the  funds  for  housing,  and  have 
looked  to  the  imprimature  of  the  Government  for  security. 

The  timing  of  deposit  inflows  and  when  mortgage  commitments  are 
fulfilled  is  not  mathematically  precise.  When  imbalances  occur,  the 
availability  of  GNMA  securities  is  a  useful  investment  aid. 

The  year  1972  to  date  is  a  good  example.  As  with  other  banks,  de- 
posits came  in  at  an  accelerated  rate.  ^Ve  were  desirous,  as  is  our 
policy,  of  placing  this  money  primarily  in  housing  in  New  York 
State. 

During  this  period,  alternative  corporate  bond  investments  were 
yieldingabove  7  percent.  The  GNINIA  market  yield  ranged  around 
7  or  so.  As  a  consequence.  Anchor  Savings  Bank,  since  the  first  of 
the  year,  purchased  $15.5  million  of  GNMA  obligations. 

Presently,  we  have  $85  million  invested  in  GNMA  securities,  of 
which  $56  million  are  secured  by  New  York  State  properties. 

Recent  media  releases  have  made  us  mindful  that  there  have  been 
serious  administrative  problems  in  certain  government  housing  agen- 
cies. It  is  our  view  that,  despite  these  deficiencies,  we  should  not  over- 
look the  great  contributions  made  by  these  agencies  in  the  housing 
structure  in  the  United  States. 

Providing  FHA  insurance  on  cooperative  and  rehabilitation  loans 
for  co-ops  could  bolster  multiple  dwelling  housing  in  New  York  City 
in  a  relative  short  period  of  time.  It  would  enable  tenants  in  multiple 
dwelling  units  to  achieve  ownership  at  interest  rates  lower  than  other- 
wise available.  It  is,  therefore,  my  view  that  a  home  owner  provides 
stability  to  the  community. 

I  thank  you,  gentlemen,  for  your  kind  attention  in  this  matter. 

Senator  Hart.  Thank  you  very  much,  Mr.  Thomas. 
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My.  Chu:ibris.  Mr.  Chairman,  before  Mr.  Blum  starts  his  ques- 
tions, may  I  ask  a  few  questions  for  clarification  ? 

On  the  last  page  you  state,  "Recent  media  releases  have  made  us 
mindful  that  there  have  been  serious  administrative  problems  in 
certain  governmental  housing  agencies." 

Now,  those  media  releases  went  far  beyond  those  administrative 
problems.  Do  you  have  any  comment  on  the  other  aspects  of  the  media 
releases  ? 

The  ones  that  I  quoted  the  other  day  indicate  that  the  whole  opera- 
tion, from  the  purchaser  of  the  house  right  on  down  to  the  net  result, 
leave  a  lot  more  to  be  desired  to  get  a  real  clean  operation. 

]Mr.  Thomas.  I  am  not  speaking  from  our  experience  in  the  bank, 
because,  overall,  our  experience  with  the  housing  agency  has  been 
satisfactory. 

Some  of  the  problems  that  have  been  stated  in  the  newspapers  have 
not  been  our  problems,  because  of  the  procedures  that  we  have  been 
using.  As  I  said,  anytliing  that  we  take  by  assignment  locally,  we 
appraise  all  those  properties.  We  also  review  these  credits  ourselves. 

So.  as  a  consequence,  we  have  not  been  this  embroiled  as  it  appar- 
ently has  occurred  with  some  other  people. 

]\ir.  CriuMBRis.  Perhaps  I  did  not  make  my  question  clear  to  you. 

You  point  out  that  there  are  administrative  problems  in  certain 
governmental  housing  agencies.  You  can  see  that  there  have  been 
some  problems  there.  But  these  articles  in  the  media  have  gone  beyond 
that. 

They  have  pointed  out,  for  example,  that  thei'e  are  certain  mortgage 
bankers  who  have  created  problems.  There  are  real  estate  brokers  wlio 
have  used  tactics  in  which  unknowing  people  in  the  trade  were  pur- 
chasing a  house  far  beyond  its  value,  and  were  perhaps  using  a  system 
of  financing  which  probably  was  not  to  their  best  advantage. 

Do  you  have  any  comment  on  that  as}:)ect  ? 

Mr.  Thomas.  I  acknowledge  what  1  have  read  in  this  area,  and  I 
agree  with  you. 

But,  again,  our  personal  experience  with  these  brokers  has  not 
brought  these  problems  forth  with  us.  As  I  said  in  our  statement,  our 
experience  with  the  brokers,  nationally  and  in  the  New  York  area,  has 
been  good. 

Mr.  Chumbris.  I  am  only  doing  this  for  clarification  of  the  record, 
and  not  indicating  any  feelings  on  my  part  one  way  or  the  other  on 
the  subject. 

You  refer  to  them  as  mortgage  brokers.  Others  refer  to  them  as 
mortgage  bankers.  And  you  also  refer,  on  the  previous  page,  to  tliem 
as  mortgage  companies.  Do  you  distinguish  between  that  terminology, 
or  does  it  apply  to  the  same  thing  ? 

Mr.  Thomas.  Mr.  Bauman,  why  don't  you  answer. 

INfr.  Bauman.  I  would  say  it  would  be  a  broad,  overall  situation. 
They  are  one  and  the  same. 

Mr.  Chumbris.  For  the  record,  others  have  referred  to  mortgage 
bankers;  you  refer  to  mortgage  brokers.  You  are  talking  about  the 
same  thing? 

Mr.  Thomas.  Tt  is  the  same  thing. 

You  can  actually  have  a  situation,  as  you  are  well  aware,  where  a 
broker  will  bring  you  a  deal,  and  then  it  is  serviced  by  another  com- 
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pany.  You  buy  something  with  servicing  released,  and  we  would 
ask  a  company  with  whom  we  haA-e  been  dealing  to  service  that  loan, 
even  though  we  have  worked  with  another  broker  on  the  deal. 

So  there  is  a  ditl'erent  relationship  from  time  to  time. 

Mr.  CiiuMBRis.  In  your  paper  you  broke  down  a  percentage  of  70 
percent  savings  banks'  assets  are  in  mortgages;  and  then  you  put  13 
percent  for  commercial  banks ;  85  percent  for  savings  and  loans ;  and 
34  percent  for  life  insurance  companies. 

Xow,  in  your  last  sentence  you  state  that  the  ^Metropolitan  New  York 
lending  area  applications  are  received  from  owners,  purchasers,  real 
estate  brokers,  attorneys,  and  mortgage  brokers. 

Do  you  have  a  percentage  breakdown  on  that  ? 

INIr.  Thomas.  No,  we  do  not  keep  a  record  on  how  they  come  in,  be- 
cause the  owner  and  the  lawyer  sometimes  come  in  together.  With 
whom  are  we  really  dealing  as  a  principal  ?  We  think  the  owner,  but 
often  he  has  brought  his  attorney,  and  sometimes  the  attorney  was 
the  one  who  brought  the  owner  in  to  secure  the  mortgage  and  the 
transaction. 

jNIr.  Chumbris.  Thank  you. 

Thank  you,  ]Mr.  Blum. 

Senator  Hart.  You  wound  up  your  prepared  statement,  Mr.  Thomas, 
suggesting  that  it  would  be  helpful  if  FHA  insurance  could  be  made 
available  on  a  cooperative  and  rehabilitation  homes,  co-ops.  This 
would  help  in  the  problem  of  producing  multiple  dwellings. 

Would  you  expand  on  that  a  little  ? 

Mr.  Thomas.  Yes. 

In  New  York  State  last  year  the  savings  banks  were  allowed  to  go 
into  co-op  loans,  and  this  was  done  to  provide  home  ownership — it 
was  a  social  measure  to  provide  housing,  because  we  have  had  prob- 
lems in  the  rent  control  area.  And,  like  all  things  in  life,  there  are 
some  good  tenants  and  there  are  some  good  landlords.  And  there  are 
some  tenants  who  would  like  to  own  their  property.  Homeownership, 
as  you  know,  has  been,  and  can  be,  valuable  in  the  interest  that  people 
would  have  in  taking  better  care  of  their  property. 

Now,  what  is  happening  is  that  the  maximum  rate  you  can  charge 
on  these  loans  is  9  percent  and,  because  of  the  complexities  in  handling 
them,  they  are  treated  more  or  less  as  a  consumer-type  loan  rather  than 
a  mortgage.  Therefore,  the  terms  are  inclined  to  be  shorter  and  the 
interest  rate  high. 

The  principle  of  the  FJFIA  loan  was  twofold  as  I  understood  it.  It 
was,  first — to  provide  a  low  downpayment  for  the  person — also,  to 
provide  a  low  interest  rate.  The  same  principle  of  the  FHA  that  ap- 
plies on  a  single- family  dwelling  would  certainly  apply  to  the  princi- 
ple of  a  co-op  as  it  does  to  the  recently  issued  GNMA  mobile  home 
paper.  It  does  two  things,  which  I  just  mentioned.  And  I  can  see 
where  this  would  be  very  helpful,  because  a  lot  of  people  do  not  have 
the  basic  downpayment  to  come  in  and  get  in  the  co-op  business  as 
quickly  as  they  would  like. 

So  there  is  this  advantage,  and  I  think,  if  the  due  diligence  that  was 
taken  by  the  majority  of  lenders  in  this  country  who  have  been  in  the 
FHA  business  for  many,  many  years  were  used  in  co-ops  as  they  have 
been  in  single-family  dwellings,  this  could  be  successful. 

Senator  Hart.  Mr.  Blum  ? 


1270 

Mr.  Blum.  Mr.  Thomas,  first,  thank  you  for  your  cooperation,  and 
Mr.  Bauman  as  well,  in  supplying  the  committee  with  information 
and  assisting  us  in  our  investigation. 

The  Anchor  Savings  Bank  was  the  bank  that  puchased  the  GNMA 
pool  certificate,  and  was  the  subject  of  a  good  deal  of  testimony  ear- 
lier in  these  hearings.  This  is  the  Inter-Island  certificate  for  $11  mil- 
lion, I  believe. 

I  do  not  know  how  familiar  you  are  with  the  details  of  the  earlier 
testimony,  but  the  gist  of  it  was  that  some  bad  mortgages  wound 
up  in  the  pool,  and  that  those  mortgages  were  put  there  intentionally. 

I  wonder  if  that  testimony  surprised  you  ? 

Mr.  Thomas.  Yes,  I  was  surprised,  to  be  quite  candid. 

Of  course,  as  I  said  in  my  statement,  we  were  looking  to  the  full 
faith  and  credit  of  the  Government.  We  had  no  reason  to  consider 
dealing  with  the  individuals.  But  I  was  surprised  at  what  had 
happened. 

Mr.  Blum.  From  your  perspective,  your  bank  was  buying  a  Govern- 
ment security.  It  was  not  very  different  from  a  Treasury  note  or  any 
one  of  a  number  of  other  pieces  of  Government  paper ;  is  that  correct  ? 

Mr.  Thomas.  Right,  the  same  thing. 

Mr.  Blum.  That  is  because  the  full  faith  and  credit  of  the  United 
States  is  behind  it ;  is  that  right  ? 

Mr.  Thomas.  And  the  timing  of  the  obligation,  because  we  looked 
to  this — ordinarily,  the  rule  of  thumb  is  that  it  is  paid  off  in  10  years, 
so  it  fits  in  an  intermediate  point  in  your  investment  portfolio. 

Mr.  Bli'M.  It  has  the  characteristics,  the  commercial  paper  char- 
acteristics which  are  extremely  attractive  for  investment  by  your  bank. 
So  this  was  a  piece  of  Federal  paper,  fully  secured  and  fully  insured. 

Now,  given  your  experience  with  mortgages,  particularly  buying 
them  on  the  secondary  market,  would  it  surprise  you  to  learn  there 
was  no  regular  supervision  of  servicing  by  the  Government  National 
Mortgage  Association  of  the  mortgages  that  were  in  that  pool  ? 

Would  that  be  the  way  you  would  run  that  program  ? 

Mr.  Thomas.  I  do  not  know  the  relationship  between  GNMA  and 
FHA  and  VA.  I  would  assume  that  one  would  be  relying  on  the  other 
and  that,  if  that  were  a  close  relationship,  I  would  think  that  it  would 
be  a  situation  where  GNMA  would  rely  on  the  FHA. 

If  they  had,  perhaps,  doubts  about  what  was  going  on,  they  may 
have  had  some  people  in  on  a  spot-check  basis. 

Mr.  Blum.  Let  me  back  up  here. 

When  you  buy  FHA  and  VA  mortgages  on  the  secondary  market, 
you  supervise  the  servicing,  do  you  not  ? 
Mr.  Thomas.  Very  carefully. 
Mr.  Blum.  You  select  the  mortgages  you  buy  ? 
Mr.  Thomas.  Yes. 

Mr.  Blum.  Would  you  expect  as  much  in  the  assembly  or  the  man- 
agement of  the  GNMA  pool  ? 

'Mr.  Thomas.  I  would  think  that,  as  I  say,  the  interrelationship  be- 
tween GNMA  and  the  FHA  are  such  that,  if  I  had  confidence  that 
FHA  was  doing  this  particular  operation,  I  would  probably  accept 
it.  But  I  still  think  that  it  probably— as  I  said,  in  our  other  States  I 
would  have  some  test  checks  made,  because,  as  I  said  earlier,  some 
vears  ago,  5  years  ago,  we  used  to  look  at  all  of  our  out-of-States.  And 
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when  experience  showed  that  we  were  not  having  any  excessive  de- 
linquency problems,  we  went  on  a  test  basis. 

Mr.  Blum.  There  is  a  difference,  is  there  not,  between  the  yield  of 
mortgages  that  you  buy  on  the  secondary  market  and  the  yields  avail- 
able through  the  Government  paper,  straight  Government  paper 
yields,  and  buying  a  Treasury  note  ? 

Typically,  FHA  paper,  if  I  am  not  mistaken,  is  somewhat  higher 
yield  than  the  straight  Government  bonds,  is  it  not  ? 

Mr.  Thomas.  This  is  certain — GNMA  is  not  purchased  just  for  the 
yield.  The  fact  that  you  have  the  modified  pass-through  probably 
makes  a  difference  of  11  to  12  basis  points  more  than  compared  with 
a  straight  Government  bond  or  even  a  corporate  bond. 

On  long  term — ^you  have  to  go  much  further  on,  say,  triple  A  cor- 
porates.  The  last  triple  A  corporate  that  came  out  in  May  had  a  7.08 
percent  yield  and  matures  in  the  year  2000.  You  have  no  cash  inflow 
other  than  the  interest  rate. 

Under  GNMA,  you  are  getting  7  percent  or  something  close  to  it. 
You  have  in  addition  the  modified  pass-through  and  you  are  in  a 
shorter  position.  In  both  of  them,  you  must  remember  you  are  dealing 
with  a  marketable  instrument.  If  you  get  into  a  liquidity  bind,  you  can 
do  two  things :  You  can  sell  it.  or  you  can  pledge  it  to  borrow  to  take 
you  through  the  imbalances  of  your  cash  flow  and  your  deposits ;  so, 
it  is  a  very  versatile  thing. 

Mr.  Blum.  Because  of  the  fact  that  it  is  federally  insured,  it  is  per- 
fect collateral  if  you  are  planning  to  borrow. 

Mr.  Thomas.  Well,  there  is  a  social  side  to  this,  Mr.  Blum.  We  en- 
deavor to  keep  a  certain  amount  of  nione,y  in  housing,  and  the  idea  was 
that  we  could  move  quickly  into  these  markets,  invest  in  housing  in  the 
area,  and  still  have  an  obligation  with  all  these  other  attributes,  be- 
cause, candidly,  our  interest  cost  for  new  money  as  of  July  1st,  is  going 
to  be  6.27  percent.  This  means  that  we  will  have  to  have  sufficient  spread 
to  have  a  profit,  pay  salaries,  and  also  make  mandatory  transfers  that 
are  required  by  law. 

Now,  in  some  of  these  loans,  where  for  example,  you  lend  money  on 
GNMA,  you  can  receive  a  little  less  than  7  percent,  you  are  then  really 
conceding  to  the  social  side,  because  you  could  wait  and  maybe  go  into 
corporates  and  get  a  half  a  point  better. 

So  there  is  a  social  side  to  this  lending,  and  our  desire  to  put  money 
into  the  local  markets  and  into  the  general^  housing  markets  is  also  a 
part  of  this.  It  is  not  a  pure  investment  decision. 

Mr.  Blum.  Of  course,  it  doos  help  you.  too,  with  respect  to  the  State 
i-equirements,  that  a  certain  percentage  of  your  portfolio  be  in  housing. 

Mr.  Thomas.  It  is  a  qualifying  asset,  which,  under  our  tax  laws,  is 
also  important. 

Mr.  Blum.  Which  gives  you  another  advantage. 

Mv.  Thomas.  Part  of  your  yield. 

;Mr.  Blum.  "Wlien  yoii  have  to  originate  an  FHA  loan,  I  presume  you 
have  to  fiirure,  in  the  course  of  calculating  the  kind  of  yield  yon  will 
get  out  of  it,  the  cost  of  originating  it  and  the  cost  of  serviciiig  it. 
And  one  of  the  calculations  you  make  as  you  try  to  balance  your  port- 
folios, are  the  service  costs  of  different  nspo^^:. 

I  take  it,  from  your  point  of  view,  GNMA  security  is  ideal,  because 
it  has  low  service  costs  and  meets  all  your  other  re(iuirements. 
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Mr.  Thomas.  That  is  right,  because  the  rule  of  thumb  that  is  used 
in  the  business,  and  has  more  or  less  been  demonstrated  by  cost  studies, 
is  that  it  costs  you  25  base  points  to  service.  When  you  buy  them,  the 
going  rate  is  usually  three-eighths,  so  there  is  a  factor  in  your  yield 
right  there. 

Mr.  Blum.  What  is  the  differential  between  a  GNMA  certificate  and 
a  mortgage  purchased  on  the  secondary  market  ? 

Mr.  Thomas.  It  just  depends  on  what  kind  of  mortgages  you  are 
talking  about.  If  you  are  talking  about  multiple  family  conventional 
versus  GNMA,  it  can  be  as  much  as  a  full  percent. 

Mr.  Bltjm.  If  you  are  talking  about  FHA,  a  typical  FHA  mort- 
gage package,  what  is  the  differential  ? 

Mr.  Thomas.  The  FHA  mortgage  package  right  now  is  running 
between  7.30  and  7.40 — in  fact,  the  last  2  years  it  has  been  down  by 
15  basis  points.  There  is  really  a  shortage  of  these  on  the  market, 
despite  the  housing  boom. 

Mr.  Blum.  What  is  your  rule  of  thumb  of  riding  herd  on  the  cost 
of  the  package  ? 

Mr.  Thomas.  We  like,  because  of  our  cost  structure,  to  have  a  7.5 
percent  yield.  But  what  you  want  is  not  what  you  get. 

Mr.  Blum.  Understandably  so. 

The  Anchor  Savings  Bank  has  a  number  of  branches  in  Brooklyn, 
and  has  been  known  as  a  neighboi'liood  bank.  Is  that  correct  ? 

Mr,  Thomas.  Yes.  We  are  located  in  Brooklyn,  Manliattan,  Staten 
Island,  and  Nassau. 

Mr.  Blum.  One  of  the  tilings  that  we  have  been  trying  to  explore 
here  is  why  so  much  of  the  mortgage  business  in  Brooklyn  went 
through  mortgage  companies  rather  than  banks  and  their  branches, 
perhaps  not  necessarily  in  the  effected  neighborhoods,  but  certainly 
in  branches  in  Brooklyn. 

Why  would  a  guy  go  to  a  mortgage  company  rather  than  a  savings 
bank? 

jMr.  Thomas.  People  do  not  buy  houses  from  banks.  So  your  real 
estate  man  is  the  man  that  has  the  first  access  to  the  customer,  and 
in  many,  many  cases  the  broker  or  the  realtor  who  is  handling  this 
will  get  packages  together  through  their  contacts  and,  consequently, 
they  have  more  branches  than  we  might  have. 

Consider  this,  here  we  are  with  10  brandies  in  the  whole  New  York 
area,  and  we  liave  a  situation  on  Long  Island  where  there  are  over 
7  million  people.  And  if  you  take  all  the  realtors  in  Long  Island  and 
compare  their  number  witli  the  number  of  branches  we  have  in  Long 
][sland,  the  merchandising  aspect  of  this  is  rather  obvious. 

Now,  whether  those  realtors  come  into  us  directly  or  not  is  another 
thing. 

Mr.  Blum.  Is  it  the  realtor  wlio  controls  the  decision  as  to  whom  the 
ifuortgage  is  going  to  be  placed  with,  for  the  most  part? 

Ml'.  Thomas.  The  purchaser  controls  it,  but  he  gives  up  this  control 
on  tlie  basis  of  con\onience. 

Mr.  Blum.  He  allows  the  broker  to  suggest  ? 

Mr.  Thomas.  By  chance  the  broker  controls  it. 

Mr.  Blum.  Why  do  brokers  decide  to  go  to  mortgage  companies,, 
rather  than  to  banks,  particularly  for  FHiV  financing? 

Mr.  Thomas.  Well,  I  do  not  know  why.  I  can  surmise. 
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Mr.  Blum.  Perhaps  you  can  help  us  there.  Your  surmise  is  likely  to 
be  a  bit  better  than  ours. 

Mr.  Thomas.  You  have  a  situation  here  where  the  broker,  in  some 
instances,  has  set  up  contacts  with  the  various  banks.  They  come  in 
and  can  say,  'T  can  get  this  in  a  package  for  you  and  do  it  better." 

This  is  not  necessarily  true,  however,  because  a  broker  coming  in 
gets  no  better  or  worse  treatment  than  any  individual  coming  in.  But, 
in  the  public's  mind,  they  probably  feel  that  they  aie  better  off.  It's 
more  convenient  to  do  work  through  the  broker  and  the  realtor. 

Then  the  realtor  goes  to  the  broker,  and,  obviously,  there  must  also 
be  some  form  of  payment  here.  What  that  may  be,  you  would  have  to 
ask  the  realtor  and  the  broker. 

Mr.  Blum.  Well,  one  of  the  things  that  has  perplexed  me  is  this : 
Where  conventional  mortgages  are  involved,  people  do  seem  to  go  to 
the  savings  bank,  the  savings  and  loan  association,  and  the  supervised 
lender. 

It  is  principally  in  the  FHA  area  that  they  go  to  a  mort- 
gage  company. 

If  it  is  snnply  a  matter  of  contact  between  the  broker  and  the  mort- 
gage company  and  the  structure  of  the  merchandising,  why  do  the 
brokers  not  take  the  conventional  business  to  the  mortgage  companies, 
too? 

JNIr.  Thomas.  You  are  obviously  confining  your  questions  to  single 
family  dwellings,  because  in  multiples  we  do  most  of  the  conventional 
lending  through  the  brokers. 

Well,  it  depends  on  the  market.  For  example,  the  conventional  mar- 
ket in  New  York  is  very  small  at  the  present  time.  As  you  know,  there 
is  not  a  great  deal  of  housing,  especially  single  family  dwelling  houses, 
in  New  York  City  proper.  In  upstate  New  York  and  in  the  counties, 
there  is. 

I  would  not  say  that  we  do  not  have  any  single  family  conventional 
business — we  have  lawyers  and  realtors  bring  in  people  on  the  con- 
ventional basis,  and  I  would  not  say  that  there  are  more  people  walk- 
ing in  cold  on  a  conventional  loan  than  walk  in  with  their  real  estate 
dealer  or  with  their  attorney. 

Mr.  Chumbris.  Will  you  yield  ? 

I  believe  one  of  the  witnesses  stated  in  the  last  couple  of  days  that, 
as  big  as  their  bank  is,  it  is  still  not  geared  to  do  the  detailed  work  on 
an  FHA  loan  that  the  mortgage  would  require,  and  they  would  rather 
let  the  mortgage  banker  handle  that  phase  of  the  business  and  then 
they  buy  the  loan  from  the  mortgage  banker. 

Do  you  see  it  that  way  ? 

Mr.  Thomas.  I  do  not  see  it  that  way  for  our  bank,  because  we  tra- 
ditionally have  had  a  large  staff,  equipped  to  handle  FHA  loans,  long 
before  I  ever  came  on  board.  And  this  policy  has  continued. 

It  is  not  true  in  all  instances. 

Mr.  Chumbris.  It  would  depend  upon  the  operations  of  the  various 
banks  ? 

Mr.  Thomas.  Yes.  But  we  have  been  and  will  continue  to  be  fully 
prepared  to  handle  our  FHA's,  and  we  have  a  trained  staff  to  do  it. 

Mr.  Chumbris.  Then  on  the  question  of  FHA  loans  and  conven- 
tional loans,  on  the  conventional  loan  that  would  be  the  last  resort  for 
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that  person,  would  it  not  ?  He  would  try  to  get  an  FHA  loan  first,  and, 
if  he  could  not  get  one,  he  would  come  to  you  for  a  conventional  loan? 

Mr.  Thomas.  That  is  not  necessarily  true.  It  depends  on  the  man, 
wife,  and  their  financial  position. 

Some  people  want  a  low  downpayment  stretched  out  as  far  as  they 
can  possibly  go.  Some  people  say,  no,  "I  want  to  put  down  a  bigger 
downpayment,  and  I  want  to  pay  it  off  faster."  The  age  of  a  person 
can  be  important — a  fellow  may  say,  "I  am  going  to  retire  at  65, 1  want 
to  have  all  these  things  out  of  the  way." 

So  it  depends  upon  the  inclination  of  the  person  who  is  buying  the 
home,  rather  than  just  assuming  that  a  conventional  is  the  place  of 
last  resort. 

jSIr.  CiiuMBRis.  Yes ;  I  understand  that.  We  have  had  testimony  on 
that.  Senator  Fong  interrogated  a  person  the  other  day  on  why  people 
might  prefer  to  put  $800  down,  get  an  FHA  loan  and  spread  it  over 
25  or  30  years;  and  by  the  time  you  have  finished  paying  for  it,  you 
pay  more  than  100  percent  of  the  original  price,  and  so  forth.  You 
would  rather  put  down  the  25  percent  downpayment,  and  spread  it 
over  half  of  the  time,  and  maj^be  at  a  lesser  rate  of  interest. 

But  I  am  talking  about  the  people  that  we  are  geared  to  look  after 
in  the  1968  and  1969  law.  The  1968  law  put  into  effect,  at  the  end  of 
1968,  where  the  low  income  people  were  not  able  to  get  loans;  and  this 
law  was  directed  to  that  attention. 

Now,  very  few  of  even  those  people,  if  they  are  not  able  to  get  a  loan 
through  FHA,  would  probably  try  to  go  to  a  bank  and  see  if  they 
could  not  get  it  some  other  way. 

]\Ir.  Thomas.  I  would  say  that  their  chances  of  getting  a  loan  through 
FHA  because  of  a  low  downpayment  and  the  extended  payment,  be- 
cause of  their  ability  to  handle  it — like  a  week's  pay,  a  month's  rent 
type  of  idea  would  be  far  better  than  getting  a  conventional. 

I  would  say,  if  they  could  not  get  an  FHA,  they  probably  could  not 
get  a  conventional  loan. 

Mr.  Chumbris.  That  is  right,  they  would  not  be  able  to  qualify.  But 
that  would  be  the  last  resort  ? 

Mr.  Thomas.  That  is  right. 

Mr.  Blum.  Mr.  Thomas,  the  question  that  I  want  to  turn  to  is  the 
one  of  underwriting.  The  central  problem  in  Brooklyn  seems  to  have 
been  that  where  mortgage  companies  were  involved,  they  did  not  do 
the  kind  of  underwriting  that  your  bank  would  do,  when  a  man  would 
come  in  and  ask  for  a  loan. 

I  wonder  if  you  can  describe  for  us  what  happens  if  a  guy  comes 
through  the  door  of  the  bank,  whether  it's  alone  or  with  a  broker,  and 
says,  "Iwant  to  buy  a  house.  I  would  like  an  FHA  mortgage." 

What  happens?  Someone  will  sit  down  with  him  and  take  the 
information? 

Mr.  Thomas.  Well,  Mr.  Bauman  is  our  senior  mortgage  officer,  so  I 
will  let  him  answer  that. 

Mr.  Blum.  Will  you  please  describe  your  procedure  for  us? 

Mr.  Bauman.  The  applicant  is  interviewed,  and  of  course,  one  of  the 
first  things  we  determine  is  what  the  purchase  price  is,  and  approxi- 
mately how  much  he  has  to  put  down,  and  then,  how  much  mortgage 
he  requires. 
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The  next  question  cand  area  to  get  into  is,  "What  is  your  income? 
How  can  you  afford  to  support  the  mortgage  loan,  a  loan  of  this 
kind?" 

As  Mr.  Thomas  said,  our  yardstick  is  about  a  week's  income  for 
about  a  monthly  carrying  charge.  That  would  be  the  payments  on  the 
mortgage,    plus    the    escrow    for    real    estate    taxes    and    insurance 

premiums. 

Mr.  Blum.  Do  you  ever  wind  up  saying  to  a  guy,  "This  house  is 
too  expensive  for  you?",  or  "This  house  is  overpriced,"  or  something 
of  that  nature  ? 

Mr.  Bauman.  Yes,  we  have. 

Mr.  Blum.  That  is  part  of  what  you  are  going  to  say  if  it  is 
warranted  ? 

Mr.  Bauman.  That  is  right. 

Mr.  Blum.  Do  you  wind  up  telling  him  that  he  will  have  to  expect 

to  make  higher  payments— for  example,  he  will  have  real  estate  taxes 

that  will  be  going  up?  I  read  in  this  morning's  paper  that  they  are 

going  up  again  in  New  York.  And  that  he  will  have  repairs  to  make  ? 

Mr.  Bauman.  Eight. 

Mr.  Blum.  I  take  it  this  is  all  part  of  what  you  consider  to  be  the 
underwriting  process  ? 

Mr.  Bauman.  Underwriting  on  an  equitable  basis.  There  is  no  point 
in  overselling  somebodj^  and  then  having  to  foreclose.  This  is  not  going 
to  develop  any  good  relationship  for  anybody. 

Mr.  Blum.  It  doesn't  help  anyone.  It  doesn't  help  the  guy  who  is 
buying ;  it  doesn't  help  the  community ;  and  it  doesn't  help  the  house. 
Mr.  Bauman.  We  want  to  see  him  stay  with  it.  We  do  not  want  to 
have  a  problem. 

Mr.  Blum.  So  in  one  respect,  what  you  are  telling  us  is  your  under- 
writing activity  is  not  very  different  from  what  has  been  described  by 
others  here  as  counseling.  You  are  giving  financial  counseling  service 
to  the  prospective  borrower.  That  is  part  of  your  job  as  a  bank. 
Mr.  Bauman.  Right. 

Mr.  Blum.  How  we  can  get  that  same  kind  of  job  done  by  the  mort- 
gage companies?  Or  in  the  alternative,  how  can  we  get  the  people  who 
need  that  kind  of  counseling  most  to  come  to  the  bank  ? 
Do  you  have  any  thoughts  about  that  ? 

Mr,  Bauman.  Yes.  Unfortunately,  the  first  person  the  prospective 
purchaser  sees  is  the  real  estate  broker,  and  he  is  interested  in  selling 
the  piece  of  property.  If  he  can  finance  it,  and  make  a  deal,  he  has 
earned  a  commission. 

I  would  think  that  this  is  where  the  first  step  should  be  taken  to  kind 
of  safeguard  people  that  are  unknowing  in  the  purchase  of  a  house. 
Mr.  Blum.  You  think  the  first  visit  ought  to  be  to  the  financial  in- 
stitution ? 

Mr.  Bauman.  Some  people  do  come  in,  yes,  and  they  get  advice 
firsthand,  and  find  out  how  much  mortgage  loan  they  can  afford  to 
carry,  and  what  price  range  they  could  afford. 

Mr.  Blum.  Then  they  are  better  able  to  go  out  and  shop  the  mar- 
ket usino:  the  information  that  they  got? 
Mr.  Bauivian.  Ri^ht. 
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Mr.  Blum.  How  can  we  change  the  system  so  that  the  people  who 
need  it  come  to  you  first  ?  How  do  we  lure  them  into  your  bank  to  tell 
them  about  the  valuable  and  important  service  you  are  offering? 

Is  it  a  matter  of  advertising  ?  Is  it  a  marketing  jjroblem  ?  Perhaps 
Mr.  Thomas  has  some  thoughts  on  that  ? 

Mr.  Thomas.  Even  though  a  customer  does  not  come  into  the  bank, 
dealing  rather  through  a  local  broker,  he  indirectly  gets  that  coun- 
seling even  thoui;h  it  is  not  face  to  face. 

If  we  are  chooking  that  credit,  and  looking  at  that  appraisal,  and 
looking  at  these  loan-to- value  ratios  and  then  we  do  not  accept  that 
loan — indirectly  he  has  received  the  counseling  because  he  saj's,  "Why 
didn't  I  get  this  mortgage  ?"  and  we  say,  "Because  we  didn't  think  that 
3'ou  could  handle  the  carrying  charges." 

So  it  is  not  without  benefit.  I  will  not  say  that  face-to-face  coun- 
seling is  not  absolutely  the  better  of  the  two,  but  there  is  not  a  lack  of 
protection  if  a  good  underwriting  principle  is  followed. 

Mr.  Blum.  Well,  now  if  you  go  to  the  secondary  market,  and  you 
have  a  buyer  on  the  secondary  market  who  will  buy  any  piece  of  paper 
that  has  a  certificate  on  it  Avithout  checking  anything,  there  is  no  one 
anywhere  along  the  line  who  says,  "Hey,  wait  a  mniute,"  unless  FHA 
is  doing  a  very  careful  underwriting  job. 

And  there  is  nothing  to  backstop  or  cross-check  that  FHA  system, 
is  there  ? 

Mr.  Thomas.  The  FHA  has  the  same  potential  for  underwriting  as 
the  bank  has.  All  they  have  to  do  is  li^e  up  to  their  regulations.  I  do 
not  for  a  moment  think  that  there  aren't  some  FHA  offices  that  do  net 
do  a  good  underwriting  job. 

Mr.  Blum.  I  would  like  to  turn  to  another  problem,  that  is  the  multi- 
family  apartment  problem  which  is  so  critical  iii  so  many  different 
cities  across  the  country,  and  certainly  in  New  York  City.  And  it  must 
be  a  common  one  for  every  financial  institution  that  is  in  the  real 
estate  market. 

Why  is  it  that  owners  look  at  their  property  and  then  throw  their 
hands  up  in  despair  and  go  off.  What  can  be  done  to  prevent  that  kind 
of  departure  and  all  the  things  that  are  attendant  to  it — the  decay 
of  the  building,  the  kind  of  neighborhood,  and  so  forth  ? 

You  made  the  suggestion  about  co-op  and  rehabilitation  loans.  I 
wonder  if  you  can  go  into  the  mechanics  of  what  it  is  that  drives  that 
landlord  out  to  begin  with.  Why  does  he  leave? 

Mr.  Thomas.  Because  he  doesn't  get  a  profit  anymore. 

Mr.  Blum.  That  is  after  he  pays  his  interest  and  his  principal  ? 

Mr.  Thomas.  In  other  words,  he  has  to  cover  his  debts.  He  has  to 
pay  his  taxes.  Actually,  you  really  cannot  separate  this  as  an  economic 
matter  only.  This  is  also  a  social  problem. 

Mr.  Blum.  Certainly, 

Mr.  Thomas.  There  are  areas  where  the  landlord  is  actuall}^  afraid 
to  go  in  and  service  that  propei'ty. 

Mr.  Blum.  Well,  let  us  for  the  moment,  because  the  social  problem 
is  one  that  is  a  very  hard  one  to  get  a  finger  on — although  it  is,  as  you 
point  out,  a  vital  component — let  us  stay  with  the  financial  side  for  a 
miiuite. 

One  of  the  problems  is  that  the  guy  docs  not  have  enough  profit  at 
the  end  of  the  line;  the  bottom  line  does  not  show  nice  black  ink.  Is 
that  a  good  way  of  putting  it  ? 


1277 

Mr.  Thomas.  I  would  say  that  is  true.  I  "svould  say  this  as — if  you 
have  ever  handled  any  property — when  I  was  a  young  man  my  father 
had  some  small  apartments,  flats,  which  involved  the  use  of  his  son 
to  make  profit,  because  that  was  the  cheapest  help  around — it  takes  a 
lot  of  work  to  run  an  apartment  and  keep  it  up,  and  take  care  of  the 
maintenance. 

You  have  a  situation  here  where  the  landlord  should  be  entitled  to 
10  or  12  percent  on  his  investment. 

We  now  have  situations  where  the  landlord  comes  out  in  the  red 
year  after  year.  So  he  is  going  to  do  one  of  two  things :  he  is  either 
going  to  leave  it,  or  he  is  going  to  milk  it  and  leave  it. 

Then  you  have  a  lot  of  mortgages  in  the  New  York  area  where  you 
have  seconds,  and  these  men  are  lea\dng  twentj'  and  thirty  and  forty 
thousand  dollar  investments  and  walking  away  because  the  complexi- 
ties of  it  are  such  that  the  money  is  not  there  in  the  form  of  the  rents 
because  they  don't  have  the  controls  over  outside  forces ;  and  secondly, 
you  can't  separate  the  social  side  from  the  business  side. 

Mr.  Blum.  Well,  the  capital  base  of  the  building  is  a  very  important 
aspect  of  why  it  is  that  the  guy  may  or  may  not  show  something  on 
the  bottom  line. 

If  he  has  to  make  a  payment  on  the  first,  and  one  on  the  second,  and 
possibly  on  a  third,  and  he  does  not  have  much  in  the  building  to 
begin  with,  when  he  gets  squeezed  by  rising  property  tax,  and  a  need 
to  maintain  the  building,  holding  it  is  going  to  be  increasingly  less 
attractive. 

And  then  add  those  social  factors,  it  is  going  to  be  increasingly  less 
attractive  to  stay  around. 

In  effect,  what  has  happened  is  the  value  of  the  building  has  really 
declined  because  of  all  these  external  factors,  but  tlie  financial  base 
has  not.  Would  that  be  a  good  way  of  putting  it  ? 

^Ir.  Thomas.  Candidly,  the  more  money  a  man  has  in  a  piece  of 
property,  the  greater  his  interest.  If  the  amount  of  money  he  has  is 
minimal,  he  will  leave  it  that  much  more  quickly. 

If  the  size  of  his  investment  is  larger,  he  will  hang  on  there  as  much 
as  he  can.  Consequently,  the  degree  of  intensity  at  which  a  man  tries 
to  keep  his  property  is  affected  by  this. 

Then  we  have  situations  where — well,  we  have  had  our  appraisers 
assaulted  wlien  they  went  to  look  at  property.  There  is  a  physical  side 
here. 

So  it  also  depends  on  where  that  property  is. 

Mr.  Blum.  Is  there  any  way  of  controlling  the  amount  of  cash  a 
guy  must  put  up  to  get  into  the  ajjartment?  As  it  stands  now,  it  is  a 
complete  free  market  situation ;  isn't  it  ? 

If  somebody  is  willing  to  take  a  third  mortgage,  and  no  cash  at  all, 
that  is  their  affair ;  is  that  correct  ? 

Mr.  Thomas.  Well,  I  would  like  INIr.  Bauman  to  answer  that  be- 
cause we  have  a  system  we  look  to  in  setting  up  amounts  available  for 
debt  service  to  see  if  this  can  be  a  viable  in^-estment. 

Mr.  Bluim.  Would  you  mind  describing  that  system  for  us,  INIr. 
Bauman  ? 

Senator  Hart.  I  think  I  must,  with  apology,  interrupt  and  indicate 
a  recess.  The  roll  is  being  called  at  the  Senate  and  I  will  have  to  go 
over  for  a  moment.  We  will  allow  10  minutes. 
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(Whereupon,  a  I'ecess  was  taken.) 

Senator  Hart.  The  committee  will  be  in  order.  INIr.  Blum  ? 

Mr.  Blum.  I  believe  that  the  point  we  were  asking  about  was  your 
method  for  looking  at  the  financial  structure  of  the  property  prior 
to  granting  a  mortgage  loan.  Is  that  correct  ? 

Mr.  Bathnian.  The  amount  available  for  debt  service,  and  what 
would  be  the  minimal  to  make  a  deal  viable.  You  should  have  at  least 
one  and  a  quarter  times  the  amount  to  make  it  a  viable  deal. 

Mr.  Blum.  You  had  better  go  a  little  slower  here  for  us  because  you 
know  the  business  and  we  don't. 

One  and  a  quarter  times  what  ?  The  debt  service  ? 

Mr.  Bautvian.  The  debt  service. 

Mr.  Blum.  AVhat  has  to  be  one  and  a  quarter  times?  The  rents? 

Mr.  Bautvian.  No,  no.  The  net  income.  Before  debt  service,  the 
amount  that  would  be  available.  That  is  the  bottom  line. 

However,  getting  back  to  the  very  point,  the  apartment  house 
owner-investor-operator,  he  has  been  caught  in  a  vice  with  strict  rent 
control  on  one  liand,  and  rising  costs  of  operation  on  the  other. 

One  very  outstanding  point  is  that  oil  or  fuel  for  most  of  these 
buildings  in  the  city  went  up  100  percent.  This,  together  with  all  the 
other  maintenance  costs  going  up,  real  estate  taxes,  then  if  he  happens 
to  get  involved  with  the  insurance  company,  and  some  of  the  insurance 
companies  terminating  insurance,  and  they  have  to  resort  to  the  State 
pool,  list  premium  is  rather  burdensome  also. 

So.  the  crux  of  tlie  thing  in  the  city  would  seem  that  the  rent  control 
is  one  of  the  major  factors. 

Mr.  Blum.  He  cannot  increase  his  income  suiRciently  to  cover  the 
combination  of  the  increased  costs  and  of  debt  service.  What  looked 
like  a  good  deal  going  in,  because  there  was  enough  net  income  to 
cover  debt  service  6  or  8  years  down  the  line,  is  not  a  good  deal. 

Mr.  Bauman.  That  is  right. 

Mr.  Blum.  Has  the  situation  led  you  to  revise  that  multiplier?  Do 
you  now  look  two  times  debt  service  to  allow  for  the  fact  that  condi- 
tions have  been  this  tough  ? 

Mr.  Bauman.  No.  We  try  to  be  realistic,  to  make  an  investment 
where  it  is  at  all  possible,  rather  than  not  making  any  at  all. 

Mr.  Blum.  Can  you  encourage  a  guy  who  is  about  to  walk  away,  to 
stay  by  restructuring  the  financing  of  the  building  ? 

Mr.  Bauman.  Yes ;  we  have. 

Mr.  Blum.  What  tools  are  available  to  do  it  ? 

Mr.  Bauman.  Well,  reduction  of  interest  rates,  change  in  the  terms 
modifying  them,  and  putting  it  on  an  escrow  basis  for  real  estate  taxes. 
and  so  forth,  insurance  premiums. 

Mr.  Blum.  All  of  that  helps  him  stay  as  the  management  of  the 
building.  I  take  it  the  alternative  to  that  is  a  loss  of  the  building. 

Mr.  Thomas.  In  addition  to  that,  Mr.  Blum,  we  also  have  gone  in 
and  given  them  additional  moneys.  That  appears  to  be  an  abhorrent 
idea,  but  we  haA^e  encleavoied  to  help  if  wo  think  that  the  mnnagor  is 
sincere  and  really  has  tried  to  make  ends  meet ;  we  have  advanced 
sums  of  money,  which  in  some  cases  is  substantial  because  some  of 
these  buildings  can  get  in  very  bad  disrepair. 

Mr.  Blum.  Do  you  think  there  is  any  thing  that  can  be  done,  to  got 
the  building  before  it  gets  to  the  point  where  the  management  decides 
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to  take  the  maintenance  money  and  use  it  to  pay  the  principal  and 
interest  on  tlie  existing  mortgages  ? 

I  have  a  feeling  that  if  the  principal  and  interest  payments  become 
very  large,  or  seem  large  in  relation  to  the  bottom  line,  the  place  that 
he  tries  to  save  the  money  is  on  maintenance,  and  that  is  where  the 
disaster  begins. 

How  do  we  get  at  that?  Is  there  an}^  way  of  encouraging  him  or 
forcing  him  to  keep  up  that  maintenance  no  matter  what  ? 

Mr.  Thomas.  Add  a  good  income. 

Mr.  Blu^vi.  There  is  nothing  you  can  do  legally  about  waste,  is  there? 
There  is  no  action  for  waste  in  New  York. 

You  cannot,  as  the  holder  of  the  first  mortgage,  go  to  court  and  say, 
"Xow  look,  protect  our  security  and  fix  this  place  up"  ? 

Mr.  Tho^mas.  I  do  not  know  of  an  instance,  and  I  am  speaking  just 
on  the  basis  of  recollection  rather  than  of  study,  of  where  a  situation 
where  a  man  is  making  his  interest  and  princi^Dal  payments,  and  his 
taxes  are  paid,  there  is  any  court  in  the  land  who  will  uphold  your 
interest  and  make  him  go  in  and  turn  this  around  on  the  waste  thing. 
Have  you  ? 

INIr.  Baujian.  No,  sir.  That  is  right. 

Mr.  Thomas.  The  judge  would  say,  "What  are  you  doing  here?" 

Mr.  Blum.  Well,  if  the  building  is  beginning  to  go 

Mr.  Thomas.  But  the  interest,  the  principal,  and  everything. 

Mr.  Blum.  The  problem  is  that  it  is  not  just  the  mortgagor  and  the 
mortgagee  Avho  have  a  stake  in  the  building  being  repaired.  It  is  the 
entire  society. 

If  you  get  enough  buildings  that  are  not  repaired,  you  get  not  only  a 
financial  disaster,  but  also  a  social  disaster. 

Mr.  Tpiomas.  Ostensibly,  your  building  inspectors  are  supposed  to 
be  taking  care  of  this  thing. 

Mr.  Blum.  And  from  what  we  hear  about  building  inspectors  in 
New  York,  my  guess  would  be  that  that  is  not  the  answer. 

Mr.  Thomas.  AYe  don't  need  to  have  any  further  discussion  on 
that. 

Mr.  Blum.  Do  you  think  that  another  alternative  might  be  to  try 
to  revive  something  that  was  done  in  the  timps  of  depression.  The 
Homeowners  Loan  Corp.  took  over  mortgages  that  were  in  trouble^ 
and  gaA^e  the  mortgagor  a  chance  to  put  the  property  back  on  its  feet. 
When  the  situation  improved  the  corporation  sold  the  mortgage. 

Do  you  think  that  is  the  way  to  provide  for  the  mortgagor  in  trou- 
ble ?  Do  you  think  that  could  be  an  answer  ? 

]Mr.  Thomas.  I  believe  that  only  applied  to  one  or  two  family  houses. 
Is  that  correct? 

Mr.  Bauman.  That  is  right. 

Mr.  Blum.  Well,  perhaps  what  we  ought  to  do  is  consider  something 
like  that  for  multifamily  houses. 

Mr.  Thomas.  You  are  going  to  have  to  look  at  these  houses — I  have 
to  keep  using  the  words  "from  the  social  aspect"^but  unless  you  can 
get  people  to  assume  an  ownership  posture  in  the  form  of  co-ops,  then 
you  are  going  to  have  a  situation  where  you  are  going  to  have  to  have 
some  type — I  am  talking  about  low  income  now — some  type  of  sub- 
sidy, and  see  that  that  subsidy  goes  to  the  landlord,  or  have  the  Gov- 
ernment buy  the  building  and  run  it. 
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But  candidly,  I  do  not  see  where  the  Government  would  necessarily 
do  any  better  job  because  of  the  immensity  and  the  centralization  in- 
volved in  this  thing  than  someone  who  has  a  chance  to  make  a  profit. 

It  is  still  a  rather  good  American  tradition. 

Mr.  Blum.  Certainly  the  FHA  operation  in  Hempstead  would  be 
no  advertisement  for  the  excellence  of  government  property  manage- 
ment programs. 

Mr.  Thomas.  It  just  so  happens  that  our  relationship  with  the 
Hempstead  office  has  been  workable.  Now,  I  would  say  that  the  under- 
writing practices  and  the  division  that  works  on  that  is  Mr.  Bauman's 
area  and  regarding  the  things  that  I  have  read  concerning  the  Hemp- 
stead office,  I  have  had  no  direct  knowledge  or  experience  in  any  of 
those  areas. 

Mr.  Blum.  Let  me  go  back  to  the  problem  of  the  co-op.  Tenants  in 
New  York  have  been  up  in  arms  over  the  co-oping  of  their  buildings 
under  the  present  circumstances. 

If  we  would  pursue  your  idea  of  making  co-op  loans  available 
through  FHA,  what  kinds  of  devices  do  you  think  might  be  employed 
reasonably  to  create  a  real  bargaining  situation  in  which  the  tenant  is 
getting  value  for  what  he  is  paying,  rather  than  sirnply  taking  a 
purchase  price  arbitrarily,  paying  off  every  existing  mortgage,  and 
taking  care  of  everyone  in  the  deal  who  wants  a  profit  ? 

How  do  we  set  it  up  so  it  is  a  real  bargain  and  value  received 
situation  ? 

Mr.  Thomas.  Well,  human  nature  being  what  it  is,  the  tenant,  if 
he  only  has  to  pay,  say  a  hundred  dollars  a  month  rent,  and  he  is  get- 
ting the  amenities  of  good  service,  probably  will  never  want  to  pay 
any  more,  no  matter  what  the  situation  is. 

So  there  is  a  factor  that  you  must  recognize.  That  there  is  some  co- 
oping going  on  in  New  York  City. 

Mr.  Blum.  I  have  had  the  experience  of  sitting  in  a  meeting  of  co-op 
tenants,  and  in  their  confrontation  with  the  people  who  are  co-oping 
the  building.  I  have  the  feeling  that  the  attributes  of  human  nature 
you  referred  to  aren't  limited  to  the  tenants. 

There  were  times  when  I  wanted  to  leave  in  despair.  The  landlord 
wanted  to  take  care  of  all  of  his  bank  debts,  and  make  an  enormous 
profit  as  well. 

The  tenants,  of  course,  are  seeking  to  maintain  their  own  controlled 
rent  levels  which  they  had  been  making  a  profit  on  for  some  20  years. 

It  was  a  "You  take  my  price,  or  we'll  pull  the  plug  on  you"  kind  of 
deal.  I  am  wondering  how  this  can  be  made  to  work  reasonably  in  a 
market  kind  of  situation  where  both  sides  do  not  have  the  feeling  that 
they  are  getting  knifed  by  the  other  side,  and  where  that  can  become 
open  war. 

Mr,  Thomas.  Well,  you  have  to  start  someplace,  you  see,  so,  maybe 
you  ("ould  start  in  a  situation  where  you  have  a  multifamily  dwelling 
that  is  coming  up  on  a  foreclosure  basis  and  which  looked  like  it  was 
going  to  be  abandoned. 

Here  is  a  situation  where  the  tenants  would — well,  let  us  say  there 
was  a  $100,000  moi-tgage.  Forget  about  back  taxes  and  everything  else. 
You  have  a  $100,000  mortgage  and  you  have  tenants. 

So  you  say,  "All  right.  Here's  this  building  available  to  you  at  the 
price  of  the  mortgage."  In  addition  to  that,  have  outside  appraisers 
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come  in  and  appraise  the  building  to  ascertain  whether  this  building 
is  actually  worth  the  amount  of  the  mortgage. 

Mr.  Blum.  What  you  are  suggesting  is 

Mr.  Thomas.  You  could  start  there,  and  if  you  had  FPIA  insured 
co-ops,  they  would  have  the  advantage  of  the  low  downpayment,  the 
stretching  out  of  the  years,  a  lower  interest  rate  than  prevails  on  the 
market  and  they  would  have  housing  in  w-hich  they  would  be  able  to 
take  an  interest  and  be  fully  aware  of  what  Mr.  Bauman  means  when 
he  says  the  price  of  oil  and  taxes  keeps  going  up.  Otherwise,  they  would 
be  in  the  street. 

But  it  would  be  a  start,  and  it  would  certainly  be  done  on  the  basis 
of  where  equity  was  involved,  because  you  would  have  outside  ap- 
praisers coming  in. 

Mr.  Blum.  As  it  stands  now,  the  tenants  are  in  no  position  at  all  to 
participate  in  the  disposal  of  the  property  at  foreclosure,  are  they  ? 

Mr.  Thomas.  Not  at  all. 

Mr.  Blum.  I  have  no  further  questions,  Mr.  Chairman. 

Senator  Hart.  Mr.  Chumbris  ? 

Mr.  Chumbris.  Thank  you,  Mr.  Chairman.  I  have  already  asked  the 
questions  that  I  wanted  to  ask. 

Senator  Hart.  Mr.  Kern  ? 

Mr.  Kern.  I  have  no  questions. 

Senator  Hart.  Thank  you  very  much  for  coming  to  testify.  You  have 
been  most  helpful. 

Mr.  Thomas.  Thank  you,  Senator. 

Senator  Hart.  We  welcome  next  the  president  of  the  Government 
National  Mortgage  Association,  Woodward  Kingman. 

(Wliereupon,  the  witness  was  duly  sworn  by  the  chairman.) 

Senator  Hart.  Mr.  Kingman,  I  think  that  I  have  already  indicated 
that  the  prepared  statement  will  be  printed  in  full  in  the  record  as 
given,  so  as  you  go  along,  if  there  is  any  omission,  it  will  be  reflected  in 
the  record,  and  if  there  is  any  addition,  it  will  be  picked  up. 

STATEMENT  OP  WOODWARD  KINGMAN,  PRESIDENT,  GOVERNMENT 
NATIONAL  MORTGAGE  ASSOCIATION 

Mr.  Kingman.  Thank  you,  Mr.  Chairman,  and  members  of  the 
subcommittee. 

My  name  is  Woodward  Kingman.  I  am  the  president  of  the  Gov- 
ernment National  Mortgage  Association,  often  referred  to  as  GNMA 
or  "Ginnie  IMae,"  a  Government-owned  corporation  in  the  Depart- 
ment of  Housing  and  Urban  Development. 

The  opening  statement  of  your  invitation  to  testify  states  that  this 
subcommittee  is  investigating  competition  in  the  supply  of  mortgage 
money  in  the  New  York  metropolitan  area. 

To  provide  insight  into  the  role  that  Ginnie  Mae  plays  in  the  supply 
of  mortgage  money,  let  me  explain  briefly  now,  and  for  what  purposes, 
Ginnie  ^Rlae  and  its  programs  were  developed. 

Ginnie  Mae  traces  its  origin  to  the  National  IMortgage  Association, 
originally  founded  in  1938  and  renamed  Federal  National  IMortgage 
Association,  or  Fannie  Mae.  On  September  1,  1968,  Congress  enacted 
legislation  to  partition  Fannie  Mae  into  two  corporate  entities;  the 
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present-day  Fannie  Mae,  whose  primary  function  is  to  provide  a  sec- 
ondary mortgage  market  at  auction  prices,  and  the  newly-formed 
Ginnie  Mae  which  assumed  the  Special  Assistance  and  Management 
and  Liquidating  Functions  of  the  pre-1968  Fannie  Mae. 

Ginnie  Mae's  current  mortgage  portfolios  aggregate  approximately 
$5.3  billion,  of  which  about  $3.6  billion  are  under  the  Special  Assist- 
ance Functions  and  $1.6  billion  are  under  the  Management  and  Liqui- 
dating Functions. 

Under  its  Special  Assistance  Functions,  Ginnie  ISIae  is  authorized 
to  purchase  certain  mortgages  at  less  than  market  prices  and  may  later 
sell  them  to  Fannie  Mae  or  other  investors  at  market  prices,  absorbing 
the  differential  as  a  subsidy  of  "points.'' 

The  Ginnie  Mae  mortgage-backed  securities  program  was  created 
for  the  purpose  of  enlarging  and  stabilizing  the  supply  of  housing 
funds  for  low  and  moderate  income  groups.  The  idea  was  to  tap  the 
capital  markets  other  than  the  traditional  mortgage  investors  by 
providing  them  with  a  security  which  would  be  similar  to  a  bond; 
that  is  the  yield  would  be  assured  by  one  piece  of  paper  without  all 
of  the  documentation,  collection,  and  foreclosure  problems  with  which 
the  investor  in  mortgages  must  contend. 

To  implement  this  objective,  Ginnie  Mae  developed  two  types  of 
securities;  the  bond-type  security,  on  which  principal  is  paid  at  ma- 
turity and  interest  semiannually,  and  the  pass-through  security,  on 
which  principal  and  interest  are  paid  monthly  to  the  investor  in  ac- 
cordance with  the  amortization  of  the  mortgages  in  the  pool  backing 
the  securities. 

Issuance  of  the  bond-type  securities  has  been  limited  to  Fannie 
Mae — $1  billion  so  far — and  to  the  Federal  Home  Loan  Mortgage 
Corporation — $1.1  billion  so  far — because  of  the  risk  to  the  issuer  in 
reinvesting  the  payments  and  prepayments  of  principal  from  the 
mortgages. 

If  interest  rates  decline  sharply,  an  issuer  would  have  difficulty  in 
reinvesting  this  cash  at  a  high  enough  rate  to  keep  up  coupon  pay- 
ments if  current  rates  are  much  lower. 

But  with  pass-through  securities,  this  risk  is  eliminated,  since  all 
payments  and  prepayments  of  principal  are  passed  through  to  in- 
vestors monthly.  Thus  private  mortgage  lenders  with  relatively  small 
net  worth  can  participate  as  issuers  in  this  program,  which  for  the 
first  time  has  put  mortgage  bankers  in  direct  contact  with  the  capital 
markets. 

Consequently  it  is  the  pass-through  program  in  which  the  major 
activity  and  growth  potential  of  the  Ginnie  Mae  securities  program  is 
concentrated. 

It  is  important  to  note  that  virtually  all  of  the  pass-through  securi- 
ties have  been  issued  under  what  we  call  the  "modified  pass-through" 
concept.  Originally,  the  pass-through  was  conceived  as  a  security  on 
which  principal  nnd  interest  were  passed  through  to  the  investor  only 
if  and  as  collected  from  the  mortgagor — ^that  is  the  homeowner  who  is 
borrowing  the  money. 

We  recognized  that  this  "straight  pass-through"  concept  fell  con- 
siderably short  of  making  the  security  as  much  like  a  bond  as  possible 
in  order  to  attract  nonmortgage-oriented  investors  such  as  pension 
funds. 
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The  point  here  is  that  having  straight  pass-throughs  is  really  just 
like  having  the  mortgages  themselves  because  if  there  is  a  shortfall  in 
the  payment  because  the  loan  is  delinquent,  the  investor  doesn't  get 
paid.  He  has  to  wait.  It  really  is  not  much  more  advantageous  than 
iDuying  the  mortgages  direct. 

13 ut  with  this  modified  pass-through,  he  is  going  to  get  paid  whether 
there  are  delinquencies  or  not. 

It  was  with  this  objective  in  mind,  attracting  pension  funds  and 
nonmortgage-oriented  investors,  that  we  went  to  work  and  devised 
the  "modified  pass-through"  security.  The  key  modification  here  was 
that  the  certificate  provides  for  the  monthly  payment  to  the  investor 
of  his  proportionate  share  of  principal  and  interest  from  the  pooled 
mortgages,  whether  or  not  collected  from  the  mortgages. 

In  other  words,  if  any  of  tlie  mortgages  are  delinquent  or  in  fore- 
closure, the  issuer  must — note,  the  issuer  must  make  cash  advances 
out  of  his  own  pocket  to  cover  such  delinquencies. 

Now  he  is  eventually  reimbursed  when  the  late  payment  from  the 
mortgage  or  the  FHA  foreclosure  payment  is  finally  paid,  less  legal 
cost  and  other  costs  explained  later. 

If  the  issuer  is  unable  to  make  the  necessary  cash  advances  to  the 
investor,  he  may  notify  Ginnie  Mae  to  take  over  the  obligation.  Ginnie 
Mae,  as  stated  in  the  guaranty  on  the  face  of  the  certificate,  stands 
ready  to  make  the  required  monthly  payments  to  the  investor  in  the 
event  of  any  default  on  the  part  of  the  issuer. 

Senator  Hart.  Gentlemen,  I  apologize  but  I  must — we  must  take  a 
recess  here  in  order  to  provide  a  quorum  on  the  Commerce  Committee. 

If  anybody  wants  to  make  a  guess  as  to  how  long  the  recess  is,  that 
is  how  long  it  will  be.  I  don't  know.  I  am  sorry. 

(Whereupon,  a  recess  was  taken.) 

Senator  Hart.  The  committee  will  be  in  order.  I  know  how  unpleas- 
ant this  has  been  for  many  people,  not  excluding  the  chairman  of  the 
subcommittee,  and  I  apologize  to  everybody.  But  believe  me,  it  wasn't 
that  we  were  anxious  to  make  life  difficult,  but  the  events  overwhelmed 
me. 

If  you  will  proceed. 

Mr.  Kingman.  Mr.  Chairman,  and  members  of  the  subcommittee, 
resuming  on  page  4, 1  will  continue. 

If  the  issuer  is  unable  to  make  the  necessary  cash  advances  to  the 
investor,  he  may  notify  Ginnie  Mae  to  take  over  the  obligations. 

Ginnie  Mae,  as  stated  in  the  guaranty  on  the  face  of  the  certificate, 
stands  ready  to  make  the  required  monthly  payments  to  the  investor 
in  the  event  of  any  default  on  the  part  of  the  issuer. 

It  should  be  emphasized,  however,  that  Ginnie  Mae  employs  a  "car- 
rot-and-stick"  approach  to  prevent  the  issuer  from  shirking  his  re- 
sponsibilities to  make  any  such  cash  advances  as  are  necessary  to  keep 
up  the  monthly  payments  to  the  investors. 

Specifically,  whenever  an  issuer  is  in  default,  or  is  about  to  go  into 
default  on  the  monthly  payments,  Ginnie  Mae  can  take  over  the  en- 
tire pool  of  mortgages,  and  thus  deprive  the  issuer  of  the  servicing 
income  from  the  pool. 

I  might  say  that  ordinarily  the  incentive  for  the  mortgage  banker 
in  the  program  is  the  servicing  income. 
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Furthermore,  in  the  event  of  any  unsatisfactory  performance  on 
the  part  of  the  issuer  in  the  servicing  of  the  pool,  Ginnie  Mae  can  sue 
the  issuer  for  damages  and/or  reject  any  further  applications  to  issue 
additional  Ginnie  Mae  securities  by  this  issuer. 

Each  issuer  enters  into  a  servicing  arrangement  with  Ginnie  Mae 
and  is  responsible  to  Ginnie  Mae  for  the  proper  administration  and 
servicing  of  the  pooled  mortgages.  The  issuer  receives  one-half  per- 
cent servicing  fee,  out  of  which  he  pays  six-hundredths  percent  guar- 
anty fee  to  Ginnie  Mae,  which  means  in  effect  he  is  getting  forty-four 
one-hundredths  percent  net  servicing  fee. 

The  half  percent  fee  is  retained  from  the  monthly  payments  from 
the  mortgages,  and  the  interest  rate  on  the  face  of  Ginnie  Mae  certi- 
ficates is  always  set  at  one-half  percent  less  than  the  interest  rate  on 
the  mortgages  in  the  pool. 

When  an  issuer  applies  for  a  commitment  to  issue  mortgage-backed 
securities,  the  following  requirements  must  be  satisfied  on  the  basis  of 
documents  submitted : 

No.  1,  that  he  is  an  approved  FHA  mortgagee;  No.  2,  that  his  finan- 
cial position  meets  the  minimum  net  worth  requirements  as  related  to 
the  total  amount  of  mortgage-backed  securities  outstanding;  No.  3, 
that  he  has  adequate  facilities  to  service  mortgages. _ 

Approval  as  a  Fannie  Mae  and  Ginnie  Mae  servicer  by  Fannie  IMae 
is  accepted  as  evidence  of  his  ability  to  service  mortgages.  If  not,  such 
approval  is  requested  or  other  proof  of  ability  is  required.  If  the  issuer 
is  already  servicing  a  pool,  his  record  is  reviewed  before  a  new  issue  is 
approved. 

When  a  request  for  issuance  of  securities  is  received,  the  suljmission 
is  checked  to  determine : 

1.  That  all  documents  (i.e.  guarantee  agreement,  custodial  agree- 
ment, etc. )  are  proper  and  executed ;  and 

2.  That  all  mortgages  deposited  with  the  custodian  are  eligible  by 
date  of  insurance  or  giiarantee. 

The  mortgages  in  the  pool  will  have  homogeneity  as  to  interest  rate, 
term  to  maturity,  if  possible,  and  type  of  dwelling  ( for  example :  multi- 
family  will  not  be  mixed  with  1-  to  4-family),  and  will  have  been 
insured  or  guaranteed  by  FHA,  VA  or  the  Farmers  Home  Adminis- 
tration no  longer  than  one  year  prior  to  the  date  on  whicli  GN^NIA 
issues  its  commitment  to  guarantee.  Each  mortgage  in  the  pool  will  be 
evidenced  by  a  promissory  note  of  the  borrower  secured  by  a  mortgage, 
and  a  title  policy  will  have  been  issued  for  each.  Also,  each  mortgage 
will  carry  an  insurance  policy  covering  fire  and  extended  risk  on  the 
property  and  other  insurance  as  may  be  required  by  the  specific  geog- 
raphy of  the  area,  e.g.  earthquaJve  or  flood  protection. 

After  GNMA  reviews  the  issuer's  application,  GNMA  will  make  a 
commitment  to  guarantee  the  proposed  mortgage-backed  certifif^ites. 
The  mortgages,  when  accumulated,  are  deposited  under  contract  with 
a  custodian,  which  must  be  Federal  or  State  regulated  financial  institu- 
tions (usually  banks),  chosen  by  each  individual  mortgno-e  banker  and 
approved  by  GNMA.  Each  custodian  examines  and  certifies  to  GNMA 
that  he  is  in  possession  of  the  appropriate  documents  which  are  sub- 
sequently held  in  safekeeping  by  the  custodians  for  GNMA. 

After  receiving  the  Custodial  Agreements,  tlie  Guarantee  Agree- 
ments, a  schedule  of  the  purchasers  of  the  securities,  and  otlier  docu- 
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mentation,  and  assuming  all  else  is  in  order,  GNMA  prepares  and 
delivers  the  guaranteed  mortgage-backed  certificates  to  the  issuer  who 
forwards  them  to  the  prospective  purchasers  on  a  previously  agreed- 
upon  settlement  date.  The  GNMA  guarantee  is  printed  on  the  face  of 
each  certificate  and  the  certificate  attests  that  the  holder  is  the  regis- 
tered owner  of  an  undivided  beneficial  interest  in  th--  mortgage  pool. 
The  certificates  are  issued  in  minimum  denominations  of  $25,000  and 
the  face  amount  of  the  certificates  issued  against  a  given  pool  cannot 
exceed  the  principal  balance  of  the  pooled  mortgages. 

The  individual  mortgage  bankers  administer  and  service  the  pooled 
mortgages  in  accordance  with  GNIMA  standards,  and  make  the  pro- 
portionate monthly  payment  of  principal  and  interest,  including  pre- 
payments, to  the  security  holders.  Each  issuer  maintains  a  register  of 
security  holders  in  order  to  effect  the  efficient  monthly  disbursement  of 
funds  ito  each  holder.  The  issuer  reports  monthly  to  GNINIA  on  the 
status  of  the  pooled  mortgages.  On  the  15th  of  each  month,  each 
investor  receives  a  remittance  from  the  issuer,  representing  his  prin- 
cipal and  interest,  whether  or  not  collected,  and  prepayments  appli- 
cable to  the  past  month.  Along  with  the  remittance  the  investor  will 
receive  a  monthly  report  indicating  the  amount  of  each  component 
(principal,  interest  and  prepayment)  of  the  payment  and  the  current 
principal  balance. 

I  want  to  emphasize  that  the  careful  scrutiny  of  tlie  issuers  is  not 
limited  to  just  the  application  for  issuance.  Issuers  are  monitored 
after  issuance  of  securities  by  the  following  methods : 

(A)  iMonthly  reports,  specifically  form  1710A,  from  the  issuers  are 
received  and  desk  audited  and  checked  for  rate  of  delinquencies,  cash, 
flow,  et  cetera. 

I  might  say  that  from  these  forms  each  month,  we  can  make  a  check 
mathematically  to  determine  whether  the  cash  delinquency  as  re- 
ported on  the  form  are  accurate,  because  it  is  very  simple  to  multiply 
out  the  average  monthly  payment  involved  by  the  number  of  delin- 
quencies involved,  and  you  can  get  a  mathematical  check  against  the 
bank  balance  as  to  whether  the  delinquencies  reported  are  exactly  as 
they  appear  on  the  form  signed  by  the  issuer. 

(B)  If  holders  of  certificates  do  not  receive  their  payments  on  time, 
they  advise  us  and  we  immediately  investigate. 

So  far.  only  five  or  six  instances  have  occurred,  mainly  cases  of  late 
mail  delivery  of  2  or  3  days;  once  in  the  case  of  an  address  which  was 
missed  in  the  transfer  of  a  certificate.  There  are  practically  no  com- 
]')laints  on  this  score. 

(C)  Periodic  inspections  in  the  field  are  made  by  Ginnie  Mae  staff 
on  a  continuing  basis,  and  I  can  give  you,  for  the  record,  a  detailed 
manual  we  have  which  shows  our  field  force  how  to  make  these  inspec- 
tions, and  which  documents  that  they  are  looking  mainly  to  see  that 
our  documents  are  kept  in  order,  so  if  there  is  any  defalcation  or  any 
default,  we  are  protected ;  and  second,  as  to  the  actual  servicing  itself, 
whether  the  issuer  is  actually  making  the  collections  in  a  responsible 
way,  and  as  eft'ectively  as  possible. 

Senator  Hart.  We  would  appreciate  receiving  that  for  the  commit- 
tee files. 

INIr.  KiNGMAx.  (D)  Issuers  are  required  to  submit  audited  annual 
reports  that  are  reviewed  by  our  staff  to  uncover  trends  in  the  issuers' 
financial  position  or  servicing  ability. 


1286 

(E)  When  HUD  auditors  are  checking  any  FHA  approved  mort- 
gagee who  is  also  an  issuer,  they  also  check  his  performance  under 
the  mortgage-backed  securities  program. 

I  might  add  that  we  have  specifically  asked  for  HUD  auditors'  help 
on  specific  auditing  procedures  on  occasion. 

(F)  Any  information  obtained  through  our  special  assistance  pro- 
gram is  used  for  evaluation  of  performance  in  the  mortgage-backed 
securities  program. 

(G)  Notice  is  received  from  Fannie  Mae  whenever  they  place  a 
seller  or  servicer  on  probation  or  suspend  them  and  appropriate  action 
is  taken  in  his  status  as  an  approved  issuer. 

(H)  FHA  advises  whenever  a  mortgagee  is  suspended  and  we  auto- 
matically suspend  him  as  an  issuer. 

(I)  Whenever  monthly  reports  from  the  issuer  to  Ginnie  Mae  indi- 
cates the  percentage  of  his  pooled  loans  delinquent  over  2  months  or  in 
foreclosure  exceeds  5  percent,  the  issuer  must  attach  a  statement  giv- 
ing the  reason  for  such  deliquency  and  stating  what  action  is  being 
taken  to  correct  the  matter. 

(J)  If  the  above  statement  and  further  review  do  not  reflect  satis- 
factory performance  by  the  issuer,  no  new  commitments  will  be  issued 
to  such  mortgagees  until  the  deficiencies  are  corrected. 

For  several  reasons,  it  is  difficult  at  this  time  to  compare  accurately 
the  delinquencies  in  the  Ginnie  May  mortgage-backed  securities  pro- 
gram with  the  delinquencies  reported  by  such  organizations  as  Fannie 
IMae.  Mortjiage  Bankers  Association,  and  so  on. 

Some  of  these  reasons  are : 

(A)  Ginnie  Mae  uses  the  25th  day  of  the  month  cut-off  date  while 
others  use  the  end  of  the  month  for  reporting  delinquencies. 

I  might  explain  that  we  have  to  use  the  25th  day  of  the  month  in  the 
Ginnie  Mae  program  because  we  have  to  have  reported  to  a  central 
point  at  Ginnie  Mae  and  available  to  anyone  trading  in  the  securities 
by  the  1st  day  of  the  month,  exactly  what  the  principal  outstanding 
is  on  each  security.  Otherwise  they  would  not  be  as  tradable,  and  they 
would  not  have  liquidity,  which  is  their  important  feature. 

(B)  Because  of  their  recent  inception,  the  mortgage-backed  securi- 
ties all  have  very  young  portfolios.  In  fact,  we  do  not  accept  any  mort- 
gages in  our  pools  which  are  more  than  1  year  old,  whereas  the  other 
organizations  report  on  the  basis  of  well-seasoned  mortgages  as  well 
as  newer  mortgages. 

It  is  generally  recognized  that  well-seasoned  mortgages  have  a  lesser 
delinquency  rate  than  newer  mortgages.  According  to  a  Fannie  Mae 
survey  in  1968,  over  60  percent  of  referrals  for  foreclosure  occurred 
during  the  first  3  years  of  the  mortgages. 

Bearing  these  factors  in  mind.  I  feel  that  Ginnie  Mae's  delinquency 
ratios  reflect  a  remarkably  good  performance  on  the  part  of  the  is- 
suers of  Ginnie  Mae  securities.  As  of  October  30,  1971.  the  average 
percentage  of  delinquency  for  2  months  or  more  in  all  Ginnie  Mae 
mortgage-backed  securities  pools  was  4.1.  As  of  April  30,  1972,  the 
average  percentage  was  down  to  3.3. 

So  far,  through  our  continuing  field  inspection  program,  the  offices 
of  58  issuers  have  been  visited.  That  is  out  of  a  total  of  236.  Tliis  rep- 
resents 20  percent  of  all  Ginnie  Mae  issuers,  and  25  percent  of  all  mort- 
gages pooled,  out  of  a  total  of  1,335  pools.  The  percentage  is  increas- 
ing as  more  visits  are  completed. 
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We  have  written  and  visited  100  percent  of  all  issuers  that  have 
average  delinquency  ratios  in  excess  of  6  percent.  We  are  withhold- 
ing the  issuance  of  new  commitments  to  these  issuers  until  a  satisfac- 
tory explanation  is  received,  or  until  the  problem  is  cured. 

We  have  also  reviewed  the  pools  established  by  Inter-Island  Mort- 
gage Corp.  and  United  Institutional  Servicing  Corp.  referred  to  in 
Mr.  Donald  Lyons'  testimony  of  May  4. 

On  the  Inter-Island  INIortgage  Corp.  since  the  inception  of  the  pools, 
which  covered  1,173  mortgages,  to  April  30,  1972,  only  7  mortgages 
have  been  liquidated,  and  71  mortgages  were  in  foreclosure  at  April  30. 
1972.  Sixty-two  mortgages  were  2  months  or  more  delinquent  for  an 
average  of  5.3  percent,  as  compared  with  our  national  average  of  3.3 
percent. 

On  the  pools  established  by  United  Institutional  Servicing  Corp.  cov- 
ering 323  mortgages,  none  have  been  liquidated  through  April  30.  and 
only  one  mortgage  was  in  foreclosure  at  that  time.  Seven  mortgages 
•v/ere  2  months  or  more  delinquent  for  an  average  of  2.9  percent  which 
is  below  the  national  average  of  3.3  percent  in  the  Ginnie  IVIae  pools. 
Testimony  before  this  subcommittee  indicated  that  a  Government- 
insured  mortgage  that  is  foreclosed  swiftly  is  considered  a  profitable 
investment  by  a  speculator  in  some  instances. 

"Wliile  that  may  be  true  in  the  case  of  a  direct  sale  of  FHA  mort- 
gages to  an  investor,  I  want  to  point  out  that  it  does  not  hold  true  in 
the  case  of  a  sale  of  Ginnie  Mae  securities  backed  by  FHA  mortgages. 
In  the  direct  sale  of  mortgages,  the  originator  makes  a  profit  if  he 
has  made  a  profit  in  the  points  involved.  Say  he  originates  it  at  96 
and  sells  it  at  98.  Then  he  is  out  as  far  as  any  future  losses  or  gains  are 
concerned  because  the  investor  has  bought  the  mortgage,  and  any 
problems  involved  with  foreclosure  or  foreclosure  payments  are  the 
investor's  problems. 

But  in  the  sale  of  Ginnie  Mae  securities,  the  originator  may  sell  his 
Ginnie  Mae  security  at  perhaps  a  slightly  higher  price  than  he  sold 
that  direct  sale  of  the  same  mortgages,  but  then  he  takes  a  large  risk 
because  of  possible  foreclosure  costs. 

These  are  the  costs  involved  in  making  the  foreclosure — putting 
the  foreclosure  through  the  Courts,  and  bearing  the  legal  expenses,  and 
in  making  the  cash  advances  all  the  time  that  the  mortgages  are  de- 
linquent, and  all  the  time  the  mortgage  is  in  the  process  of  fore- 
closure. This  means  that  he  will  be  drawing  on  his  bank  lines  and 
paying  interest  on  those  bank  lines  to  support  the  cash  advances  to  the 
investor  during  that  period  of  time. 

Now  the  issuer,  who  is  typically  a  mortgage  banker  with  a  relatively 
small  net  worth,  simply  cannot  afford  the  risks  involved  in  these  unde- 
termined foreclosure  costs,  and  cash  advances.  Therefore,  he  is  much 
better  off  to  avoid  putting  so-called  low  quality  loans  into  a  pool  of 
Ginnie  Mae  securities. 

He  simply  cannot  afford  those  risks,  and  the  low  delinquency  figures 
in  the  Ginnie  Mae  securities  operation  prove  that  he  has  been  avoiding 
taking  those  risks. 

As  indicated  in  Chapter  15  of  the  Ginnie  Mae  Mortgage-Backed 
Securities  Guide,  the  issuer  of  Ginnie  Mae  modified  pass-through 
securities  must  assume  risk  losses : 
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ISTo.  1,  disallowed  foreclosure  costs,  which  are  mainly  the  legal  ex- 
penses in  bringing  them  to  foreclosure.  No.  2,  loss  of  interest  on  fore- 
closure because  of  the  difference  between  the  certificate  rate  and  the 
debenture  rate,  since  on  many  of  the  mortgage  programs,  FHA  does 
not  pay  off  in  cash,  but  in  debentures. 

No.  3,  loss  of  principal  on  foreclosure.  I  would  point  out  that  the 
VA  loans  in  many  cases  are  insured  for  only  60  percent  of  their  prin- 
cipal amount. 

No.  4,  catastrophic  losses  not  normally  covered  by  hazard  and  ex- 
tended coverage,  such  as  earthquakes.  No.  5,  losses  arriving  from  con- 
demnation proceedings,  and  No.  6,  any  other  losses,  the  risks  of  which 
are  customarily  assumed  by  an  institutional  investor. 

In  addition,  as  explained  earlier,  the  issuer  must  make  cash  advances 
covering  monthly  payments  on  any  mortgage  that  is  delinquent  or  in 
foreclosure  until  foreclosure  payments  from  FHA  is  collected  and 
passed  through  to  the  investor.  That  means  an  expense  to  him  in  draw- 
ing on  his  bank  lines  to  provide  those  cash  advaiices. 

As  indicated  in  chapter  11  of  the  guide,  if  the  issuer  fails  to  make 
such  payments,  Ginnie  Mae  will  take  over  the  entire  pool  of  mortgages 
and  make  payments  to  the  investors,  while  the  issuer  loses  the  servicing 
income. 

As  I  mentioned  before,  we  also  have  the  prerogative  of  cutting  them 
off  from  further  approvals  as  an  issuer. 

As  a  i-esult,  it  is  my  considered  opinion,  corroborated  by  the  statis- 
tics of  the  Ginnie  INIae  pools  currently  available,  which  I  have  quoted, 
as  well  as  by  statements  of  leading  mortgage  experts,  that  I  will  be 
glad  to  provide  this  committee,  that  the  Ginnie  Mae  mortgage-backed 
securities  do  not  provide  a  convenient  way  for  unscrupulous  mortgage 
originators  to  sell  low-quality  mortgages  for  personal  profit. 

On  the  contrary,  there  are  incentives  in  the  program  to  encourage 
issuers  to  pool  mortgages  that  are  of  higher  quality  then  those  that 
he  would  be  selling  directly  to  the  investor. 

Besides  this  beneficial  feature  of  the  program,  I  want  to  emphasize 
in  closing  that  the  principal  advantage  in  the  {)rogram  is  in  the 
achievement  of  its  original  objective — the  broadening  and  enlarging 
of  the  supply  of  funds  for  housing. 

In  the  214  years  since  the  progrnm  was  laimched,  over  $4.6  billion 
in  pass-through  securities  have  be(  n  ro^\.  o^'  which  about  on(^-third 
represents  sales  to  nonmortgage-orunted  investors.  And  so  far  Ginnie 
]Mae  has  not  been  called  upon  to  make  one  single  payment  to  any  of 
these  investors  because  of  a  default  by  an  issuer. 

This,  in  other  words,  means  that  these  benefits  of  more  mortgage 
funds  for  the  home  buyer  consumer  have  been  made  possible  without 
any  cost  to  the  taxpayer. 

This  concludes  my  formal  testimony,  and  I  shall  be  glad  to  answer 
any  questions. 

Senator  Hart.  Thank  you  for  the  review  and  the  information  fur- 
nished, and  the  help  that  your  agency  has  been  giving  us  all  along. 

We  are  reminded  regularly  and  properly  that  the  excitement  and 
the  attention  goes  to  the  failures,  whether  it  is  in  team  sports  or  polit- 
ical performance  or  anything  else. 

Specifically,  that  tliese  programs  are  sound  in  concept,  generally 
satisfactory  in  application,  but  then  we  hear  about,  and  always  seem 
glaring,  the  exceptions,  the  failures,  the  mistakes. 
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I  have  listened  to  enough  of  the  last  type  to  see,  if  you  would  agree 
with  me,  that  the  failures,  the  instances  of  failures,  in  managing  and 
policing  existing  housing  programs,  reflect  simply  the  lack  of  an 
adequate  staff. 

Have  you  heard,  either  here  or  in  reading  the  testimony,  situations 
where  if  the  Department  of  Housing  and  Urban  Development  had  had 
the  personnel,  they  would  not  have  been  able  to  avoid,  or  quickly  cor- 
rect the  situation  ? 

Mr.  KixGMAN.  INIore  staff  would  always  be  desirable.  Our  own  Gin- 
nie  INIae  staff  is  a  total  of  35  individuals,  and  if  you  will  consider  the 
magnitude  of  the  program  which  I  have  just  described 

Senator  Hart.  Is  it  possible  for  35  people  to  monitor  that  program  ? 

Mr.  KixGMAx.  Well,  I  have  pointed  out,  Mr.  Chairman,  that  we 
have  paid  no  funds  for  defaults  of  any  kind.  I  respectfully  point  out 
to  you,  that  there  have  been  no  instances  of  wrongdoing  that  we  have 
not  been  on  top  of,  so  I  will  let  the  record  speak  for  itself. 

I  cannot  speak  for  FHA  other  than  to  observe  that  I  am  sure  they 
would  like  to  have  more  staff,  and  more  staff  has  been  requested. 

I  would  also  like  to  point  out  that  one  of  the  greatest  problems  we 
have  had — and  I  am  very  familiar  with  this  problem  because  it  is  in 
the  area  of  the  supply  of  mortgage  money — the  biggest  enemy  of  hous- 
ing is  inflation. 

The  more  that  we  spend  in  the  Federal  budget,  the  greater  the 
prospects  of  inflation  become,  and  the  more  the  mortgage  market  is 
damaged.  So  you  always  have  a  problem  of  budget  versus  personnel. 

Senator  Hart.  Mr.  Blum  ? 

Mr.  Blum.  Mr.  Kingman,  you  mentioned  the  delinquency  figures 
that  you  have  on  the  pools.  Aren't  those  the  figures  that  are  supplied 
to  you  by  the  mortgage  companies  ? 

Mr.  KixGMAX.  The  delinquency  figures  come  in  monthly  on  form 
1710. 

Mr.  Blum.  From  the  mortgage  company  ? 

Mr.  KixGMAx.  From  the  mortgage  company.  Then,  in  an  analysis 
of  these  figures,  we  take  the  number  of  the  monthly  delinquencies,  and 
multiply  by  the  number  of  the  average  monthly  payment,  and  the 
result  can  be  checked  against  the  form  proving  whether  the  delin- 
quency number  is  just  about  correct. 

Now,  there  is  a  further  check  in  the  field  by  our  staff,  who  are  mak- 
ing personal  calls  at  the  issuers'  offices.  They  call  on  the  man  in  charge 
of  mortgage  collection. 

They  ask  to  see  his  ledgers  and  the  cards  for  each  mortgagor's  ac- 
count, and  to  see  what  he  is  doing  about  following  up,  when  the  last 
phone  call  was  made,  what  the  last  correspondence  was  and  check  to 
see  what  his  results  on  those  cards  are  as  compared  with  what  he  is 
reporting  to  us.  So  there  is  a  double  check. 

Mr.  Blum.  When  did  that  kind  of  checking  begin  ? 

Mr.  KixGMAx.  That  began  a  year  and  a  half  ago. 

Mr.  Blum.  The  checking  and  the  auditing  ? 

Mr.  KixGMAx.  The  auditing  there  in  the  field  began  in  November 
of  1970,  almost  immediately  after  the  program  started. 

Mr.  Blum.  You  were  kind  enough  to  furnish  the  committee  copies 
of  some  of  the  reports  of  audits  which  were  made  at  the  various 
Ginnie  INIae  pools,  and  I  ask  that  a  number  of  those  be  made  a  part 
of  the  record. 

8a-703  O— 73- 
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Senator  Hart.  Without  objection. 

Mr.  Blum.  The  audit  reports  indicate  the  principal  check  was  the 
analysis  to  be  sure  that  the  documents  were  in  place  properly  and  on 
file.  But  there  seems  to  be  nothing,  at  least  in  the  audit  reports  you 
furnished,  to  indicate  an  audit  of  the  delinquencies,  arrearages,  and 
the  like. 

Mr.  KixGMAN.  Well,  there  were  very  few  instances  of  any  impro- 
prieties or  any  shortcomings  in  the  way  that  the  servicing  was  being 
done. 

Mr.  Blum.  Well,  the  same  companies  that  were  reporting  to  you 
were  similarly  audited  by  Fannie  Mae  at  the  same  time,  and  their 
delinquency  reporting  practices  were  sharply  criticized  by  Fannie 
Mae  as  sharply  understating  the  degree  of  delinquency. 

Mr.  Kixg:man.  I  would  like  to  point  out  the  difference,  Mr.  Blum. 
The  difference  is  that  when  there  is  a  delinquency  on  a  Ginnie  Mae 
pool,  the  burden  is  right  on  the  issuer  himself  to  make  a  cash  advance. 
There  is  no  way  he  can  get  out  of  it  without  losing  the  whole  pool  and 
all  his  servicing  income. 

Therefore,  he  is  going  to  get  on  top  of  those  faster  than  he  is  going 
to  get  on  top  of  his  customers  who  are  merely  the  mortgagors  for 
mortgages  which  have  been  sold  to  someone  else. 

On  any  slow  payments  on  mortgages  he  sold  to  Fannie  Mae,  it  is 
Fannie  Mae's  loss  and  not  the  issuer's  loss.  Naturally,  he  is  going  to 
take  better  care  of  Ginnie  M^e's  late  payments. 

Mr.  Blum.  Let  me  raise  one  question  about  who  the  custodian  for  the 
pool  should  be.  In  the  case  of  at  least  one  of  the  companies  we  looked 
at,  United  Institutional  Servicing,  the  pool  custodian  was  the  owner 
of  a  mortgage  company;  that  is,  the  Empire  National  Bank. 

Did  that  seem  to  be  something  you  might  want  to  reexamine  or 
change  ?  Is  there  a  conflict  of  interest  when  the  custodian  is  the  owner 
of  the  issuing  mortgage  company  ? 

Mr.  KTNrT:NrAN.  The  custodian  is  a  regulated  bank.  Therefore  it  has 
a  fiduciary  responsibility  which  we  are  confident  will  be  honored. 

We  do  check  on  the  custodians.  As  you  pointed  out.  the  first  priority 
of  our  audits  w^e  made  in  the  field  has  been  to  check  that  the  custodians 
did  have  all  of  the  documents  that  we  required  that  they  have. 

Mr.  BLiT]\r,  We  have  gone  into  the  detail  of  how  this  business  works. 
We  learned  that  there  are  several  prices  paid  for  different  qualities  of 
FHA  mortgage. 

The  testimony  has  been  that  an  FHA  mortgage  which  has  been  pur- 
chased with  the  right  of  selection,  which  is  clearly  a  good  mortgage 
will  bring  a  higher  price  on  the  mortgage  market  than  just  any  old 
mortgage,  as  it  has  been  said,  just  paper. 

Are  you  aw^are  of  that  price  differential  that  prevails  in  the  market? 

Mr.  Kingman.  I  am  very  much  aware  of  it.  I  first  got  into  the  mort- 
gage business  when  I  was  working  for  a  large  commercial  bank  about 
12  years  ago,  and  I  have  been  involved  with  it  ever  since.  I  am  very 
much  aware  of  all  these  prices. 

I  would  say  that  there  is  a  differential  which  is  a  matter  of,  in  some 
cases,  a  half  a  point,  sometimes  a  point*  sometimes  a  point  and  a  half. 
Some  mortgage  fii-ms  classify  them  "  top  quality,"  "a  little  less  than  top 
quality,"  "not  so  good,"  and  then  finallv  the  'bottom  quality." 

I  would  say  the  difference  between  the  top  and  the  bottom  at  most 
would  be  two  points. 
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Mr.  Blum.  And  the  Fannio  ]\Tao  price  of  the  mortffaffe  is  generally 
the  bottom  end  of  that,  isn't  it  ?  Whatever  tlie  Fannie  Mae  price  is,  is 
that  the  lower  end  ? 

Mr.  Kingman.  I  would  say  that  it  would  probably  be  middle  to 
lower. 

Mr.  Blum.  Now  we  have  heard  some  discussion  of  how  acceptable, 
and  in  fact,  how  prood  the  Ginnie  Mae  security  is  from  the  point  of 
thrift  institutions. 

INIr.  Thomas  this  moi-ninir.  foi-  example,  described  it  as  an  ideal  kind 
of  investment  for  his  institution,  and  that  he  rea'arded  it  as  a  Gov- 
ernment bond,  and  treated  it  accordino-ly  in  terms  of  the  yields  he  ex- 
pected that  it  could  ofive  him. 

A  bank  would  accept  a  yield  somewhat  lower  than  the  yield  it  would 
expect  if  it  were  purchasino;  mortgages  on  the  secondary  market  as 
an  investment.  You  are  aware  of  that  attitude — that  is.  the  difference 
between  buying  a  certificate  and  buying  mortgages,  and  the  willing- 
ness to  accept  a  different  yield. 

Mr.  Kingman.  Yes.  I  would  say  that  there  is  a  difference  and  it 
varies  from  time  to  time  in  the  market  depending  on  what  investors 
happen  to  want.  But  there  is  a  very  narrow  spread. 

Mr.  Blum.  What  do  you  think  the  spread  might  run  in  terms  of  the 
difference? 

]Mr.  Kingman.  Let  me  point  out  that  right  now,  according  to  the 
latest  sheet  we  have,  most  of  the  firms  on  Wall  Street  will  bid  ninety- 
five  and  a  half  for  a  Ginnie  Mae  security.  I  would  point  out  that  mort- 
ga.q-os  sold  at  the  last  Fannie  INIae  auction  went  for  an  average  price 
of  95.4. 

]\Ir.  Blum.  What  is  the  asked  price  ? 

Mr.  Ktxomax.  Well,  it  varies.  Sometimes  a  quarter  of  a  point  or  a 
half  a  point  higher,  sometimes  three-quarters  of  a  point. 

Mr.  Blum.  So  there  could  be  a  spread  of  a  point,  or  perhaps  a  half 
jooint  to  a  point,  and  perhaps  a  point  and  a  half  or  two  ? 

Mr.  Kingman.  Not  above  a  point  currently. 

]Mr.  BLU]\r.  Well,  currently  at  a  point,  but  there  is  this  opportunity 
for  somebody  in  this  business.  It  is  referred  to  in  many  businesses  as 
"arbitrage."  You  get  paper  at  one  point  and  you  convert  it  to  another 
point  price. 

Mr.  Kingman.  I  would  point  out  that  that  is  justified,  because,  as  I 
pointed  out,  the  quality  of  loans  backed  by  the  Ginnie  Mae  securities 
is  slightly  higher  than'the  quality  of  loans  that  Fannie  ]Mae  is  buying. 

]Mr.  Blum.  What  you  are  allowing  people  to  do  though  is  use  the 
Government  guaranty  to  make  the  money  on  arbitrage. 

Mr.  Kingman.  But  I  have  pointed  oiit  in  my  testimony,  and  I  want 
to  emphasize  it  again  because  it  is  a  point  that  I  don't  think  that  you 
are  appreciating,  and  that  is  that  an  issues  must  have  higher  quality 
loans  to  survive  in  the  Ginnie  Mae  security  business,  otherwise  he  puts 
himself  out  of  business  by  paying  cash  advances  and  foreclosure  costs. 

Therefore,  he  is  in  fact  supporting  the  higher  yield  on  a  Ginnie 
]Mae  security  by  putting  higher  quality  loans  in  those  pools,  and  the 
figures  show  it. 

Mr.  Blum.  Let  us  assume  that  we  are  talking  about  a  mortgage 
price  situation,  where  the  mortgages  are  at  a  deep  discount  or  even 
a  moderate  discount,  and  the  testimony  repeatedly  has  indicated  that 
where  the  discount  is  on  the  order  of  4  to  6  points,  when  that  mortgage 
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is  foreclosed,  the  costs  will  completely  be  covered  by  the  recapture 
of  the  discount,  and  that  includes  all  of  the  expenses 

Mr,  Kingman.  By  the  investor. 

Mr.  Blum.  By  the  investor,  and  that  includes  all  those  foreclosure 
expenses  you  were  referring  to. 

Mr.  Kingman.  Right. 

Mr.  Blum.  Further,  a  number  of  mortgage  companies  have  dis- 
covered that  you  could  put  the  loan  in  foreclosure  or  through  a  fore- 
closure line  of  control  at  a  commercial  bank,  and  use  it  as  collateral 
and  the  banks  will  lend  on  it. 

Mr.  Kingman.  Right. 

Mr.  Blum.  So  that  in  foreclosure  situations,  you  may  in  fact  wind 
up  making  money.  That  is  hardly  incentive  to  support  good  mortgages 
in  a  Ginnie  Mae  pool. 

-^'^r.  Kingman.  I  have  just  pointed  out,  sir,  that  in  that  case  where 
you  originate  loans  at  a  discount  of  say,  94,  six  points,  and  you  sell 
those  loans  with  the  knowledge  that  they  are  probably  going  into 
foreclosure  to  an  investor,  he  will  get  the  foreclosure  payment  at  par, 
or  a  hundred.  The  investor  makes  a  profit,  light  ? 

But  it  is  better  for  you  as  the  originator  of  those  mortgages  to  sell 
those  mortgages  direct  to  the  investor  so  the  investor  bears  the  ex- 
pense of  putting  them  into  foreclosure  and  paying  the  legal  costs, 
and  if  there  are  several  months  involved,  which  there  must  be,  as  the 
originator  of  those  mortgages  in  a  Ginnie  Mae  pool,  you  would  be 
paying  for  cash  advances  as  well  as  the  legal  costs  of  the  foreclosure. 

That  is  the  whole  point  of  my  testimony.  If  given  the  two  routes, 
selling  those  mortgages  direct  or  selling  them  in  a  Ginnie  Mae  security, 
the  incentive  is  to  put  the  bad  loans  direct  to  the  investor,  and  to  put 
the  good  loans  in  a  Ginnie  Mae  security.  There  is  a  definite  incentive 
in  this  program  to  encourage  that,  and  you  just  cannot  deny  it,  and 
the  figures  substantiate  it. 

Mr.  Blum.  Well,  now  let's  go  back.  If  you  are  the  mortgage  com- 
pany, you  capture.  If  you  put  it  in  the  pool,  you  capture  the  discount, 
and  that  discount  can  then  be  applied. 

Mr.  Kingman.  No.  That  is  where  you  do  not  understand  the  pro- 
gram, Mr.  Blum. 

The  foreclosure  payment  from  FHA  is  passed  through  to  the  inves- 
tor. It  is  absolutely  imperative  that  the  100  percent  par  payment  is 
passed  through  to  the  investor. 

Mr.  Blum.  There  is  no  recapture  ? 

Mr.  Kingman.  There  is  no  recapture  by  the  originator.  In  fact,  he 
cannot  even  reimburse  himself  for  foreclosure  costs  because  it  is  enu- 
merated in  chapter  15  of  our  guide  that  he  cannot  reimburse  himself 
for  those  foreclosure  costs,  so  he  loses. 

Mr.  Blum.  Do  you  think  that  all  the  people  who  set  up  these  pools 
understood  the  possible  financial  consequences  of  using  the  pool  in 
kind  of  a  dump  fashion  ? 

Mr.  Kingman.  I  think  when  the  program  began,  there  was  a  lot  of 
hanging  back  about  getting  into  this  because  they  were  worried  about 
it.  There  was  a  lot  of  talk  going  around  as  to  just  how  it  does  work. 
You  don't  stick  your  neck  out  for  hundreds  of  thousands  of  dollars 
of  exposure  in  this  sort  of  thing  unless  you  are  pretty  sure  how  it  does 
work. 
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So  I  think  that  anybody  that  becomes  a  GNMA  issuer  knows  that 
he  has  on  his  certificate  a  fair  amount  of  money,  and  so  these  issuers 
are  going  to  be  pretty  careful  about  knowing  how  it  works. 

Mr.  Blum.  Let  me  ask  about  this  aspect  of  it :  Assuming  the  mort- 
gages you  put  into  it  are  good,  let  us  assume  that  you  are  a  mortgage 
comjiany,  and  you  buy  mortgages  from  FNMA  at  the  FNMA  price, 
take  them  and  put  them  into  a  GNMA  pool,  which,  in  fact,  is  done  by 
some.  Most  of  the  mortgages  sold  by  FNMA  have  gone  into  GNMA 
pools. 

They  realize  the  differential  in  price  in  a  term  of  a  fairly  nice,  quick 
profit. 

What  justification  is  there  for  allowing  that  profit  ? 
Mr.  Kingman.  FNMA  has  made  very  small  sales  of  mortgages.  They 
have  offered  a  number  of  their  mortgages  for  sale.  The  only  ones  that 
they  could  sell  were  those  that  are  of  recent  origin,  as  we  do  not  allow 
anything  in  GNMA  securities  except  w^iich  are  of  recent  origin. 

But  I  have  pointed  out.  right  now  the  price  at  FNMA  auction  is 
94.4.  and  the  price  for  GNMA  securities  is  94.5  as  far  as  the  origina- 
tor is  concerned.  The  prices  that  he  would  pay  at  those  FNMA  window 
sales  are  going  to  make  the  whole  thing  unprofitable  to  him. 

]Mr.  Blum.  But  there  are  some  ways  that  the  market  might  allow  a 
much  larger  spread  than  one-tenth  of  1  percent  ? 

Mr.  Kingman.  They  are  all  FHA  mortgages.  The  quality  between 
the  two,  higher  grade  and  lower  grade,  is  a  very  narrow  spread. 

There  is  not  that  much  difference  to  play  around  with.  FNMA's 
auction  prices  follow  up  and  down  pretty  much  as  GNMA's  do. 

Mr.  Blum.  In  the  normal  situation^ou  come  up  against  this:  the 
permanent  investor  supervises  the  service.  He  does  it  in  any  number  of 
ways — he  does  it  in  audits,  and  he  selects  the  mortgage  as  he  gets  it. 

As  I  understand,  what  you  are  telling  us  is  GNAIA  relies  instead  on 
what  it  considers  to  be  financial  penalty.  You  substitute  a  financial 
penalty  for  the  kinds  of  controls  that  I  have  talked  about. 

Mr.  Kingman.  I  am  trying  to  say  that  there  is  both  the  carrot  and 
the  stick. 

The  servicing  fee  income  is  the  carrot.  We  allow  him  to  take  "^tioo 
percent  servicing  income,  wliich  is  the  main  incentive. 

There  is  also  a  penalty.  In  other  words,  we  can  remove  the  carrot,  by 
taking  away  all  of  the  servicing  income,  but  we  can  also  give  him  a 
rather  painful  penalty  by  either  suing  him  if  there  have  been  any  im- 
proper servicing  and  dishonesty  invovled  or  refusing  him  the  privilege 
of  further  issuances  as  a  GNMA  issuer. 

Mr.  Blum.  And  those  you  consider  to  be  adequate  controls,  to  be 
sure  the  pools  will  be  run  properly  ? 

Mr.  Kingman.  We  have  found  all  the  pools  to  be  running  very  well. 
Mr.  Blum.  Now,  let  me  turn  to  another  problem. 
One  of  the  things  that  we  have  been  doing  in  this  hearing  is  trying 
to  find  out  who  all  of  the  various  participants  in  the  secondary  market 
are  and  how,  if  all  the  information  about  particular  mortgage  com- 
panies would  be  put  together,  it  could  be  used  to  keep  track  of  whether 
or  not  bad  mortgage  companies  were  a  source  of  bad  paper  or  whether 
there  were  problems  there  or  whatever. 

To  what  degree  do  you  think  GNMA  should  -be  either  sharing  the 
information  it  develops  with  others  or  coordinating  more  carefully 
with  others  w^ho  are  using  the  originator  as  a  servicer  ? 
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To  what  degree  do  you  think  servicing  information  ought  to  be 
pooled  to  regulate  the  mortgage  banking  industry? 

Mr.  Kingman.  It  is  important  that  this  information  is  passed  along 
to  all  of  the  various  participants  in  this  FHA  mortgage  market. 

As  stated  in  my  testimony,  we  do  get  information  from  FNMA  and 
from  FHA,  and  we  pass  it  along  to  them  in  turn. 

Now,  if  the  system  is  broken  down  anywhere,  we  want  to  know  about 
it.  If  it  can  be  improved,  we  are  in  favor  of  such  improvement. 

Mr.  Blum.  One  of  the  companies  that  was  under  a  suspension  by 
FNMA,  which  was  United,  at  the  same  time  it  was  under  suspension, 
issued  a  GNINIA  pool  certificate. 

I  wonder  if  you  were  aware  of  the  suspension,  or  whether  that  had 
been  that  sort  of  coordination  ? 

Mr.  Kingman.  Well,  it  was  not  suspended,  Mr.  Blum.  It  was  put  on 
probation  in  April  of  1969.  Now,  this  was  before  our  mortgage  backed 
securities  had  started.  We  started  in  February  of  1970  with  our  first 
issue  of  the  mortgage  backed  security. 

So  the  fact  that  it  was  not  on  a  suspended  list  may  have  been  the 
reason  that  we  did  not  know  about  the  fact  that  it  was  on  probation. 
We  have  searched  our  files,  and  we  have  found  no  memorandum  from 
FNMA  advising  us  that  they  were  put  on  probation. 

We  have  a  clear  understanding  now  with  FNMA.  We  want  to  know 
when  anyone  is  put  on  probation,  and  we  are  receiving  that  informa- 
tion in  fact. 

Mr.  Blum.  So  that  now  you  are  coordinating 

Mr.  Kingman.  We  were  coordinating  at  that  time,  and  I  cannot 
point  the  finger  at  how  we  did  not  get  the  information  about  their 
being  on  probation.  But  they  were  not  suspended. 

There  is  a  clear  understanding  about  the  probation  area  aspect  as 
well  as  suspension. 

Mr.  Blum.  Does  it  all  come  down  to  this :  that  in  the  last  analysis, 
the  GNMA  program  depends  on  the  FHA  and  on  the  FHA  guarantee  ? 

Mr.  Kingman.  We  have  to  depend  on  FHA,  and  it  would  be  stupid 
for  one  department  of  HUD,  which  is  on  the  same  floor,  just  down  the 
hall  from  FHA,  to  go  through  all  of  what  FHA  goes  through. 

It  would  point  out  that  something  is  drastically  wrong  with  the 
way  things  are  run  if  you  have  to  go  through  the  same  processing 
twice.  It  does  not  make  sense. 

Mr.  Blum.  We  have  had  agreement  on  that  from  every  category  of 
buyer  on  the  secondary  market,  the  insurance  companies,  the  savings 
and  loan  people,  the  savings  banks,  FNMA,  everyone  who  buys  FHA 
mortgages  or,  for  that  matter,  warehouses  for  it  says  they  rely  on 
FHA. 

Mr.  Kingman.  Now,  we  will  always  go  straight  to  FHA  with  the 
information  we  receive  on  the  fact  that  the  mortgage  banker  involved 
or  the  originator  of  the  mortgage  is  not,  in  our  opinion,  qualified  and 
should  not  get  into  further  FPIA  approval. 

Of  course,  we  have  problems  in  our  pools  if  FHA  underwriting  has 
been  bad.  But  the  fact  that  there  has  been  bad  FHA  underwriting  of 
GNMA  securities  should  not  be  construed  as  an  argnmont  against  the 
administration  or  the  concept  of  the  ])rogram  of  GN]MA  securities. 

Mr.  Blum.  The  concept,  as  we  heard  from  Mr.  Thomas,  is  clearly 
a  good  one. 
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Mr.  King:max.  As  a  matter  of  actual  fact,  any  problems  in  under- 
writino^  by  FHA  only  rebound  to  FITA,  because,  after  all,  we  are 
backed  by  FHA  for  foreclosure  payment  and  the  investor — or  GNMA, 
for  that  matter— is  not  going  to  suffer  any  consequences  from  bad 
underwriting.  It  comes  out  of  the  reserves. 

I  might  point  out  that  FHA  reserves  are  the  highest  in  history 
right  now. 

^Ir.  Blum.  AVhat  do  you  think  might  be  done  in  the  way  of  better 
regulation  of  mortgage  companies?  How  might  we  go  about  super- 
vising their  activities  to  prevent  the  kind  of  trouble  from  underwrit- 
ing that  has  occurred  ? 

JNIr.  KixGMAX.  Well,  it  is  a  very  complex  problem  here,  and  it  is  not 
necessarily  just  the  regulating  of  mortgage  bankers,  which  is  going 
to  solve  the  problem.  I  think  that  auditing  of  the  mortgage  bankers 
is  a  good  thing.  I  think  that  we  could  require  this  bj^  an  agency  if 
we  hnd  time  to  really  study  it.  I  have  not,  myself,  necessarily  got  a 
complete  opinion  on  this  yet,  and  neither  does  HUD. 

I  would  point  out  that  further  Government  involvement  in  these 
programs  is  not  always  the  solution.  In  fact,  there  is  a  very  strong 
body  of  opinion  right  now,  including  some  individuals  in  HUD.  as 
well  as  many  individuals  in  the  mortgage  industry,  who  think  that  the 
program  would  run  better  if  we  took  a  good  deal  of  FHA,  the  unsub- 
sidized  programs,  out  of  the  Government. 

So  that  Government  involvement  does  not  necessarily  mean  things 
will  run  better. 

Mr.  Blfisi.  That,  I  think,  should  be  perfectly  clear,  given  the  testi- 
mony that  has  preceded  yours. 

Mr.  KixGMAx.  Therefore,  Government  regulation  does  not  neces- 
sarily mean  better  programs. 

Mr.  Blum.  I  think,  clearly,  an  answer  is  what  we  are  all  groping  for. 
AVhen  the  question  is  put,  we  are  really  saying,  "What  kind  of  answer 
might  you  propose?" 

INIr.  KixGZMAX'.  Well,  let  me  give  you  one  answer,  and  that  is  that  I 
think  we  should  put  the  problem  in  a  much  better  perspective  than  it 
is  being  given  currently  in  most  of  the  information  that  is  getting  to 
the  public. 

Now,  there  has  been  a  lot  of  discussion  about  bad  loans,  and  the  im- 
plications are  that  bad  loans  are  loans  originated  by  speculators  who 
are  making  a  personal  profit  at  the  expense  of  the  consumer  home- 
owner. 

Bad  loans,  as  far  as  investors  are  concerned,  are  in  only  a  relatively 
small  number  of  cases  loans  originated  by  speculators  or  dishonest  in- 
dividuals who  are  abusing  the  program,  because,  if  you  will  check  with 
these  investors,  they  won't  touch  loans  unless  they  are  top  quality  in  all 
respects.  This  means  that  they  won't  touch  any  235's,  and  only  5  percent 
of  the  235's  are  foreclosure  problems.  They  won't  touch  any  235. 

They  won't  touch  any  loan  which  is  originated  in  any  inner-city  area. 
And  that  is  not  because  these  loans  originated  in  inner-city  areas  are 
originated  by  speculators,  or  dishonest  people.  There  happen  to  be 
mortgage  credit  problems  in  the  inner  city. 

I  can  quote  you,  for  instance,  statistics  from  the  Bureau  of  Labor 
Statistics  on  unemployment.  On  the  basis  of  all  the  SMSA's  in  the 
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United  States  in  1969,  which  was  a  pretty  good  year,  in  the  white  sub- 
urban areas  of  these  SMSA's  unemployment  was  3  percent. 

Yet  you  go  to  the  minority  individuals  in  the  central  city  and  unem- 
ployment was  6.3  percent. 

Then  you  go  to  1971.  You  had  a  recession.  In  the  white  suburban 
areas  unemployment  is  5.5  percent,  up  from  3.  And  yet  in  the  inner-city 
minority  areas,  unemployment  is  10.6  percent,  a  much  sharper  increase. 

Now,  this  has  nothing  to  do  with  speculators  or  dishonest  lenders  or 
opportunists  or  people  who  are  abusing  FHA  or  making  wrong  ap- 
praisals or  anything  else  to  do  with  what  has  been  getting  all  the 
publicity. 

There  are  problems,  social  problems,  involved  in  finding  jobs  for 
people  that  live  in  the  inner  city.  And  we  are  going  to  have  people  find- 
ing it  hard  to  meet  their  mortgage  payments  simply  because  they  are 
involved  in  these  areas  I  am  talking  about. 

Previously,  when  it  was  not  economically  sound  for  FHA  to  make 
loans,  the  private  sector  did  not  make  loans  there.  Now  we  have  decided 
in  FHA  that  it  is  okay  to  make  an  "acceptable  risk"  loan  in  an  inner 
city.  I  think  that  is  correct. 

But  we  are  going  to  have  problems.  There  are  going  to  be  foreclos- 
ures. There  are  going  to  be  high  delinquencies. 

But  if  we  go  around  saying  this  is  the  fault  of  the  speculators,  this 
is  the  fault  of  lenders  who  are  taking  advantage  of  FHA  programs, 
what  we  are  doing  is  scaring  those  lenders  out  of  these  FHA  programs. 
And  I  say  this  is  a  serious  problem  and  we  ought  to  think  carefully 
before  we  further  compound  this  problem. 

My  job  in  HUD  is  to  find  additional  sources  for  funds  for  housing. 
We  need  those  funds  because  we  have  been  too  much  dependent  on  a 
limited  source  which  is  very  cyclical.  We  need  more  lenders. 

We  have  lost  the  life  insurance  companies  from  residential  mort- 
gages, and  they  have  not  been  touching  FHA  loans  for  the  last  5 
years.  We  need  them  back  in  these  programs,  and  we  are  not  going 
to  get  them  back  in  by  telling  them  that  they  are  a  bunch  of  oppor- 
tunists and  a  bunch  of  people  who  are  abusing  the  programs. 

I  can  point  out.  for  instance,  that  in  our  own  GNMA  portfolio  we 
have  got  billions  of  dollars  of  multifamily  mortgages.  We  have  got  a 
delinquency  there  of  17  percent,  and  not  one  of  them  is  the  result  of  a 
speculator  or  somebody  who  is  abusing  the  program. 

These  are  inner  city  loans  and  they  involve  problems  with  people 
who  cannot  make  their  mortgage  payments. 

So  I  think  we  have  got  to  stop  blaming  everything  on  speculators. 
We  have  got  to  stop  blaming  everything  on  the  administration  of 
HUD  programs.  We  are  going  to  have. to  expect  problems  and  expect 
high  delinquencies.  But  we  have  got  to  appreciate  that  those  lenders 
and  those  people  involved  in  these  programs  are  doing  a  job,  trying  to 
help  those  people  get  mortgage  money  which,  in  previous  years,  they 
never  had  a  chance  to  get. 

Mr.  Blum.  I  think  your  points  about  the  social  problems  in  the  cen- 
tral city  areas  are  well  taken.  We  have  had,  T  think,  subs<^antial  testi- 
mony from  banks  which  are  unique  in  certain  respects  because,  as 
permanent  investors,  they  have  taken  the  risks  that  you  describe. 

They  have  gone  into  the  inner  city,  where  they  have  simp!  v  followed 
the  guidelines  issued  by  HUD.  The  foreclosure  rates  in  their  exper- 
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ience  has  been  well  within  what  they  consider  to  be  acceptable  levels 
althouo^h  higher  than  they  are  in  tlie  white  suburbs.  According  to  the 
Greenpoint  Savings  Bank  and  Mr.  Ramsey  of  Buffalo  Savings  Bank, 
the  experience  is  acceptable  and  they  are  prepared  to  take  that  risk. 

We  have  had  testimony  fr-om  witness  after  witness  about  schemes 
involving,  not  one  or  two,  but  hundreds — in  the  case  of  Mr.  Wendell, 
700  houses ;  in  the  case  of  Mi-.  JNIorales,  200  houses. 

When  you  start  putting  the  testimony  here  together,  you  have  thou- 
sands of  houses.  We  must  ask  whether  you  can  attribute  that  to  the 
unemployment  rate  in  Brooklyn  or  to  poor  economic  conditions  after 
all  these  houses  were  underwritten  under  the  nonsubsidized  203  pro- 
gram. There  is  not  a  single  subsidized  235  mortgage  involved. 

Mr.  Kingman.  People  with  203  mortgages  can  have  unemployment 
problems  just  as  well  as  anyone  else  if  they,  as  I  say,  happen  to  be 
minority  people  with  the  same  unemployment  statistics  that  I  men- 
tioned. 

It  does  not  matter  whether  it  is  a  203,  235  or  a  (d)  (3)  or  whatever, 
they  have  still  got  the  problem. 

Now,  I  would  like  to  point  out  that,  as  you  say,  everything  is  fine 
with  a  lot  of  these  savings  banks  who  are  using  FHA  programs.  I 
would  point  out  that,  right  now,  there  are  banks  in  both  Boston  and 
New  York  who  are  refusing  to  take  part  in  any  more  FHA  mortgages 
for  a  combination  of  reasons  and  problems  that  I  have  emphasized. 

I  say  we  are  going  to  be  losing  more  lenders  in  FHA  programs,  as 
we  have  already  lost  the  insurance  companies.  And  you  point  out, 
yourself,  that  FNMA  gets  the  worst  loans,  the  worst  quality,  and  you 
were  deploring  the  fact  that  FNMA  ends  up  taking  all  of  these. 

I  say,  unless  we  get  the  private  sector  to  start  taking  some  of  these 
lower-quality  loans — and  I  say  they  are  lower  quality  not  because  of 
speculators,  out  because  of  where  they  are  located — we  are  in  trouble. 
I  should  think  that  your  committee,  which  is  involved  with  monopoly, 
would  be  very  concerned  about  the  fact  that  FNMA  is  getting  so  large. 

It  is  very  much  a  large,  large,  giant  factor  in  the  mortgage  business, 
and  this  is  very  unhealthy  from  the  point  of  view  of  mortgage  inter- 
est rates. 

Mr.  Blum.  Your  comments  are  well  thought  out. 

Thank  you.  I  have  no  further  questions. 

Senator  Hart.  Mr.  Chumbris. 

Mr.  Chumbris.  Thank  you,  Mr.  Chairman.  I  think  that  the  record  is 
in  good  shape  in  view  of  the  colloquy  that  Mr.  Blum  and  Mr.  King- 
man have  made. 

Mr.  Kingman,  I  commend  you  on  having  your  facts  right  at  your 
fingertips.  I  think  the  colloquy  that  you  had  with  Mr.  Blum  was  an 
excellent  exchange,  and  I  think  that  it  can  be  read  and  reread  by  mem- 
bers of  this  subcommittee. 

We  thank  you  for  coming. 

Senator  Hart.  Thank  you  very  much. 

I  did  have  one  remaining  question  to  ask. 

Mr.  Kingman.  I  apologize. 

Senator  Hart.  It  does  bear  on  the  impression  that  I  have,  and 
acknowledge  having  had,  that  additional  personnel  might — whether 
we  say  several  hundred  or  several  thousand — hardly  ever  enable  us  to 
get  closer  to  the  "never,"  more  personnel. 
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You  made  the  point  that  you  have  35  people  in  GNMA. 

Mr.  Kingman.  Yes,  sir. 

Senator  Hart.  Have  you  asked  for  more  people  ? 

Mr.  Kingman.  Yes,  we  have. 

Senator  Hart.  So  not  only  in  GNISIA,  the  answer  is,  yes,  more  per- 
sonnel would  help  ? 

Mr.  Kingman.  I  think  probably  every  agency  always  can  do  a  better 
job  with  more  help,  sir. 

I  also  would  just  say  for  the  record  that  I  recognize  the  problem, 
the  budgetary  problem,  because  the  budgetary  problem  affects  the  in- 
flation which  hurts  us. 

Senator  Hart.  You  asked  for  additional  personnel  in  good  con- 
science and  in  the  public  interest,  did  you  not? 

Mr.  Kingman.  I  did,  sir. 

Senator  Hart.  So,  evaluating  all  these  additional  factors,  you  still 
felt  and  still  feel  that  additional  personnel  would  be  useful  and  justi- 
fied? 

Mr.  Kingman.  I  believe  so,  myself,  sir,  but  I  am  not  in  that  position 
of  evaluating  all  of  the  budgetary  needs  of  the  whole  government ;  and 
so,  I  only  point  out  that  there  is  another  point  of  view  that  has  to  be 
taken  into  account. 

Senator  Hart.  I  think  we  understand  that. 

Thank  you  very  much. 

(Documents  follow  and  the  testimony  resumes  on  p.  1366.) 
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Woodward  Kingman 

Documents  Received  by  the  Subcommittee  Pursuant  to  the  Testimony 

Reviewer's  Guidelines  for  Making  Custodian  and  Issuer  Rcviexvs 
Mortgage-backed  Security  Program  For  Custodian  and  Issuer  Review 

MBS    review   of   custodians   AND   ISSUERS 

1.  General 

Each  individual  assigned  to  a  specific  area  for  review  will  be  responsible  for 
obtaining  the  pre-examination  and  review  data  needed  for  the  visit  and  will 
be  responsible  for  telephoning  the  issuer  in  advance  of  the  date  of  the  visit. 
During  the  telephone  conversation  issuer  should  confirm  the  exact  address  of 
the  custodian,  etc.  and  ask  issuer  to  inform  the  custodian  of  the  planned  visit. 

It  is  desirable  to  have  some  flexibility  in  the  week's  itinerary  ;  therefore,  try 
to  avoid  pinpointing  the  exact  day  during  the  week  the  review  will  be  made 
except,  of  course,  the  planned  first  day,  where  you  know  for  certain  you  will 
begin  your  review. 

2.  Review  Plan 

In  general,  where  practicable,  the  field  visit  and  review  program  should 
begin  with  the  visit  to  the  custodian.  The  documents  should  be  reviewed  con- 
sistent with  program  objectives.  Special  note  should  be  taken  of  documents 
requested  by  the  issuer  and  released  by  the  custodian.  Review  should  follow-up 
the  disposition  of  released  documents  during  the  issuer  visit. 

It  is  suggested  that  the  custody  document  review  bo  performed  within  one 
day,  preferably  within  six  hours  or  less,  assuming  a  $2  million  dollar  pool. 

Where  practicable,  after  the  custody  documents  have  been  reviewed  and 
results  of  the  examination  discussed  with  the  custodian,  the  visit  to  the  issuer 
should  be  made,  A  major  purpose  of  the  visit  is  to  ascertain  the  disposition, 
custody  and  control  of  documents  requested  from  the  custodian. 
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An  integral  part  of  the  field  visit  program  will  be  a  review  of  the  issuer's 
administration  of  pool  collateral,  including  GNMA  reporting  requirements, 
payments  to  security  holders,  internal  program  for  accumulation  of  data  needed 
for  MBS  reporting  and  disbursing  requirements.  The  issuer  should  have  the 
following  program : 

1.  Trial  balance  at  cut-off  date. 

2.  Delinquency  report. 

3.  Prepaid  report. 

4.  Curtail  report. 

5.  Copies  of  HUD  1710-A  and  HUD  1714. 

6.  Reconcilation  of  MBS  Custodial  Bank  Account. 

7.  Daily  cash  flow. 

8.  Security  register. 

The  issuer  visit  should  be  the  opportunity  to  clarify  MBS  requirements, 
answer  questions  and,  in  general,  contribute  toward  education  of  issuer's  staff 
on  the  MBS  program.  Our  objectives  would  be  directed  toward  correction  of 
past  problems  and  establishment  of  internal  procedures  to  minimize  future 
problems.  Exceptions  noted  should  be  discussed  with  a  representative  of  the 
issuer. 

As  much  of  the  report  as  possible  should  be  completed  in  the  field.  Letters 
should  be  directed  to  both  issuer  and  custodian.  Each  reviewer  will  be  respon- 
.sible  for  the  clearance  of  exception  items.  It  will  be  the  issuer's  responsibility 
to  make  corrections  on  custody  documentation. 

3.  Pre-Review  Procedures 

a.  Travel  itinerary 

A  travel  itinery  will  be  developed  pinpointing  the  geographical  area  and  issuer 
to  be  visited.  It  will  also  have  the  name  of  the  reviewer  who  will  make  the 
field  visit. 

b.  Selection  of  pool  to  be  examined 

The  reviewer  should  select  the  first  pool  that  the  issuer  originated  for  review. 
If  this  pool  has  already  been  examined,  then  the  reviewer  should  select  the 
second  issues  for  examination.  If  that  pool  has  already  been  reviewed,  then  the 
third  pool  should  be  reviewed,  etc. 

c.  Preparatory  steps 

Reviewer  should  follow  the  outline  for  issuer  and  custodian  field  review  which 
indicates  the  steps  to  follow  in  preparing  one's  self  for  the  field  visit.  (See 
Exhibit  No.  1) 

Exhibit  No.  1 

OUTLINE    FOR    ISSUER    AND    CUSTODIAN    FIELD    REVIEW 

1.  Preparatory  Steps : 

a.  Reviewer  will  obtain  from  GNMA  Files  : 

1.  File  of  Form  HUD  1710  Reports  for  current  year. 

2.  Copy  of  Form  HUD  1706. 

3.  Name  and  address  of  Custodial  Agent. 

4.  Name  and  address  of  issuer  and  name  and  title  of  principal  Loan  Administra- 
tion Oflicer. 

5.  Effective  date  of  Guaranty  Agreement,  Security  Agreement,  mortgage  pool 
issue  date  and  total  amount  of  security  issue. 

2.  Reviewer  should  prepare  a  cover  sheet  showing  the  following :  ( See  Exhibit 
No.  2)  : 

a.  No.  of  pool  to  be  reviewed. 

b.  Name  and  address  of  issuer,  name  and  title  of  officer  to  be  contacted  and 
his/her  telephone  number. 

c.  Name  and  address  of  Custodial  Agent.  Responsible  officer  to  be  contacted 
and  his/her  telephone  number. 

d.  Total  original  amount  of  pool  in  dollars. 

e.  Total  number  of  loans  originally  in  pool. 

f.  Original  amount  of  fixed  installment  control. 

g.  Interest  rate  of  mortgages, 
h.  Interest  rate  of  securities. 

i.  If  project  loan,  issuer's  .service  fee  rate  and  GNMA  Guaranty  Fee  rate, 
j.  Effective  date  of  security  issue  and  Guaranty  Agreement. 
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3.  Reviewer  will  also  call  the  proper  oflBcer  in  the  issuer's  office,  informing 
the  issuer  of  the  proposed  examination  of  documents,  requesting  that  the  issuer 
also  notify  the  Custodial  Agent  of  the  examination,  and  will  inform  the  issuer 
that  a  review  of  their  pool  administration  procedures  will  be  made  following  the 
visit  to  the  Custodial  Agent. 

4.  Issuer  will  carry  the  following  items  to  the  examination  of  documents  : 

a.  Form  HUD  1706. 

b.  File  of  Form  HUD  1710  Reports. 

c.  Examination  cover  sheet. 

d.  Copy  of  GNMA-MBS  Guide. 

e.  Copies  of  MBS  Administration  Letters. 

f.  Proper  identification. 

Exhibit  No.  2 

MORTGAGE-BACKED    SECURITIES    ISSUER    AND    CUSTODIAN    LOCATION    REPORT 

Name  and  Address  of  Issuer  : 

Active  Fools : 

Issuer  Contact :  Servicing  Contact : 

Telephone  No. : 

GNMA  Pool  No.  to  be  examined : 

Amount  of  Issue : 

Date  Securities  Issued : 

Interest  Rate  of  Pool  Mortgages  :  Securities  Rate  : 

Type  of  Pool : 

Number  of  Mortgages : 

Custodial  Account  No. :  located  in  : 

Pool  Composition : 
Name  and  Address  of  Custodian  : 
Custodian  Contract : 

Telephone  No. : 

Custodian  Agreement  Signed : 
Other : 

Field  Visit  Made  By  : 

Date  of  Field  Visit : 

REVIEW    OF    CUSTODIAL    DOCUMENTS 

Definition   of  mission 

The  purpose  of  the  field  examination  and  review  of  custody  documentation  is 
to  determine : 

1.  That  all  documents  are  contained  in  custody  which  are  needed  to  perfect 
an  assignment  to  GNMA,  if  needed  ;  and 

2.  That  all  documents  held  in  custody  for  a  particular  pool  which  are  sup- 
posed to  be  there  are,  in  fact,  held  by  the  custodian ;  and 

3.  That  all  documents  which  have  been  released  by  the  custodian  have 
properly  been  released  and  issuer  has  properly  satisfied  reviewer  that  re- 
quested documents,  in  fact,  were  needed  for  liquidation  and  principal  pay- 
ment passed  through  to  security  holder  and  properly  reported  on  GNMA 
Form  1710-A. 

In  summary,  then,  we  have  fulfilled  our  mission  if  we  have  acknowledged  that 
all  required  custody  documents  are  held  by  the  custodian  and/or  released  docu- 
ments were  needed  for  liquidation,  and  all  funds  have  been  timely  passed 
through  to  security  holders. 

OUTLINE    FOR    REVIEW    OF    CUSTODY    DOCUMENTS 

Custodian   review    {key    questions    to    answer) 

1.  Discuss  the  general  concepts  of  the  MBS  program  with  custodian. 

2.  Who  is  responsible  for  processing  Form  HUD  1708,  and  what  general 
procedures  are  followed? 

3.  Indicate  whether  or  not  original  custody  documents  are  needed  for 
foreclosure.  Mention  that  original  documentation  should  remain  in  custody 
until  needed  for  liquidation  in  full. 

4.  Wliat  type  of  record  does  the  custodian  retain  on  mortgage  documents 
removed  from  custody? 

5.  Has  the  custodian  received  any  documents  as  the  result  of  reinstate- 
ment? If  so,  what  procedures  does  the  custodian  follow? 
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6.  Indicate  unique  features  regarding  execution  of  custody  documents. 
Are  there  any  unusual  local  customs? 

7.  How  are  documents  filed?  Are  they  retained  in  a  fire-proof  vault? 

8.  Examine  custody  documents,  note  exceptions  on  exception  form.  Indi- 
cate general  nature  of  problems  encountered. 

BASIC     KEVIEW     OF     CUSTODY     DOCUMENTS 

The  Form  HUD  1706  should  be  used  as  a  check-off  list  during  the  custody  docu- 
ment review.  Where  practicable,  the  examiner  should  obtain  a  zerox  copy,  pref- 
erably from  the  custodian,  and  use  the  copy  for  appropriate  notes  and  comments. 

In  general,  the  documents  should  be  reviewed  for  accuracy,  and  consistency. 
All  documents  should  pertain  to  the  case  file  being  examined. 

The  Form  1706  is  used  as  a  control  to  make  certain  that  all  documents  that 
should  be  there  are  there,  and  to  note  those  cases  where  documents  are  missing. 
These,  of  course,  will  be  immediately  followed  up  with  the  issuer. 

Below  is  indicated  a  basic  outline  of  the  steps  involved  in  the  examination  and 
review  of  custody  documents  : 

1.  Note  or  "bond 

a.  Mortgagor's  name. 

b.  Constant  amount. 

c.  Loan  amount. 

d.  Note  should  contain  a  complete  blank  endorsement  "without  recourse,"  and 
executed  by  an  authorized  ofiicer. 

2.  Evidence  of  insurance  or  guaranty 

a.  Review  certificate. 

b.  Examine  insurance  endorsement  on  reverse  side. 

3.  Original  mortgage  or  deed  of  trust 

a.  Mortgagor's  name. 

b.  Constant  amount. 

c.  Loan  amount. 

d.  Find  evidence  that  document  has  been  properly  recorded. 

e.  Must  be  the  original  document. 

4.  Assignment    to    GNMA 

a.  Must  be  duly  executed. 

b.  Document  should  not  be  recorded. 

c.  Should  be  notorized,  with  expiration  date  indicated. 

d.  Corporate  seal  should  be  aflSxed. 

5.  Title  insurance  policy 

a.  Mortgagor. 

b.  Loan  amount. 

c.  It  is  not  necessary  to  have  an  updated  title  endorsement ;  however,  there 
should  be  properly  endorsed  and  recorded  assignments  when  a  transfer  has  been 
made. 

Exhibit  No.  3 

EXAMINATION    OF    D0C?UMENTS 

1.  The  custodian  should  have  in  his  possession  the  following  documents  with 
respect  to  each  mortgage  in  the  pool : 

a.  The  original  note,  bond,  or  other  evidence  of  indebtedness  endorsed  or  as- 
signed in  blank.  (This  item  hereinafter  referred  to  as  the  Note.) 

b.  Evidence  of  the  FHA  insurance  or  VA  guaranty. 

c.  The  original  of  the  security  instrument  securing  payment  of  the  indebtedness. 
This  document  may  be  entitled  Deed  of  Trust,  Security  Deed,  or  mortgage,  depend- 
ing upon  local  requirements. 

d.  A  duly  executed  and  valid  assignment  of  the  security  instrument  to  GNMA, 
which  while  in  recordable  form  is  unrecordable. 

e.  A  standard  title  insurance  policy  conforming  to  prudent  mortgage  banking 
standards  and  practices. 

f.  Issuer's  certification  that  it  has  in  its  possession  a  valid  standard  policy  of 
insurance  for  fire  and  extended  coverage  in  an  amount  equal  to  the  unpaid  bal- 
ance of  the  mortgage  as  outlined  in  the  GNMA-MBS  Guide.  (A  blanket  collection 
letter  is  acceptable.) 
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g.  Such  other  documents  as  the  issuer  may  deem  appropriate. 

2.  The  reviewer  will  compare  the  note  and  security  instrument  to  the  listing  of 
that  mortgage  loan  on  GXMA's  copy  of  Form  HUD  1706  with  respect  to  the 
following : 

a.  FHA  case  number  should  appear  on  the  note. 

b.  The  following  appearing  on  the  Form  HUD  1706,  the  note  and  the  security 
agreement  should  agree : 

(1)  Date  loan  closed  and  date  of  note  and  security  instrument. 

(2)  Name  of  mortgagor  on  1706,  note  and  security  instrument. 

(3)  Original  priiacipal  balance. 

(4)  Fixed  monthly  installment  (constant  P&I). 

(5)  Date  first  payment  is  due. 

(6)  Date  last  payment  is  due. 

3.  The  note  and  security  instrument  should  be  signed  by  the  mortgagor  and,  if 
married,  his  or  her  wife  or  husband  and  should  be  payable  to  or  in  the  name  of  the 
issuer.  If  the  payee  is  other  than  the  issuer,  an  executed  and  recorded  assignment 
should  be  in  the  document  file. 

4.  The  note  may  or  may  not  be  notarized.  If  notarized,  the  Notary  Public's 
Seal,  as  well  as  signature,  should  be  afiixed  and  the  notary  stamp  showing  com- 
mission expiration  date  should  also  be  affixed.  If  the  notary  stamp  is  not  used  the 
Notary  Public  should  at  least  indicate  the  commission  expiration  date. 

5.  If  a  trust  deed,  the  security  instrument  should  be  signed  by  an  officer  of  the 
issuer,  as  well  as  the  mortgagor (s),  and  should  be  notarized  with  Notary  Seal 
and  commission  expiration  date  affixed.  The  officer's  signature  should  be  under 
corporate  seal. 

6.  The  security  instrument  should  be  recorded  in  the  County  Recorder's  office 
and  .should  contain  date,  stamps,  record  book  references  and  signature  or  initials 
of  recorder. 

7.  The  security  instrument  must  also  contain  a  complete  legal  description  of 
the  lot  of  property. 

8.  The  executed  but  unrecorded  assignment  to  GNMA  should  be  dated  subse- 
quent to  the  mortgager  closing  date,  should  indicate  the  names  of  the  mort- 
gagor (s)  the  number  and  amount  of  the  original  mortgage,  legal  description  or 
reference  to  county  record  books  in  which  security  instrument  is  recorded, 
executed  by  a  corporate  officer  under  corporate  seal  and  be  notarized. 

9.  If  the  mortgage  loan  was  closed  by  a  mortgagor  other  than  the  issuing  firm, 
there  should  be  an  assignment  from  the  original  mortgagee  to  the  issuer  duly 
executed  as  in  item  8  and  properly  recorded  in  the  land  record  books  in  which  the 
property  is  located. 

10.  Title  insurance  policy.  It  is  preferable  to  name  the  issuing  firm  as  insured ; 
however,  if  the  mortgage  loan  was  originated  by  another  firm  the  title  policy  will 
show  the  original  mortgagee  as  the  beneficiary  and  there  should  be  a  recorded 
assignment  of  the  security  to  the  issuer.  The  policy  should  be  for  the  full  amount 
of  the  note. 

11.  There  should  be  a  certificate  of  insurance  executed  by  an  officer  of  the 
issuing  firm,  f  A  blanket  letter  is  sufficient.  It  is  not  necessary  to  have  individual 
letters  in  the  file. ) 

Exceptions  taken  to  documents  should  be  listed  on  an  exception  sheet  (See 
Exhibit  #4).  Reference  should  be  made  to  page  number  of  1706  form;  issuer's 
mortgage  number;  mortgagor's  name,  and  exception  or  defect  written  in  suffi- 
cient detail  as  to  accurately  relate  the  nature  of  the  defects  to  the  appropriate 
official  in  the  issuer's  office. 

Exhibit  No.  4 

EXCEPTIONS   TAKEN    TO   DOCUMENTS 

Issuer; Date  of  Examination: 

Pool  No. :  Examiner  : 

1706  Page  No. 

Mortgagor 

Exception  or  defect 

3.  As  a  part  of  the  examination  of  documents,  the  reviewer  will  discuss  with 
the  custodian  methods  used  by  it  with  respect  to  safekeeping  of  documents,  con- 
trols nnd  methods  followed  in  leasing  documents.  Reviewer  will  also  examine 
records  with  respect  to  documents  listed  on  Form  HITD  1706  but  not  found  in 
the  file  of  documents  to  be  examined.  The  reviewer  will  make  a  list  of  the 
"released"  documents  showing  ninrfgage  ninnber  and  name  of  mortgagor  and 
will  examine  copies  of  Form  HUD  1708  "Request  for  Release  of  Documents"  as 
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to  proper  execution  with  emphasis  as  to  reason  for  requesting  documents,  which 
should  be  in  the  hands  of  the  custodian.  In  some  instances  Custodial  Agents 
may  use  their  own  '"Trust  Document"  release  form  or  variation.  Impress  upon 
custodian  that  Form  HUD  1708  nmst  be  used  to  request  release  of  documents. 
Should  tliere  be  any  file  of  documents  missing  and  not  accounted  for  by  the 
custodian  notify  the  agent  of  the  deficiency  and  advise  that  the  exception  will 
be  reported  to  the  issuer. 

4.  Some  of  the  exceiJtions  taken  to  documents  can  be  settled  when  the  reviewer 
visits  the  issuer.  This  is  a  matter  of  judgment  and  should  be  left  to  the  re- 
viewer. Any  exception  which  can  be  resolved  at  that  time  should  be  concluded. 
Items  corrected  during  the  visit  should  be  commented  on  in  the  final  report. 
Iteuis  which  remain  uncleared  should  be  subsequently  cleared  via  a  letter  from 
the  issuer. 

PROCEDURE    REVIEW    AT    ISSUER'S    OFFICE 

1.  A  visit  will  be  made  to  the  issuer's  oflice  upon  the  conclusion  of  the  examina- 
tion of  documents.  The  visit  will  be  with  the  principal  loan  administration  oflScer 
and  will  cover  the  procedures  which  the  issuer  follows  in  administering  the 
Mortgage-Backed  Securities  Pools. 

2.  The  reviewer  will  ask  to  see  the  following  records  of  the  issuer: 

a.  Security  Register. — Examine  as  to  form  and  content.  There  should  be  at 
least  a  register  of  security  numbers,  the  name  of  the  holder,  the  amount  of  the 
security  and  pro  rata  share  of  the  total  issue.  Note  method  of  cancellations  and 
reissues.    (See  a  sample  copy  of  a  security  register.) 

b.  Latest  Trial  Balance. — Compare  to  related  GNMA  copy  of  Form  HUD 
1710-A,  line  G.  If  not  in  agreement,  ascertain  reason  for  difference  (or  obtain 
reconciliation). 

c.  Collection  Report. — Compare  to  related  GNMA  Form  HUD  1710-A  Principal 
and  Interest  Collections. 

d.  Form  HUD  1724's. — Compare  to  Form  HUD  1710-A.  Total  of  interest  on 
lIMs  should  equal  intere.st  due  holders  on  1710,  total  disbursed  per  1714's  should 
equal  total  due  holders  per  1710-A  and  total  of  security  balances  should  equal 
monthend  security  principal  balance  on  1710-A. 

e.  Latest  Bank  Reconciliation. — Compare  to  Section  5  on  Form  HUD  1710. 

f.  Liquidations. — Discuss  in  depth  methods  used  in  liquidations.  Pay  par- 
ticular attention  to  preparation  of  schedule  to  HUD  1710-A  :  timely  pass  through 
of  partial  (90%)  FHA  insurance  payments,  and  reporting  of  liquidations  on 
Form  HUD  1710-A.  If  necessary,  ask  to  see  deposit  slips,  or  other  reports  relat- 
ing to  this  activity. 

g.  FN  MA  Repo7-ts  and  Fees. — Impress  upon  issuer  that  GNMA  reports  may  be 
prepared  after  the  first  of  the  month  in  order  to  be  received  by  GNMA  no  later 
than  the  ISth  of  the  month. 

h.  Payments  to  Security  Holders. — All  payments  due  security  holders  for  the 
current  reporting  period  are  to  be  received  by  the  holders  no  later  than  the 
15th  of  the  month. 

i.  Other. — Discuss  other  questions  and  problem  areas  with  issuers.  If  you 
cannot  answer  a  specific  question,  refer  it  to  your  Supervisor.  The  object  is  to 
correct  immediate  areas  and  establish  steps  to  minimize  future  problems. 

Any  exceptions  taken  to  items  a.  through  i.  above  should  be  explained  in  detail 
and  the  issuer  should  be  advised  to  make  corrections  at  the  earliest  possible 
reporting  period  and  to  advise  GNMA  of  these  corrections.  A  discussion  of  the 
preparation  of  the  Form  HUD  1710-A  and  any  problems  encountered  should  be 
made  in  detail.  The  reviewer  should  also  discuss  problems  relating  to  delinquent 
loans  with  the  Delinquent  Loan  Section  Manager. 

Upon  the  reviewer's  return  to  the  oifice,  the  reviewer  should  immediately  ad- 
dress a  report  letter  to  the  principal  Loan  Administration  Office,  reciting  the 
review,  exceptions  and  corrections  being  the  principal  subject  matter.  The  issuer 
should  comment  on  each  of  the  steps  of  the  review  which  needs  correction.  Each 
reviewer  will  be  responsible  to  make  sure  that  assurances  are  received  from  the 
issuer  that  all  corrections  have  been  made.  Copies  of  this  letter  will  be  distributed 
as  follows : 

Original  to  issuer. 

Copy  for  Review  and  Analysis  Section  files. 

Copy  to  Mr.  Carl  M.  Grenn.  Director  of  Loans,  GNMA. 

Copy  to  Mr.  Carl  Lindstrom.  GNMA. 

Copies  to  Mr.  Grenn  for  general  distribution  (7  copies). 
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Depabtment  of  Housing  and  Ubban  Development, 

Government  National  Mortgage  Association, 

Washington,  D.C.  April  3, 1972. 
Attention  :  Mr.  Donald  Poleway,  vice  president. 
In  re  :  GNMA  Mortgage  Backed  Securities  Pool  No.  40. 
Metropolitan  Mortgage  Fund,  Inc., 
500  North  Montgomery  Street, 
Alexandria,  Va. 

Gentlemen  :  We  examined  the  loan  documents  in  the  above  mentioned  Mort- 
gaged Backed  Securities  Pool  No.  40  in  the  office  of  the  Custodian,  The  Riggs 
National  Bank,  Friendship  Branch,  Washington,  D.C.  on  March  29,  1972.  Each 
mortgage  file  contained  all  of  the  documents  listed  on  your  Schedule  of  Pooled 
Mortgages  (Form  HUD  1706)  and  appeared  to  be  in  proper  order  except  for  the 
items  listed  under  Comments  and  Corrections  on  the  enclosed  Examination  of 
Documents  form. 

The  examination  revealed  that  mortgage  loan  no.  6738  had  a  Fire  and  Ex- 
tended Coverage  insurance  policy  in  the  amount  of  $30,000.00,  whereas,  the 
original  loan  balance  was  $34,000.00.  The  Issuer  should  obtain  a  policy  that  will 
sufficiently  cover  the  original  loan  balance. 

I  will  appreciate  it  if  you  will  carefully  review  the  listed  items  and  arrange 
for  the  correction  thereof  and  inform  GNMA  accordingly. 

Matters  affecting  title  policies  should  be  corrected  by  Endorsements,  eliminat- 
ing the  necessity  for  withdrawing  such  policies  from  pool  files. 

A  copy  of  the  enclosed  Examination  of  Loan  Documents  is  being  forwarded 
to  the  Custodian,  Mr.  Roy  Powers,  Vice  President,  Riggs  National  Bank. 

One  area  of  discussion  concerned  the  calculation  of  the  Issuer's  service  fee. 
It  appears  that  you  now  fully  comprehend  the  reasons  for  calculations  being 
based  on  total  interest  collected  each  month. 

An  examination  of  the  Issuer's  Security  Register  revealed  an  adequate  record 
of  certificate  listings,  including  one  transfer,  needed  to  meet  MBS  requirement.s. 

A  cursory  examination  of  the  financial  records  of  the  above  referenced  pool 
with  respect  to  your  trial  balance,  remittances  to  Security  Holders  (Form  HUD 
1714)  and  your  reporting  of  custodial  bank  account  balances  reviews  that  the 
Issuer's  preparing  Form  HUD  1710,  Issuer's  Monthly  Accounting  Report, 
correctly. 

Thank  you  for  the  courtesies  extended  during  our  visit  and  should  there  be 
any  questions  concerning  the  examination,  please  communicate  with  the 
undersigned. 

Very  truly  yours,  (Signed)     Rosemary  M.  Brown, 

(Miss)   Rosemary  M.  Brown. 

Review  and  Analysis  Section, 

MBS  Pool  Administration. 

GOVERNMENT  MORTGAGE  ASSOCIATION— EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH  CUSTODIAN 

GNMA  Pool  No.  40.  Issuer:  Metropolitan  Mortgage  Fund,  Inc.  Number  of  loans  in  pool,  75.  Loans  on  form  1706,  75. 
Custodian:  Riggs  National  Bank,  Mar.  29,  1972. 

Page  of 

schedule 

(HUD 

1706)        Issuer's  loan  No.     Name  of  mortgagor  Comments-corrections 

3  6703. Hopko,  Edward  J.  &  Original  Title  Policy  indicates  MMF,  VA  and  Yorkwood  Savings 

Marsha  G.  &  Loan  Association  as  "Insured".  Endorsement  dated  Jan.  5, 

1971,  eliminates  Loyola  Federal  Savings  &  Loan  Association. 
Need  endorsement  eliminating  Yorkvi/ood  Savings  &  Loan 
Association  and  naming  Metropolitan  Mortgage  Fund,  Inc., 
and  the  Administrator  of  Veterans  Affairs  as  the  parties  to 
be  insured  (Inter-County  Title  Guaranty  and  Mortgage  Co., 
policy  No.  21-003-01994-M). 

4  6717- Lent,  Edward  W.  &  Unrecorded  Assignment  of  Deed  of  Trust  of  GNMA  fails  to 

Norine  E.  indicate  Deed  Book  No.  and  page  No.  Please  correct. 

6    6727.. Smith,  W.  C.  &J.J HUD  1706  listing  shows  FHA-MIC  date  as  Jan.  1,  1971.  Actual 

FHA-MIC  date  as  Jan.  11,  1971.  Please  correct. 

6  6738 Sperry,  B.  P.  &  U.  A The  examination  revealed  that  mortgage  loan  No.  6738  had  a 

fire  and  Extended  Coverage  Insurance  policy  in  the  amount  of 
$30,000;  whereas,  the  original  loan  balance  was  $34,000. 
The  issuer  should  obtain  a  policy  that  will  sufficiently  cover 
the  original  loan  balance. 

7  6697. Steed,  A.  G.  &  W.  K HUD  1706  listing  shows  closing  loan  date  as  Oct.  2,  1970; 

Deed  of  Trust  Note  shows  actual  closing  date  as  (Dct.  12, 
1970.  Please  correct. 
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Department  of  Housing  and  Urban  Developmdnt, 

Government  National  Mortgage  Association, 

Washington,  D.C.,  April  23,  1972. 
Mr.  Roy  Powers, 

Vice  President,  Riggs  National  Bank,  Wisconsin  Avenue  and  Warren  Street,  NW., 
Washington,  D.C. 

Dear  Mr.  Powers:  I  wish  to  express  our  appreciation  of  the  courtesies  and 
cooperation  extended  by  you  on  March  21),  1972,  when  we  visited  the  Riggs  Na- 
tional Bank  examining  the  loan  documents  in  connection  with  GNMA  Pool  No.  40 
of  the  Metropolitan  Mortgage  Fund,  Incorporated. 

p]nclosed  is  a   copy  of  the   Examination  of  Loan  Documents  form  which  I 
promised  to  furnish.  Again  many  thanks. 
Sincerely, 

(Signed)   Rosemary  M.  Brown, 
(Miss)    Rosem.\ry  M.  Brown, 

Revieio  and  Analysis  Section, 

MBS  Pool  Administration. 


March  24,  1972. 
Mr.  Robert  J.  Sullivan, 

Vice  President,  Trust  Officer,  First  Natiotial  Bank  of  Denver,  Trust  Department, 
621  Seventeenth  Street,  Denver,  Colo. 

Dear  Mr.  Sullivan  :  I  want  to  express  my  appreciation  for  the  courtesy  and 
cooperation  extended  by  you  on  March  1~>,  1972,  when  I  was  at  the  First  National 
Bank  of  Denver  examining  the  loan  documents  in  connection  with  GNMA  Mort- 
gage Pool  No.  1003. 

I  want  also  to  convey  my  thanks  to  Joe  Neureiter  in  charge  of  the  vault  for 
his  assistance  and  cooperation  during  the  course  of  the  examination  which 
contributed  much  in  enabling  me  to  complete  my  work  on  schedule. 

p]nclo.sed  is  a  copy  of  the  report  of  Examination  of  Loan  Documents  together 
with  a  copy  of  the  transmittal  letter  to  the  Issuer. 
Very  truly  yours, 

(Signed)     Carl  E.  Lindstrom, 
Carl  Lindstrom, 
Mortgage-Backed  Securities, 

Administration,  GNMA. 


March  24, 1972. 
Attention  :  Milton  C.  Iverson,  senior  vice  president. 
In  re  GNMA  Mortgage  Pool  No.  1003. 
First  National  Bank  of  Denver, 

Mortgage  Banking  Division,  Eighth  Floor,  Guaranty  Bank  Building,  817  17th 
Street,  Denver,  Colo. 

Gentlemen  :  I  examined  the  loan  documents  in  the  above-mentioned  Pool  in 
the  Trust  Department  of  the  First  National  Bank  of  Denver,  Custodian  for 
this  Pool,  on  March  15,  1972.  Each  file,  with  one  exception,  contained  all  of  the 
documents  listed  on  your  schedule  of  Pooled  Mortgages  (Form  HUD  1706)  and 
appeared  to  be  in  proper  order  except  for  the  items  listed  under  Comments  and 
Corrections  on  the  enclosed  Examination  of  Documents  form. 

I  will  appreciate  it  if  you  will  carefully  review  the  listed  items  and  arrange 
for  the  timely  correction  thereof  and  inform  GNMA  accordingly. 

A  copy  of  the  enclosed  Examination  of  Loan  Documents  is  being  forwarded 
to  the  Custodian,  directed  to  the  attention  of  Mr.  Robert  J.  Sullivan,  Vice  Presi- 
dent-Trust Officer,  in  the  Trust  Department. 

Where  it  is  practical  to  effect  corrections  by  erasure  and  retyping,  please 
be  sure  that  such  corrections  are  initialed  by  a  corporate  officer,  preferably  the 
one  who  originally  signed  the  documents  involved. 

Matters  affecting  title  policies  should  be  corrected  by  Indorsements  thereto, 
eliminating  the  necessity  for  withdrawing  such  policies  from  the  Pool  files. 

As  at  the  date  of  the  examination  no  loans  have  been  withdrawn  from  the 
Pool.  A  duplicate  copy  of  Form  HUD  1706  was  contained  in  the  Custodian's 
control  file.  It  was  noted  Issuer  does  not  have  a  Securities  Register.  It  is  recom- 
mended that  a  Register  be  established  and  maintained  with  respect  to  the  secu- 
rities issued  under  the  Agreement  for  this  Pool  and  that  such  Register  reflect 
the  requirements  of  Section  4.07  of  the  Guaranty  Agreement  entered  into  with 
GNMA. 

83-703  O — 73 — pt.  2b 36 
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The  examination  disclosed  that  the  unrecorded  Assignments  of  the  Deeds  of 
Trust  for  15  loans  show  principal  balances  due  at  the  time  of  execution  of  said 
Assignments  which  are  at  variance  with  the  balances  for  the  identical  loans 
listed  on  Form  HUD  1706.  The  data  pertaining  thereto  is  set  forth  in  an  attach- 
ment to  the  Examination  of  Loan  Documents  form. 

The  Assignments  should  be  corrected  by  either  erasing  and  retyping  the  cor- 
rect figures  therein  or  by  striking  out  completely  the  dollar  amounts  from  said 
forms.  However,  whichever  method  is  adopted,  please  be  sure  to  have  the  cor- 
rections initialed  by  a  corporate  officer  who  originally  executed  the  documents 
and  also  arrange  further  for  the  Notary  Public  whose  name  appears  thereon 
to  likewise  initial. 

The  title  policies  for  14  of  the  loans  in  the  Pool  show  that  FNMA  is  the 
insured.  In  response  to  my  inquiry  I  was  informed  the  loans  in  question  were 
not  actually  assigned  of  record.  Under  the  circumstances  no  Endor.sements 
to  the  title  policies  will  be  required  absent  a  clause  in  any  of  the  policies  pro- 
viding for  automatic  insurance  for  successors  in  interest. 

AVith  regard  to  the  Stovall  file,  your  number  1791,  the  original  Deed  of  Trust 
is  missing  from  the  file.  Properly,  an  exception  should  have  been  noted  on  the 
reverse  of  Form  1706  or  on  a  letterhead  attached  to  said  form.  However,  as 
noted  in  the  Comments  and  Corrections  of  the  examination  form,  it  will  be 
necessary  to  secure  and  place  in  the  custodial  file  a  certified  copy  of  the 
recorded  Deed  of  Trust,  accompanied  by  an  acknowledged  Affidavit  setting  forth 
in  narative  form  the  circumstances  of  the  misplacement  or  loss  of  the  said 
document  and  detailing  what  efforts  have  been  made  to  locate  same,  and,  if 
found  at  a  later  date,  that  it  will  be  forwarded  to  the  Custodian  for  inclusion 
in  his  file. 

The  examination  revealed  that  all  of  the  Notes  were  endorsed  in  behalf  of 
Issuer  by  E.  S.  Allen,  an  Assistant  Mortgage  Banking  Officer.  Ordinarily,  this 
is  not  the  class  of  officer  who  has  the  capacity  or  authority  to  act  in  this 
manner  in  behalf  of  a  bank.  In  accordance  with  our  discussion  about  this  matter, 
I  will  appreciate  it  very  much  if  you  will  send  me  a  statement  over  the  sig- 
nature of  the  Ca.shier  or  Assistant  Cashier  confirming  and  ratifying  the  previ- 
ous authority  of  Mr.  Allen  to  so  act  in  behalf  of  the  First  National  Bank  of 
Denver. 

In  line  with  the  examination  just  completed  of  this  Pool,  it  is  suggested  the 
Bank's  other  Pool  be  reviewed  and  examined  to  ascertain  that  it  is  in  full 
compliance  with  GNMA's  requirements. 

GNMA  requires  that  Form  HUD  1708,  Request  for  Release  of  Documents,  be 
used  at  all  times  for  the  release  and  withdrawal  of  documents  from  the  Pool. 
Additionally,  it  is  necessary  that  all  of  the  information  requested  be  provided  in 
such  form.  Of  especial  importance  is  the  requirement  that  a  Settlement  Date  be 
shown  in  the  space  provided  therefor. 

If  there  are  any  questions  concerning  the  examination,  please  do  not  hesitate 
to  communicate  with  the  undersigned  at  GNMA. 
Very  truly  yours, 

Gael  Lindstrom, 
Mortgaoe-Backed  Securities, 

Administration,  GNMA. 


March  24,  1972. 
Mr.  Robert  J.  Sullivan, 

Vice  President,  Trust  Officer,  First  National  Bank  of  Denver,  Trust  Department, 
621  Seventeenth  Street,  Denver,  Colo. 
Dear  Mr.  Sullivan  :  I  want  to  express  my  appreciation  for  the  courtesy  and 
cooperation  extended  by  you  on  March  15,  1972,  when  I  was  at  the  First  National 
Bank  of  Denver  examining  the  loan  documents  in  connection  with  GNMA  Mort- 
gage Pool  No.  1003. 

I  want  also  to  convey  my  thanks  to  Joe  Neureiter  in  charge  of  the  vault  for  his 
assistance  and  cooperation  during  the  course  of  the  examination  which  contrib- 
uted much  in  enabling  me  to  complete  my  work  on  schedule. 

Enclosed  is  a  copy  of  the  report  of  Examination  of  Loan  Documents  together 
with  a  copy  of  the  transmittal  letter  to  the  Issuer. 
Very  truly  yours, 

Carl  Lindstrom, 
Mortgage-Backed  Securities, 

Administration,  GNMA. 
Enclosure. 
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GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION— EXAMINATION  OF  LOAN  DOCUMENTS  ON   DEPOSIT  WITH 

CUSTODIAN 

GNMA  Pool  No.  1003.  Issuer;  First  National  Bank  of  Denver.  Number  of  loans  in  pool,  61;  loans  on  form  1706,61. 
Custodian:  Trust  Department,  First  National  Bank  of  Denver,  Denver,  Colo.,  Mar.  15, 1972. 

Page  of 
sched- 
ule 
(HUD     Issuer's  loan 
1706)     No.  Name  of  mortgagor  Comments-Corrections 

2  3375 _. Foushee Form  HUD  1706  shows  date  of  VA  Guarantee  as  Mar.  16,  1970. 

This  should  be  Mar.  16,  1971,  Please  correct  your  records 
and  copies  of  Form  HUD  1706. 

3  3711 Gohn The  unrecorded  Assignment  of  the  Deed  of  Trust  to  GNMA 

lists  Note  for  $17,179.11.  The  proper  amount  is  $17,250. 
Please  correct  the  Assignment. 

2    3367 , Howarter The  Deed  of  Trust  previously  was  assigned  to  Washington 

Federal  Savings  and  Loan  Association  by  assignment  dated 
Mar.  31,  1971,  and  recorded  Apr.  9,  1971  as  Document 
No.  1224244,  Book  1919,  Page  63.  There  is  no  record  in  the 
file  of  an  assignment  back  to  Issuer  Secure  and  record  an 
Assignment  to  Issuer.  If  already  recorded  place  the  re- 
corded Assignment  in  the  Custodial  file.  Secure  an  Indorse- 
ment to  the  title  policy  showing  the  recording  of  the 
Assignment. 

2    3594 Johnson The  unrecorded  Assignment  of  the  Deed  of  Trust  incorrectly 

spells  January  as  JuaNary.  Please  correct  the  Assignment. 

1  1716 Kincaid... The  FHA  MIC  bears  case  No.   051-10404-203.   The   number 

should  be  051-104042-203.  Please  have  Mortgage  Ins. 
Certificate  correctd. 

2  3519 - Lindsey The  unrecorded  Assignment  of  the  Deed  of  Trust  recites  the 

D/Trust  was  recorded  Dec.  11,  1970.  The  actual  date  is 
Dec.  31,  1970.  Please  make  necessary  correction  in  the 
Assignment. 

1    2065 Murphy Form  HUD  1706  lists  FHA  case  number  as  104347.  This  should 

be  105347,  according  to  the  MIC  and  Note.  Please  correct 
your  records  and  your  copies  of  Form  1706. 

1     1740 _ Seese The  Note  and  FHA  MIC  both  list  the  case  number  as  051- 

1000068.  The  number  should  be  051-100068.  Please  have 
the  Note  and  the  FHA  Mortgage  Insurance  Certificate 
corrected. 

1     1353 Segerman The  Deed  of  Trust  previously  was  assigned  to  Washington 

Federal  Savings  and  Loan  Association  by  assignment  dated 
Mar.  31,  1971,  and  recorded  Apr.  9,  1971  as  Document  No. 
1224243,  Book  1919,  Page  62.  There  is  no  record  in  the  file 
of  an  assignment  back  to  Issuer.  Secure  and  record  an 
Assignment  to  Issuer.  If  already  recorded,  place  the  recorded 
Assignment  in  the  Custodial  file.  Secure  an  Indorsement  to 
the  title  policy  showing  the  recording  of  the  Assignment. 

1    1791 - Stovall .  The  original  Deed  of  Trust  is  missing  from  the  file.  There  is 

merely  a  Xerox  copy  of  same  therein.  Please  secure  a 
Certified  copy  of  the  recorded  Deed  of  Trust  from  the  Adams 
County,  Colorado,  Recorder  and  attach  thereto  an  Affidavit 
executed  by  an  officer  of  Issuer  setting  forth  in  narrative 
form  the  circumstances  of  the  loss  of  the  document  and  what 
efforts  have  been  made  to  locate  same  and  if  found,  that 
such  document  will  be  placed  in  the  Custodial  file. 
No  exception  was  taken  or  noted  on  Form  HUD  1706  for  the 
missing  Deed  of  Trust. 

Note:  The  title  policies  for  14  of  the  loans  in  the  Pool  show  FNMA  as  the  Insured.  (Reference  is  made  to  transmittal 
letter.)  The  unrecorded  Assignments  of  Deeds  of  Trust  for  15  loans  show  loan  balances  at  time  of  execution  of  said  As- 
signments which  are  at  variance  with  the  balances  for  the  identical  loans  listed  on  Form  HUD  1706.  (See  accompanying 
letter  for  discussion.) 
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GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION— PRINCIPAL  BALANCES  FOR  LOANS  HEREINBELOW  LISTED 
AS  SHOWN  ON  BOTH  THE  UNRECORDED  ASSIGNMENTS  OF  DEEDS  OF  TRUST  AND  ON  FORM  HUD  1706. 

[GNMA  MBS  Pool  No.  1003.  Issuer:  First  National  Bank  of  Denver,  examination  of  loan  documents  Mar.  15, 1972) 

Unpaid 

balance        Balance  of 
Issuer's  of  loan  on        loan  shown 

Page  of  1706  loan  No.    Name  of  mortgagor  orm  1706  on  assignment  Difference 

1 1361    Carlevato $19,761.89  ?19,761,11  $0.78 

1 1716    Kincaid 18,136.37  18,149.33  12.96 

1 1927    Heisler 17,142.60  17,154.85  12.25 

2.... 2102    McGuire 17,304.00  17,316.28  12.28 

2.... 192989    Salazar 21,381.43  21,396.60  15.17 

2 3180    Courter.. 15,939.02  15,950.45  11.43 

2 3375    Foushee 20,769.87  20,784.71  14.84 

2.... 3383    Peerman 19,229.56  19,243.30  13.74 

2 3439    Hardy 17,142.60  17,154.85  12.25 

2 3498    Martin 21,117.89  21,132.96  15.07 

2.... 3623    Weber 17,490.47  17,502.96  12.49 

2—. 191919    Estrada 17,502.96  17,515.37  12.41 

3.... 3711    Gohn 17,154.85  17,179.11  24.26 

3.... 3690    Mercer 19,591.36  19,632.78  41.42 

2 191978    Masias. 10,939.48  10,947.22  7.74 

March  24,  1972. 
Mr.  Robert  J.  Sxjllivan, 

Vice  President,  Trust  Officer,  First  National  Bank  of  Denver,  Trust  Department, 
621  Seventeenth  Street,  Denver,  Colo. 
Dear  Mr.  Sullivan  :  I  want  to  express  my  appreciation  for  the  courtesy  and 
cooperation  extended  by  you  on  IVIarch  15,  1972,  when  I  was  at  the  First  National 
Banlj  of  Denver  examining  the  loan  documents  in  connection  with  GNMA  Mort- 
gage Pool  No.  1003. 

I  want  also  to  convey  my  thanks  to  Joe  Neureiter  in  charge  of  the  vault  for  his 
assistance  and  cooperation  during  the  course  of  the  examination  which  contributed 
much  in  enabling  me  to  complete  my  work  on  schedule. 

Enclosed  is  a  copy  of  the  report  of  Examination  of  Loan  Documents  together 
with  a  copy  of  the  transmittal  letter  to  the  Issuer. 
Very  truly  yours, 

(Signed)     Carl  E.  Lindstrom, 
Carl  Lindstrom, 
Mortgage-Backed  Securities, 

Administration,  ONMA. 
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ISSUER:   First  Atlantic  Corporation 


£XAMIN'.TION  OF  CUSTODIAN 
Custodian's  Na?ie  and  Address 


Contact 


Telephone 
Area: (919) 


The  Northwestern  Bank 

924  "B"  Stieet 

North  Wllkesboro,  North  Carolina 


Mr.  Morris  Billings 


667-2111 


Assistant  Cashier 


Ml!ll 


Exanlnation  began  the 


and  ended  the 


of  April  26 


( X  )  morning 

(   )  afternoon 

(   )  morning  ,  a„...i  oa 

/  V  \  «.-  °E  April  ^0 

Ka)  afternoon     —^ 


The  exsTilnflt Ion  began  with  Issuer  Loan  No.   15198 ,  Mortgagor: 

and  ended  with  Issuer  Loan  No.   15344     ,  Hortg.-^or:   Wooden,  Ozell 


672-7231 
,  19  72  . 

,  1972  . 
Adams,  Jos. 


which  loans  are  listed  on  HUD  Form  1706  or  print-out,  page  1  tliro'igh  page   14 


EXAMINATION  0?  ISSUS?v 
Issuei's  Name  and  Address 


First  Atlantic  Corporation 
500  Fast  Morehead  Street 
Charlotte,  North  Carolina 


Exaniination  began  tha 


and   ended    the 


(  X )   morn  1 ng 
(      )    .ifternoon 

C      )   'lornin? 
(  X  )  aif  ternoon 


Mr.    Thomas    D.    Pearson.    V.P. 

Mr.    William   P.    Cleland 
Vice   President    (Servicing) 

of  April    27 


of  April    27 


Telephone     i 
Area:(704) 


375-3484 


(same) 


,    1972   . 
,    1972   . 


THE  POOL 

States 

North  Carolina 
South  Carolina. 

1  MortPiees  | 

Dollar  A-Tio'jnt 

$  1,241,223 
762,276 

1  Interest  ^.ate: 

Perc«nta2e 

61.95% 
38.05 

8.5  •; 

$  2,003,499 

100% 

Etfeotiv^  Jate:  2  / 

1  /  70 

1   1  S-curltics  1 
modified 

(  Security  Rat?? : 

8    •. 

Type  of  Securities; 

Fully 

n 

'^^/^yi.  ^^^y.  y. 


>y 


Field  Examination  of  MBS  Pool  134 

EXAMINATION    OF   MORTGAGE   DOCUMENTS    IN    CUSTODY 

The  original  mortgage  pool  was  made  up  of  137  loans.  At  present,  the  files  of 
the  Custodian  include  mortgage  documents  for  123  loans,  and  evidence  that  the 
Issuer  requested  the  release  of  documents  corresponding  to  14  mortgages.  The 
reasons  given  to  request  the  releases  are  substantiated  by  documentation  in  the 
the  corresponding  14  loan  servicing  files,  which  were  subsequently  reviewed  at 
the  offices  of  the  Issuer. 
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Mortgage  notes 

Every  note  bears  only  one  endorsement  in  blank  from  the  Issuer.  The  terms  of 
the  notes  were  found  to  correspond  to  those  stated  in  Form  1706,  Schedule  of 
Pooled  Mortgages,  with  the  exception  of  three  instances  of  differences  in  the  FHA 
number  ;  four  differences,  involving  days  only,  in  the  dates  of  insurance  or  guaran- 
tee; eighteen  differences,  again  involving  days  only,  in  the  "Date  Loan  Closed". 
These  are  differences  between  the  documents  in  the  cases,  all  of  which  agree 
among  themselves  and  the  data  stated  in  the  Schedule.  Therefore,  these  are  errors 
in  the  Schedule  that  can  be  easily  corrected.  Finally,  there  is  an  "Original 
Principal  Balance"  erroneously  stated  in  the  Schedule.  This  can  also  be  easily 
corrected  and  is  of  no  consequence,  since  the  unpaid  balance  sold  to  investors  is 
correctly  stated.  Among  errors  in  the  notes  themselves  is  a  case  in  which  the  suffix 
of  the  FHA  number  is  stated  as  203  v  instead  of  203  b,  and  another  case  in  which 
the  suffix  is  stated  as  335  instead  of  235,  both  of  which  cases  should  be  considered 
of  no  consequence. 

Evidence  of  insurance  or  guarantee 

There  is  an  executed  and  validated  FHA  Insurance  Certificate  for  every  FHA 
case,  and  an  executed  and  validated  VA  Guaranty  Certificate  for  every  VA  case. 

Deeds  of  trust  and  mortgage  deeds 

The  loans  in  the  pool  are  secured  by  homes  in  North  Carolina,  where  the  secur- 
ity instrument  used  is  the  deed  of  trust,  and  by  homes  in  South  Carolina,  where 
the  mortgage  deed  is  used. 

All  deeds  of  trust  covering  North  Carolina  cases  were  recorded.  One  deed  bears 
no  notary  seal.  Mr.  Mitchell,  Attorney  for  The  Northwestern  Bank  (Custodian) 
explained  that  copy  machines  in  recorders'  offices  do  not  copy  the  dry-stamp 
seals  and  that  the  practice  of  not  using  this  type  of  seal  is  growing.  However,  in 
this  case  there  was  no  impression  made  with  an  ink  rubber  .stamp  either,  as  in 
some  cases  that  we  observed  during  the  examination. 

All  mortgage  deeds  covering  South  Carolina  cases  have  been  recorded.  The  ex- 
ecution of  eighteen  of  these  deeds  present  a  feature,  allegedly  peculiar  to  and 
acceptable  in  South  Carolina.  This  feature  consists  of  the  male  spouse  by  him- 
self alone  giving  the  mortgage  and  being  in  effect  the  only  signatory,  with  the  wife, 
immediately  in  the  same  instrument,  relinquishing  her  dower  and  other  rights  in 
the  property.  As  a  result  of  these  acts,  the  title  insurance  policy  states  that  the 
title  to  the  estate  is  rested  in  the  husband  alone  (See  Exhibit  I).  The  attorney  for 
the  Custodian  assured  me  that  this  is  established  and  accepted  practice  in  South 
Carolina.  Furthermore,  the  Issuer  volunteered  to  provide  legal  opinion,  which  it 
will  .send,  for  consideration  of  GNMA  Counsel. 

There  are  two  mortgages  which  bear  no  notary  seal,  nor  expiration  date.  Seven 
other  deeds  bear  no  notary  seal. 

Finally,  there  is  a  case  for  w^hich  there  is  no  original  mortgage  deed  but  a  Re- 
corder certified  true  copy. 

Assignments    to    GNMA 

In  the  files  of  the  Custodian  there  is  an  as.signment  to  GNMA  for  every  current 
mortgage  in  the  pool.  With  respect  to  North  Carolina  loans,  the  Issuer  has  been 
candid  enough  to  say  that  assignments  were  provided  simply  because  they  were 
required,  since  they  were  not  really  necessary  and  would  not  add  to  the  force  and 
effect  of  the  other  papers  in  custody.  The  I.s.suer  has  kindly  provided  legal  opinion, 
which  it  had  already  obtained  in  connection  with  other  matters,  supporting  this 
contention  (See  Exhibit  II). 

Title   insurance    policy 

Of  the  123  current  loans,  78  are  covered  by  policies  insuring  "First  Atlantic 
Corporation  and/or  Secretary  of  Housing  and  Urban  Development,  their  respective 
•sucessors  and  assigns,  as  their  interest  may  appear".  Twenty-one  loans  are  cov- 
ered by  policies  insuring  "First  Atlantic  Corporation  and/or  the  Administrator  of 
Veteran  Affairs",  with  one  adding  "his  successors  and  nssign"  and  nnother  ndding 
"as  their  interest  may  appear".  Of  24  loans  covering  the  resale  of  FHT  repossessed 
homes,  19  are  covered  by  FHA  Attorney  Certificates  of  Title,  and  5  by  owner  title 
iusurnnce  iiolicies  insuring  "Secretary  of  Housing  and  I^rban  Development".  (See 
Exhibit   TIT).   Of  course,  no  policies  are   required   in  repossessed  home  cases. 
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Hazard    insurance    certificate 

The  Custodian  has  in  its  possession  a  blanket  hazard  insurance  certificate  (See 
Exhibit  IV)  given  by  the  Issuer  to  cover  all  mortgages  in  the  Pool.  In  my  judg- 
ment, this  is  satisfactory. 

EXAMINATION   OF   THE   ISSUER 

Trial    balance 

A  review  of  this  record,  which  is  in  the  form  of  a  computer  print-out,  shows  that 
it  is  in  effect  the  source  from  whicli  information  is  drawn  to  report  operations  in 
Form  1710.  In  the  report  for  March,  however,  some  adjustments  in  the  tax  and  in- 
surance funds  balance  were  necessary  because  the  transfer  from  a  manual  to  a 
computer  system  had  not  yet  been  perfected  ( See  Exhibit  V ) . 

The  Issuer  operation  on  a  28th  day  cut-off  date  basis. 

Bank   reconcilliation 

The  Issuer  works  on  a  28th  day  bank  statement  basis,  taking  cognizance  of 
items  in  transit  (See  Exhibit  VI).  The  bank  reconcilliation  for  March  agrees 
with  the  data  offered  in  Form  1710.  Section  5,  Item  B. 

Security  register 

The  Issuer  keeps  a  file  of  copies  of  Schedules  of  Subscribers,  of  certificates, 
correspondence,  etc.,  in  indifferent  order  and  corresponding  to  all  of  its  pools, 
which  file  does  not  meet  the  most  basic  form  and  substance  standards  for  a  secu- 
rity register.  The  Issuer  will  make  up  a  master  register  and  an  individual  register 
for  each  certificate,  on  a  pool  l)y  pool  basis,  following  the  general  provisions  in 
the  MBS  Guide. 

Collection   report 

This  record  agrees  with  P  &  I  actually  collected,  as  reported  in  Form  1710, 
Section  1. 

niJf's 

The  sum  total  of  remittances  to  security  holders  agree  with  Form  1710,  Sec- 
tion 2,  Distribution  to  Security  Holders. 

Control  of  T  &  I  funds 

The  Issuer  keeps  a  daily  control  of  balances  and  if  the  "float"  were  ever  in- 
sufficient for  remittances  to  security  holders,  the  Issuer  will  not  draw  on  these 
funds  but  will  advance  corporate  funds. 

Delinquencies 

16-17  davs  :  First  Notice  (letter). 

31-32  days:  Second  and  Final  Notice.  Follow  up  with  phone  calls  and/or 
letters. 

45-65  days  :  Home  calls  for  personal  contact. 

Bv  90  davs  :  Forbearance  or  foreclosure. 

Between'the  31st  and  65th  days  adjustment  in  approach  is  made  with  respect 
to  Section  235  cases. 


Exhibit  I 
Schedule  A 

Number,  34-000-02289  M;  Date  of  Policy,  8/25/70;  Amount  of  Policy,  $17,- 

450.00.  ^        .  ^  TT       • 

1.  Name  of  Insured :  First  Atlantic  Corporation  and/or  Secretary  of  Hou.sing 
and  Urban  Development,  their  respective  successors  and  assigns,  as  their  inter- 
est may  appear.  ,  ^        ^  ^  .       t^,     ,  ,r 

2.  The  title  to  the  estate  in  said  land  is  at  the  date  hereof  vested  m :  Earl  M. 

3.  The  estate  or  interest  in  the  land  described  or  referred  to  in  this  schedule 

^'^  4  The"nortgage  and  assignments,  if  any,  covered  by  this  policy  are  described 
as  follows-  Mortgage  from  Earl  M.  Amick  to  First  Atlantic  Corporation  dated 
August  21,  1970  and  filed  for  record  in  the  office  of  Clerk  of  Court  of  Lexington 
County,  South  Carolina,  on  August  25,  1970  at  9  :00  A.M.  in  Mortgage  Book  19-H 
at  Page  569,  securing  the  principal  sum  of  $17,450.00.  .,,^     ^ 

5.  The  land  referred  to  in  this  policy  is  described  in  the  aforesaid  Mortgage. 
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Exhibit  II 

Law  Offices  of, 
Jack  T.  Hamilton, 
Charlotte,  N.C.,  February  7,  1972. 
Re :  Probate  and  registration  of  assignments  of  deeds  of  trust  in  North  Carolina 
Mr.  Thomas  D.  Pearson, 
First  Atlantic  Corp., 
500  East  Morehead  Street, 
Charlotte,  N.C. 

Deak  Mr.  Pearson  :  Pursuant  to  your  request,  I  have  undertaken  to  survey  the 
lav,'  of  North  Carolina  as  it  affects  the  registration  of  assignments  of  Deeds  of 
Trust  in  this  State.  The  general  requirements  for  registration  are  containetl 
in  Article  2  of  Chapter  47  of  the  General  Statutes  of  North  Carolina. 

G.  S.  47-18  provides  in  part :  "No  conveyance  of  land,  or  contract  to  convey, 
or  lease  of  land  for  more  than  three  years  shall  be  valid  to  pass  any  property 
as  against  creditors  or  purchasers  for  a  valuable  consideration,  from  the  donor, 
bargainor  or  lessor,  but  from  the  registration  thereof  within  the  county  where 
the  land  lies  .  .  ."  It  has  been  held  repeatedly  by  our  Court  that  no  notice,  how- 
ever full  and  formal,  will  replace  the  requirement  for  registration  to  be  good  as 
against  the  classes  of  persons  named  in  the  Statute. 

In  addition.  G.  S.  47-20  provides  in  part  as  follows :  "No  Deed  of  Trust  or 
mortgage  for  real  or  personal  estate  shall  be  valid  at  law  to  pass  any  property 
as  against  creditors  or  purchasers  for  a  valuable  considertaion  from  the  donor, 
bargainor  or  mortgagor,  but  from  the  registration  of  such  Deed  of  Trust  or  mort- 
gage in  the  county  where  the  land  lies  .  .  ."  This  Statute  has  been  construed 
I'epeatedly  by  our  Court  to  mean  that  no  notice,  however  full  and  formal,  will 
supply  the  want  of  registratoin  of  the  instruments  described  in  the  Statute.  Ex- 
cept for  miscellaneous  provisions  covering  the  registration  of  Conditional  Sales 
Contracts,  deeds  of  easement,  marriage  settlements,  plats  and  subdivisions,  etc., 
the  General  Statutes  contain  no  specific  I'eference  to  any  requirement  for  the 
registration  of  an  assignment  of  note  and  Deed  of  Trust.  In  fact,  the  only  term 
which  might  be  construed  to  cover  the  assignment  is  the  term  "conveyance  of 
land"  in  G.  S.  47-18.  Our  Court  has  held  that  this  Section  applies  to  instru- 
ments that  deal  with  the  States  that  lie  in  grant  and  are  required  thus  to  be  in 
writing.  Spence  v.  Foster  Pottery  Co.,  185  N.  C.  218.  The  assignment  of  a  note  and 
Deed  of  Trust  usually  does  not  grant  an  estate  since  the  legal  title  to  the  real 
estate  remains  in  the  Trustee  for  the  benefit  of  the  holder  of  the  indebtedness. 
The  legal  title  is  not  transferred  by  the  Trustee  and  it  would  seem  that  the  re- 
quirement for  registration  of  conveyances  does  not  extend  to  such  assignments. 
In  fact,  it  has  been  held  repeatedly  by  our  Court  that  Patrol  and  Implied  Trusts 
on  real  estate  are  not  affected  by  G.  S.  47-18.  An  agreement  for  division  of  the 
proceeds  of  sales  of  land  thereafter  to  be  made  and  giving  authority  to  one  of  the 
parties  to  take  entire  control  and  management  of  the  sales  of  land  for  the  par- 
ties does  not  come  within  the  scope  of  the  Statute  and  is  not  required  to  be 
registered.  Lenoir  v.  Valley  River  Min  Co.,  113  N.  C.  ulS. 

Title  to  the  particular  property  is  vested  in  the  Trustee  by  virtue  of  the  Deed 
of  Trust.  The  Assignment  of  the  Deed  of  Trust  does  not  act  as  an  assignment 
of  title  to  the  property  but  constitutes  only  an  assignment  of  the  rights  arising 
out  of  the  terms  of  the  note  and  Deed  of  Trust.  It  would  seem  that  as  to  creditors 
the  failure  to  record  an  assignment  would  hardly  prejudice  their  rights  since 
the  recordation  of  the  Deed  of  Trust  would  give  full  and  ample  notice  of  the 
outstanding  obligation  of  the  mortgagor.  In  addition,  subsequent  purchasers 
would  have  full  and  ample  notice  of  the  existence  of  a  Deed  of  Trust  against 
the  property  by  virtue  of  its  recordation.  Subsequent  purchasers  could  only  com- 
plain if  the  Deed  of  Trust  were  cancelled  by  one  having  authority  to  cancel  the 
Deed  of  Trust  and  the  purchaser  relied  upon  such  cancellation  in  purchasing  the 
property. 

An  examination  of  the  various  doctrines  relating  to  cancellation  would  seem 
to  be  in  order  so  that  a  determination  of  the  rights  of  an  assignee  of  a  note 
and  Deed  of  Trust  might  adequately  be  delineated  in  these  circumstances.  Since 
mortgnges  are  rarely  used  as  security  instruments  in  this  State  except  as  to 
personal  property,  we  shall  confine  our  discussion  to  cancellation  of  Deeds  of 
Trust. 
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G.  S.  45-37  (1)  provides  as  follows:  "The  trustee  of  his  or  her  legal  repre- 
sentative or  the  duly  authorized  agent  or  attorney  of  such  trustee,  may,  in  the 
presence  of  the  register  of  deeds  or  his  deputy,  acknowledge  the  satisfaction  of 
the  provisions  of  such  deed  of  trust  or  mortgage,  whereupon  the  register  or  his 
deputy  shall  forthwith  make  upon  the  margin  of  the  record  of  such  deed  of  trust 
or  mortgage  an  entry  of  such  acknowledgement  of  satisfaction,  which  shall  be 
signed  by  the  trustee,  legal  representative  or  attorney,  and  witnessed  by  the 
register  or  his  deputy,  who  shall  affix  his  name  thereto."  Embodied  in  this  por- 
tion of  the  Statute  is  one  of  the  traditional  methods  for  cancellation  of  Deeds 
of  Trust  in  this  State.  The  Trustee  under  the  Statute  is  given  authority  for  such 
cancellation.  Our  Court  has  held  that  the  Trustee  in  a  Deed  of  Trust  to  secure 
notes  has  no  authority  to  collect  the  notes  and  cancel  the  Deed  of  Trust  merely 
because  he  has  sold  real  estate  for  the  creditor  or  collected  rents  for  him.  Wynn 
V  Grant,  166  N.  C.  39.  The  Court  in  the  same  case  held  that  payment  due  on  a 
written  security  to  an  agent  who  did  not  have  possession  of  the  security  or 
express  authority  to  receive  the  money  was  not  good  and  the  principal  may  re- 
cover the  debt  from  the  debtor.  The  agency  of  the  Trustee  named  in  the  Deed 
of  Trust  is  restricted  to  the  specific  duties  and  powers  given  by  the  terms  of 
the  Deed  unless  enlarged  by  express  grant  or  by  inference  from  special  facts 
and  circumstances.  Woodcock  v.  Mcrrinlon,  122  N.  C.  731.  The  case  held  that  if 
two  innocent  persons  must  suffer  from  the  wrongful  act  of  the  third,  the  debtor 
cannot  be  relieved  from  the  consequences  of  their  payment  to  the  wrong  party 
since  they  acted  without  due  inquiry  and  care  to  ascertain  whether  the  Trustee 
had  authority  to  collect  money  or  held  the  notes  in  his  possession.  In  like  man- 
ner, our  Court  held  in  Montcith  v.  Welch,  244  N.  C.  415,  that  the  Trustee  in  a 
Deed  of  Trust  was  not  by  reason  of  his  position  the  implied  agent  of  the  holder 
to  receive  payment  and  where  he  has  no  actual  or  apparent  authority  to  collect 
the  debt,  payment  to  him  or  the  unmatured  note  secured  by  the  instrument  does 
not  discharge  the  debt.  The  Court  further  held  that  a  registered  Deed  of  Trust 
was  notice  as  to  its  contents  and,  therefore,  where  the  Trustee  without  possession 
of  the  notes  made  an  unauthorized  cancellation  prior  to  maturity  of  the  notes, 
the  purchasers  even  though  they  purchased  the  property  at  the  time  then  author- 
ized cancellation  as  made  upon  the  mistaken  belief  that  the  Trustee  was  au- 
thorized to  receive  payment  and  cancel  the  Deed  of  Trust  were  not  protected 
by  the  cancellation  since  they  had  failed  to  inquire  into  the  authority  of  the 
Trustee  to  collect  the  payment.  However,  a  Trustee  by  possession  of  note  and 
Deed  of  Trust  presumptively  has  the  authority  to  collect  the  payments  due  on 
the  note  and  Deed  of  Trust  and  authority  to  cancel  the  Deed  of  Trust  of  record. 
Williams  v.  Williams,  220  N.  C.  860. 

It  would  seem  clear  that  under  this  first  section  of  the  Statute,  the  Trustee 
unless  authorized  by  the  holder  of  the  notes  cannot  legally  cancel  the  Deed  of 
Trust  on  the  record  unless  he  has  possession  of  the  notes  and  Deed  of  Trust. 
Unless  the  cancellation  was  authorized  either  by  leaving  the  papers  in  the  hands 
of  the  Trustee  or  by  specific  authorization,  then  the  obligation  secured  by  the 
Deed  of  Trust  would  not  be  discharged  by  payment  and  cancellation  but  the 
debtor  would  be  required  to  pay  the  holder  of  the  notes. 

In  addition,  G.  S.  45-37  (2)  provides  that  any  Deed  of  Trust  or  mortgage 
registered  as  required  by  law  may  be  discharged  and  released  upon  exhibition 
of  the  mortgage,  deed  of  triist  or  other  Instrument  intended  to  secure  the  pay- 
ment of  money  and  accompanied  with  the  bond  and  note  to  the  Register  of  Deeds 
or  his  deputy  where  the  same  is  registered,  with  endorsement  of  payment  and 
satisfaction  appearing  thereon  by  the  payee,  mortgagee,  trustee  or  assignee  of 
the  .same.  The  assignee  of  the  note  and  Deed  of  Trust  would  be  protected  from 
cancellation  by  this  method  if  the  assignee  took  possession  of  the  note  and  Deed 
of  Trust  and  relinquished  the  same  only  upon  full  payment. 

In  summary,  based  upon  my  examination  of  the  law  of  North  Carolina,  it 
is  my  opinion  and  one  I  might  add,  held  generally  by  the  North  Carolina  Bar, 
that  assignments  of  notes  and  Deeds  of  Trust  are  not  required  to  be  registered 
in  the  State  of  North  Carolina  to  protect  the  interests  of  the  a.ssignee.  Under 
the  common  law,  the  assignee  should  give  notice  of  the  a.ssignment  to  the  debtor 
to  avoid  payment  to  the  assignor.  In  such  event,  the  assignee  would  be  found 
to  give  the  debtor  credit  for  any  payment  made  to  the  assignor.  Those  persons 
who  could  conceivably  intervene  to  the  detriment  of  the  assignee  would  be  a 
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debtor,  creditor,  or  subsequent  purchaser  for  valuable  consideration.  As  I  liave 
pointed  out,  the  creditor  could  not  in  our  opinion  prevail  since  the  registration 
of  the  Deed  of  Trust  gives  him  full  notice  of  the  obligations  of  the  debtor.  In 
addition,  the  debtor  and  subsequent  purchaser  could  not  prevail  even  though 
the  debtor  had  paid  the  Trustee  and  the  Trustee  had  cancelled  the  Deed  of  Trust 
unless  such  pajment  to  the  Trustee  was  authorized  or  the  Trustee  had  posses- 
sion of  the  original  note  and  Deed  of  Trust. 

Under  these  circumstances  in  my  opinion,  the  assignment  need  not  be  regis- 
tered to  protect  the  assignee  in  the  State  of  North  Carolina  and  those  classes 
of  persons  who  might  be  able  to  ui)set  the  priority  of  the  lien  of  the  Deed  of 
Trust  could  not  do  so  under  the  law  and  decisions  enumerated  herein. 

I  hope  the  enclosed  is  satisfactory  for  your  puri^oses.  In  the  event  you  desire 
elaboration  or  further  analysis  of  the  problem,  I  will  be  happy  to  undertake 
to  do  the  same  for  you. 
Very  truly  yours, 

Jack  T.  Hamilton. 
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I  Exhibit      III  I'^l 

i  C0M.M0N\XEALT1I  LAND  TITLE  LNSURANCE  COMPANY  ^ 

I  POIICY  NUMBER  ,    PHIIADELPK' ^   PENNSYLVANIA  AMOUNT  [N 

-:j  N_J64.219 iJ^^  ^  .  /S'3'/'f  $13,100. 0Q_ 


COMMONWEALTH  LAND  TITLE  INSURANCE  COMPANY,  o  corporatiop.-of  Philodelphia,  Pennsylvonlo,  herein  V^i^ 

colled  Ihe  Compony,  lor  o  voluoble  consideration,  DOfC   llrrtb?  JlnOUtt  [^j 
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ROBERT  B.  LUC/.S 
SCHEDULE  B 


hereinafter  colled  the  Insured,  the  heirs,  devisees,  personol  represenfotives  of  such  Insured,  or,  if  a  corporotion,  its  sue-  \f'- 

cessors  by  dissolution,  inerger  or  consolidation,  ogomst  loss  or  damage  not  exceeding  the  omount  stated  obove,  together  {•'■f 

with  costs,  ottorneys'  fees  ond  expenses  which  the  Company  moy  become  obligoted  to  poy  os  provided  in  the  Condi-  j  >, 

tions  ond  Stipulations  hereof,  which  the  Insured  shall  sustain  by  reoson  of:  r<^1 


YA 


<.S  any  defect  in  or  lien  or  encumbrance  on  the  title  to  the  estote  or  interest  covered  hereby  in  the  lond  described  _ 

■.)                    referred  to  in  Schedule  A,  existing  at  the  dote  hereof,  not  shown  or  referred  to  in  Schedule  B  or  excluded  from  coverage  ixi 

>J                    in  Schedule  B  or  in  the  Conditions  and  Stipulations:  or  lock  of  a  right  of  occess  to  ond  from  the  land;  fc>^ 

^J            all  subject,  however,  to  the  provisions  of  Schedules  A  and  B  and  to  the  Conditions  and  Stipulotions  hereto  onnexed;  oil  as  of  the  '  J^' 

yi            effective  dole  hereof,  herelnofter  shown.  lOJ 

A            Jn  CUitnrsa  UifjCttof,  the  Commonwealth  land  Title  Insurance  Company  has  caused  its  corporote  name  ond  seol  i-v1 

j            to  be  hereunto  affixed,  the  Policy  to  become  valid  when  countersigned  by  on  authorized  officer  or  ogent  of  the  Com-  i'>^i 

v4            pony.  The  effective  date  of  this  Policy  is  the        28th           day  of                       May                                      ,  A.O.    19  70  '■VM 

<1              j>t  n-Ti  AM                                                                  •  fXt 

J             "  •^•"^                                                           COMMONWEALTH   LAND  TITLE   INSURANCE   COMPANY  i^i 

i     .  if  f      ^  /.       ^.f^^,                  .  [g 

'A  R1 

SJ             I.  The  estale  or  interesr  in  the  land  described  or  referred  to  in  this  schedule  covered  by  this  policy  is:  rC^i 

"A           Fee  flinple.                                                                                                        -^  EOj 

i  n 

Vj             2.    Title  to  the  estate  or  interest  covered  by  this  policy  at  the  dote  hereof  is  vested  in  the  Insured  by  lOj 

<1                                                                                                                                                                                           -  [Xj 

.^            Deed  of  J.   I.  Kislak  Mortgage  Corporation  of  Florida  dated  May  25,  1970  and  Kj 

•^A           recorded  May  28,  1970  at  11:07  AM  in  the  office  of  the  Clerk  of  Court  for  KO 

<]           Eichland  County,  South  Carolina  in  Daed  Book  D-177  at  page  UOS.  fVl 

i                           ■  I 

3.  The  land  referred  to  in  this  policy  is  described  os  set  forth  in*he  said  instrument  above  mentioned  ond  is  identified  |V  j 

as  follows:  t/^t 

t^t 

The  lot  shown  aalot  6,  on  plat  of  property  surveyed  for  J.  C.  Brown,  by  Clifton  P.  jv,; 

Eiiey,  dated  April  25,  1955,  and  recorded  in  the  offic^  of  tha  Clerk  of  Court  for  jf,'""- 

Eichland  County  in  Plat  Book  Q,  at  page  h9-             -_, '_           ~   i  fx' 

■  ;:-»:i  ■,-r.'rC*'~0   I  j^i 

This  being  the  same  property  conveyed  to  the  grantor  by  deed  of  I&rry  M.  Lle;htsey,  tCU 
as  fester,  dated  Hay  11,  1970,  and  recorded  in  the  said  Clerk's  office  in  Deed 
Book  D-176  at  page  16. 


t  — -J 


I 

i 


F 

This  policy  does  not  insure  against  loss  or  damage  by  reoson  of  the  following:  N^-; 

1.  Rights  or  claims  of  parties  other  thon  Insured  in  octual  poEsesslon  of  any  or  all  of  the  property.  C  """ 

2.  Unrecorded  easements,  if  any,  on,  above  or  below  the  surface,-  and  any  discreponcies  or  conflicts  in  boundary  lines,  ^r""" 
and  shortage  in  oreo  or  encroachments,  if  any,  which  a  correct  survey  or  an  inspection  of  the  premises  would  disclose.  \^y* 

3.  Unfiled  mechanics'  or  materialmen's  liens. 

U*  Taxes  for  the  year  1970  and  subsequent  years  not  tiue  or  payable 


'01 


■j.-\ 5.  No  restrictions  of  recoi^l.  tOj 


1316 

Exhibit   IV 

First  Atlantic  Corp., 

Mortgage  Bankers, 
Charlotte,  N.C.,  December  16,  1910. 
The  Northwestern  Bank, 
Custodian  for  GNMA,  Pool  No.  134, 
North  Wilkeshoro,  N.C. 

Gentlemen  :  This  will  certify  that  we  have  in  our  possession  a  valid,  standard 
policy  of  insurance  for  fire  and  extended  coverage,  or  comparable  insurance  cov- 
erage, in  an  amount  equal  to  the  unpaid  balance  of  the  mortgage  or  the  value  of 
the  improvements  less  the  value  of  the  land,  whichever  is  the  lesser,  with  loss- 
payable  endorsements  designating  First  Atlantic  Corporation  as  payee,  and  that 
we  will  use  our  best  efforts  to  maintain  such  insurance  in  full  force  and  effect  to 
the  extent  that  such  insurance  is  available. 
Yours  very  truly, 

William   P.  Cleland, 

Vice  President. 
Exhibit  V 

Escrow  trial  balance —$18,378.20 

Funds  due : 

Clearing  account  (advances) +767.  82 

Warehousing  account +29.  84 

Disbursement  not  posted  to  escrow  account : 

(1)  Cr  #409— Walter  Mitchell— 15347 —215.50 

(2)  Cr   #412— G.   Y.  Austin— 15213 -250.94 

Total  18,  709.  42 

Exhibit  VI 

Company,  First  Atlantic  Corp. ;  Name  of  bank,  Northwestern  ;  As  of 
3-28-72. 

Balance  per  bank  statement $48,  869.  24 

Deposits  in  transit  (details  below) 4,  613.  18 

Other  additions  (details  below).  

Total  53.  482.  42 

Out.standing  checks  (details  below) 7,  341.  64 

Other  deductions  (details  below). 

Balance  per  books 46, 140.  78 

Adjustments :  

Balance  per  books,  as  adjusted 46, 140.  78 

DETAILS  OF  RECONCILING  ITEMS 
Deposits  In  transit  Outstanding  checks 


Per  bank  Per  book  Amount  No.  Amount 

Mar.29 Mar.23...  .  ..  172.78 

Mar.  30. _ Mar.  24... 378.74 

Do Mar.  27. 175.63 

Mar.  28 372.99 

Do 3,513.04 


229 

85.49 

389 

6,568.61 

407 

221.10 

409 

215.50 

412 

250. 94 

Total 4,613.18 7,341.64 

Department  of  Housing  and  Urban  Development, 

Government  National  Mortgage  Association, 

Washington,  D.C.,  May  8,  1972. 
First  Atlantic  Corp., 
500  East  Morehcad  Street, 
Charlotte,  N.C. 

Attention  :  Mr.  Thomas  D.  Pearson,  vice  president. 
Re :  GNMA  MBS  Pool  No.  134. 

Gentleman  :  We  thank  your  company  and  The  Northwestern  Bank  for  the 
cooperation  and  assistance  which  so  greatly  facilitated  our  examination  of  the 
captioned  MBS  pool  on  April  26  and  27,  1972. 
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As  you  know,  the  first  part  of  the  examination  was  conducted  on  April  26 
at  the  offices  of  the  Custodian,  The  Northwestern  Banli,  North  Wilkesboro, 
North  Carolina,  where  we  reviewed  the  documents  corresponding  to  the  mort- 
gages in  the  Pool.  This  review  revealed  that  at  that  time  there  were  in  the  files 
of  the  Custodian,  for  each  of  123  mortgages,  a  complete  set  of  the  required 
documents ;  and  a  duly  executed  HUD  Form  1708  for  each  of  14  loans,  in  which 
your  corporation  had  requested  release  of  the  documents.  Your  reasons  to  re- 
quest these  releases  were  subsequently  found  to  be  supported  by  documentation 
in  the  corresponding  loan  servicing  files  kept  at  your  offices. 

The  mortgage  documents  that  we  reviewed  appear  to  be  generally  in  proper 
order. 

Some  of  the  mortgage  deeds  covering  properties  in  South  Carolina  present  a 
feature  which  would  seem  to  be  peculiar  to  that  jurisdiction.  We  refer  to  the 
practice  of  the  husband  by  himself  alone  giving  the  mortgage  while  the  wife, 
immediately  after  in  the  same  instrument,  relinquishes  her  dower  and  other 
rights  in  the  property.  Subject  to  a  review  of  legal  opinion,  which  you  have 
offered  to  forward  to  us  on  this  subject,  it  would  appear  that  mortgage  deeds 
thus  executed  are  acceptable.  The  Recorder  certified  true  copy  to  substitute  for 
the  lost  original  instrument  in  your  loan  No.  15495,  Willie  Henry  Davis,  Jr., 
mortgagor,  is  acceptable. 

Your  blanket  hazard  insurance  certificate,  deposited  with  The  Northwestern 
Bank,  to  cover  all  mortgages  in  the  Pool  is  satisfactory. 

For  your  future  guidance,  we  would  like  to  discuss  some  general  concepts. 
For  instance,  we  are  sure  you  will  agree  that  the  main  objective  to  be  pursued 
in  the  preparation  and  execution  of  mortgage  documents  is  to  create  a  valid 
first  lien  on  the  property,  otherwise  unencumbered,  and  for  the  Issuer  to  acquire 
good  title  to  the  mortgage  and  the  full  right  to  assign  it  to  GNMA.  Consistent 
with  this  objecive,  the  preparation  and  execution  of  the  documents  should  be 
complete  in  number  and  thorough  in  form  and  substance.  Just  to  cite  an  example, 
all  notes  in  FHA  cases  should  bear  the  correct  FHA  number.  To  attain  nation- 
wide uniformity  in  its  administration  of  the  MBS  Program  to  the  greatest 
possible  extent,  GNMA  suggests  that  widely  established  standards  and  prac- 
tices be  followed,  so  long  as  these  do  not  violate  local  laws  or  firmly  estab- 
lished customs.  For  instance,  the  seal  and  commission  expiration  date  in  notary 
public  acknowledgements  is  a  widely  established  requirement  that  should  be 
followed,  even  though  it  may  not  be  required,  say  for  recordation  purposes,  in 
a  particular  jurisdiction.  Assignments  of  mortgages  is  a  case  in  point  when 
considering  the  origination  of  loans  in  North  Carolina.  Although  there  is  sub- 
stantial legal  opinion  to  the  effect  that  they  will  not  add  to  the  force  and  effect 
of  the  tran.sfer  of  the  debt,  it  would  seem  desirable,  for  the  sake  of  uniformity, 
to  nevertheless  include  the  Issuer's  unrecorded  assignments  to  GNMA  among 
the  documents  for  North  Carolina  mortgages  in  a  GNMA  MBS  pool.  Whenever 
local  laws  or  customs  strongly  dictate  a  deviation  from  widely  established 
practices,  a  waiver  should  be  proposed  to  GNMA  sufficiently  early,  always 
prior  to  the  issuance  of  securities.  We  are  sure  that  your  past  and  future 
adherence  to  such  general  concepts  will  strengthen  the  MBS  Program  to  the 
benefit  of  all  of  us. 

The  second  part  of  the  examination  was  conducted  at  your  office  on  April  27, 
when  we  reviewed  your  records  and  procedures  in  the  administration  of  the 
Pool.  These  records  and  procedures  were  found  to  be  satisfactory,  with  the 
exception  of  the  Security  Register.  At  the  time  of  our  visit,  you  were  keeping 
a  file  made  up  of  copies  of  miscellaneous  papers  relative  to  the  issuance  and 
reissuance  of  securities,  which  we  agreed  did  not  quite  qualify  as  a  security 
register.  During  our  conversation  on  the  subject,  you  proposed  to  convert  to  a 
system,  basically  consisting  of  a  pool  master  register  together  with  individual 
certificate  registers,  on  a  pool  by  pool  basis.  Once  you  have  arrived  at  this 
solution,  we  would  appreciate  receiving  a  copy  of  your  formats. 

We  are  sending  a  copy  of  this  letter  to  the  Custodian,  The  Northwestern 
Bank. 

Should  you  have  any  questions  arising  from  the  examination  or  for  any  other 
reasons,  please  do  not  hesitate  to  communicate  with  us. 
Sincerely, 

Miguel  A.  Jtjara,  Jr., 
Mortgage-Backed  Securities, 

Administration,  ON  MA. 
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GOVERNMENT    NATIONAL    MORTGAGE    ASSOCIATION-EXAMINATION    OF    LOAN    DOCUMENTS    ON    DEPOSIT 

WITH  CUSTODIAN 

GNMA  Pool  No.  31.  Issuer:  Springfield  Equities  Ltd.  Nunber  of  loans  in  pool  89. 
Custodian  Marine  Midland  Grace  Trust  Co.  of  New  York  New  York  N.Y.  Apr.  15  1971. 


Page  of 
sched- 
ule 
(HUD 
1706) 

Issue 

's  loan  No. 

Name  of  mortgagor 

1 
2 
2 
3 
5 
5 
5 
7 
7 
7 
8 
9 
9 
9 
3 

3 

4 

SP31-6... 

SP  31-12 

SP  31-18 

SP  31-24.... 

SP  31-37 

SP  31-40 

SP  31-44.... 

SP  31-55.... 

SP  31-57 

SP31-59..._ 

SP  31-70 

SP  31-76 

SP  31-78 

SP  31-79.... 

SP  31-21 

SP  31-22 

SP  31-33 

.  Bartholomew .  \ 

.  Chang 

.  Crutch 

.  DiPrima 

.  Hoey 

.  Jackson 

.  Johnson.. 

.  Moss 

.  Myers 

.  Puleo 

.  Serrano. 

.  Stuart 

.  Sutherland 

.  Talluh 1 

.  Daniels 

.  David  Jr 

.  Hernandez.-.. 

Comments-corrections 


Note:  None  of  the  Mortgage  Bonds  (Promissory  Notes)  have 
been  endorsed  in  blank  by  the  Issuer  as  required  by  the 
Gurarnty  Agreement.  None  of  the  files  contain  Certificates 
of  Insurance  by  the  Issuer  as  required  by  the  Guaranty 
Agreement.  Except  for  the  Assignment  for  14  loans  herein 
set  forth,  which  relate  to  Mrotgages  Issuer  previously  had 
assigned  to  FNMA  and  which  subsequently  were  assigned 
back  to  Issuer,  all  of  the  unrecorded  Assignments  of  Mort- 
gages fail  to  set  forth  the  recording  data  for  the  various  Mort- 
gages in  the  Pool. 

Title  Policy  refers  to  the  Mortgage  as  dated  Mar.  11,  1970. 
Correct  date  is  July  16,  1970.  Correct  by  indorsement  to 
title  policy. 
On  Form  1706  the  FHA  Insurance  date  is  listed  as  June  18, 1970. 
The  correct  date  is  June  16,  1970.  Correct  copies  of  Form 
1706. 
Mortgage  Bond  executed  by  Mortgagor  on  July  19,  1970  and 
acknowledged  by  Notary  on  July  16,  1970.  Mortgage  refers 
to  note  or  bond  of  even  date  and  was  dated  and  acknowledged 
on  July  16,  1970.  Exception  noted  for  the  record.  No  recom- 
mendation being  made  unless  a  question  arises  due  to 
difference  in  dates. 
Title  Policy,  Schedule  A-2,  refers  to  Mortgage  as  dated  June  30, 
1970.  Correct  date  is  June  29,  1970.  Correct  by  Indorsement 
to  title  policy. 
Both  the  date  of  the  mortgage  and  recording  data  therefor 
omitted  from  the  unrecorded  Assignment.  While  the  Title 
Policy  reveals  the  fact  of  the  assignment  of  the  mortgage  to 
FNMA  and  its  reassignment  to  the  Issuer,  such  data  is 
missing  from   the  unrecorded   Assignment   of   Mortgage. 

SP  31-43 — Jenkins The  corporate  seal  is  missing  from  the  unrecorded  Assignment 

of  Mortgage. 
Do. 
Do. 
FHA  case  number  has  been  omitted  from  the  Mortgage  Bond. 
The  corporate  seal  is  missing  from  the  unrecorded  Assign- 
ment of  Mortgage.  The  Title  Policy  refers  to  Mortgage  as 
dated  July  27,  1979.  Correct  date  is  July  27,  1970.  Correct 
by  Indorsement  to  title  policy. 
The  corporate  seal  is  missing  from  the  unrecorded  Assignment 
of  Mortgage. 
Do. 
The  Title  Policy  recites  the  Mortgage  was  recorded  July  7, 1970. 
The  correct  date  is  July  6,  1970.  Correct  by  Indorsement  to 
title  policy.  The  corporate  seal  is  missing  from  the  unrecorded 
Assignment  of  Mortgage.  On   Form   1706  the  Date  Loan 
Closed  is  listed  as  June  29, 1960.  This  is  the  date  of  the  Bond 
and  Mortgage.  The  correct  dale  is  June  29,  1970.  Correct 
copies  of  Form  1706. 

SP  31-68 — Semiglia The  corporate  seal  is  missing  from  the  unrecorded  Assignment 

of  Mortgage.  Title  Policy,  Schedule  A-2,  recites  the  Mortgage 
was  recorded  July  23, 1970.  The  correct  date  is  July  29, 1970. 
Correct  by  Indorsement  to  title  policy. 

SP  31-71 — Simmons The  corporate  seal  is  missing  from  the  unrecorded  Assignment 

of  Mortgage. 

SP  31-72 .Slater Do. 

SP  31-74.... Spells .     "'         Do. 

SP  31-75.. ._ Stringer Do. 


5    SP  31-38.... Holder. 


5    SP  31-41.... Jackson. 


5  SP  31-44... _ Johnson. 

6  SP  31-45 Jones... 

6    SP  31-46... Lewis... 


6    SP  31-47 Lopez.. 

6    SP  31-49,... McCoy. 

8    SP  31-^4 Rivera. 


April  26,  1971. 
Attention  :  Sanford  Allison,  President. 
Re  GNMA  Mortgage  Pool  No.  31. 
Springfield  Equities  Ltd., 
Jamaica,  N.Y. 

Gentlemen  :  I  examined  the  loan  documents  in  the  above-mentioned  Pool  in  the 
office  of  the  Custodian,  Marine  Midland  Grace  Trust  Comitany  of  New  York.  New 
York,  New  York,  on  April  1."),  1971.  Each  mortgage  file  contained  all  the  docu- 
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ments  listed  on  your  Schedule  of  Pooled  Mortgages  (Form  HUD  1706)  and  ap- 
peared to  be  in  proper  order  except  for  the  items  listed  under  Comments  and  Cor- 
rections on  the  enclosed  Examination  of  Loan  Documents  form. 

The  Guaranty  Agreement  entered  into  with  GNMA  states  that  the  Issuer 
warrants  that  it  has  delivered  to  the  Custodian  a  Certificate  of  Fire  Insurance 
with  respect  to  each  mortgage  in  the  aforesaid  Pool.  However,  there  is  no  evidence 
of  such  Certificate  in  any  of  the  files  examined  on  April  15, 1971. 

It  is  also  a  provision  of  the  said  Guaranty  Agreement  that  each  of  the  Mort- 
gage Bonds  or  Notes  in  the  Pool  be  endorsed  in  blank  by  the  Issuer.  This  provi- 
sion has  not  been  complied  with  as  none  of  the  Mortgage  Bonds  have  been  so 
endorsed. 

I  will  appreciate  it  If  you  will  carefully  review  the  listed  items  and  arrange 
for  their  timely  correction  thereof  and  will  so  inform  GNMA  accordingly. 

A  copy  of  the  enclosed  Examination  of  Loan  Documents  is  being  forwarded  to 
the  Custodian,  directed  to  the  attention  of  Mr.  James  F.  Schneider,  Senior  Vice 
President. 

Matters  affecting  title  policies  should  be  corrected  by  Indorsements  thereto, 
eliminating  the  necessity  for  withdrawing  such  policies  from  the  Pool  files. 

GXMA  requires  that  Form  HUD  1708,  Request  for  Release  of  Documents,  be 
used  at  all  times  for  the  release  and  withdrawal  of  documents  from  the  Pool. 
Additionally,  it  is  necessary  that  all  of  the  information  requested  be  provided 
in  such  form.  Of  especial  importance  is  the  requirement  that  a  Settlement  Date 
be  shown  in  the  space  provided  therefor. 

If  there  are  any  questions  concerning  the  examination,  please  do  not  hesitate 
to  communicate  with  GNMA. 
Very  truly  yours, 

(S)     Carl  Lindstbom, 

Program  Specialist, 
Office  of  Loans,  MBS  Pool  Administration. 

Enclosure. 


January  20,  1971. 
Attention  :  John  E.  Buehler,  Vice  President. 
Re  GNMA  Mortgage  Pool.  No.  14. 
Mountain  State  Investment  Corp. 
Albuquerque,  N.Mex. 

Gentlemen  :  I  examined  the  loan  documents  in  the  above-mentioned  Pool  in 
the  office  of  the  Custodian,  Albuquerque  National  Bank,  Albuquerque,  New 
Mexico,  on  November  24,  1970.  Each  mortgage  file,  with  one  exception,  con- 
tained all  of  the  documents  listed  on  your  Schedule  of  Pooled  Mortgages  ( Form 
HUD  1706)  and  appeared  to  be  in  proper  order  except  for  the  items  listed  under 
Comments  and  Corrections  on  the  enclosed  Examination  of  Loan  Document  form. 

I  will  appreciate  it  if  you  will  carefully  review  the  listed  items  and  arrange 
for  the  timely  correction  thereof  and  inform  GNMA  accordingly. 

A  copy  of  the  enclosed  Examination  of  Loan  Documents  is  being  forwarded 
to  the  Custodian,  directed  to  the  attention  of  Mr.  Robert  J.  Domenici,  Vice 
PrGsidcnt. 

Where  it  is  practical  to  effect  corrections  by  erasure  and  retyping,  please  be 
sure  that  such  corrections  are  initialed  by  a  corporate  officer,  preferably  the 
one  who  originally  signed  the  document  involved. 

Matters  affecting  title  policies  should  be  corrected  by  Indorsements  thereto, 
eliminating  the  necessity  for  withdrawing  such  policies  from  the  Pool  files. 

The  examination  revealed  that  in  addition  to  endorsing  the  Promissory  Notes 
in  blank,  Mountain  State  previously  had  endorsed  said  Notes  in  favor  of  Albu- 
querque National  Bank.  Such  previous  endorsements  must  be  cancelled,  either 
by  means  of  a  rubber  stamp  or  by  using  a  pen  to  write  the  word  "cancelled" 
thereon.  Regardless  of  the  method  adopted,  the  cancellation  shall  be  initialed 
by  a  corporate  officer  of  Mountain  States.  For  example,  if  Mr.  Buehler  cancels  the 
endorsements,  then  he  would  so  indicate  as  follows :  " J.E.B.,  V.P.  or  V.  Pres." 

The  rubber  stamp  used  by  Montana  States  Investment  Corporation  to  endorse 
the  Promissory  Notes  in  blank  made  a  very  poor  and  indistinct  impression  and 
consequentlv  there  is  no  indication  on  a  great  many  of  the  Notes  the  corporate 
capacity  of' the  signer,  John  E.  Buehler.  To  insure  that  there  will  not  be  any 
question  concerning  Mr.  Buehler's  authority  to  so  sign,  it  is  requested  that  the 
Secretary  or  an  Assistant  Secretary,  other  than  Mr.  Buehler,  of  Mountain  States 
prepare  a  statement  to  be  placed  in  the  Pool  files  attending  to  the  fact  that 
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John  E.  Buehler  was  authorized  to  and  did  endorse  the  Promissory  Notes  in 
blank  in  behalf  of  Mountain  States  Investment  Corporation  in  his  capacity  as  a 
Vice  President.  Please  forward  a  duplicate  copy  of  such  statement  to  GNMA  in 
Washington. 

As  noted  on  page  3  of  the  Examination  of  Loan  Documents  report,  the  Josey  file, 
your  Loan  No.  80-01-000087,  lacks  a  title  policy.  Under  your  Guaranty  Agree- 
ment with  GNMA,  a  standard  title  insurance  policy  is  required. 

The  examination  revealed  that  mortgages  for  approximately  28  loans  previ- 
ously had  been  assigned  to  FNMA,  but  were  reassigned  to  Mountain  States  prior 
to  the  makeup  of  the  pool  of  mortgages  for  GNMA  Pool  No.  14.  The  various  title 
policies  involved  show  FNMA  as  the  Insured  rather  than  Mountain  States  In- 
vestment Corporation,  and  there  are  no  recitals  therein  as  to  the  recording  of  the 
reassignment  of  the  mortgages  back  to  Mountain  States. 

Usually,  even  though  the  policies  do  not  now  show  the  present  insured,  they 
should  be  brought  down  to  show  and  include  the  recording  of  the  reassignments. 
As  this  is  accomplished  by  Indorsements  to  the  policies,  it  would  be  a  simple 
matter  to  at  the  same  time  include  in  such  Indorsements  the  name  of  the  present 
Insured,  Mountain  States. 

However,  it  is  my  recollection  that  during  the  process  of  the  examination  the 
foregoing  was  discussed  by  telephone  with  Mr.  Austin  Frum,  Director  of  the 
Mortgage-Backed  Securities  Section  in  Washington,  D.C.,  and  that  he  requested 
Mountain  States  to  submit  a  letter  in  support  of  its  claim  that  by  reason  of  the 
wording  in  the  various  policies  successors  in  ownership  of  the  indebtedness  are 
insured  without  the  necessity  of  bringing  down  the  policies  or  securing  indorse- 
ments thereto.  Additionally,  he  requested  that  the  letter  be  accompanied  with 
the  applicable  wording  from  the  policies  of  the  various  companies  involved  or  to 
submit  specimen  copies  of  such  policies. 

By  way  of  assistance  I  agreed  to  list  the  names  of  the  title  companies  involved 
and  the  policies  attributable  to  each.  Herewith  such  information  for  the  28  loans 
involved. 

Chicago  Title,  11 ;  Lawyers  Title,  10 ;  Pioneer  Title,  3 ;  Stewart  Title,  2 ;  Com- 
mercial Standard,  1 ;  and  1  not  classified. 

Upon  receipt,  the  letter  and  accompanying  wording  from  the  title  policies  will 
be  reviewed  and  if  suflScient,  Mountain  States  will  be  so  informed  GNMA  re- 
quires that  Form  HUD  1708,  Request  for  Release  of  Documents,  be  used  at  all 
times  for  the  release  and  withdrawal  of  documents  from  the  Pool.  Additionally, 
it  is  necessary  that  all  of  the  information  requested  be  provided  in  such  form.  Of 
especial  importance  is  the  requirement  that  Settlement  Date  be  shown  in  the 
space  provided  therefor. 

If  there  are  any  questions  concerning  the  examination,  please  do  not  hesitate 
to  communicate  with  GNMA. 
Very  truly  yours, 

Carl  Lbndstrom, 
Program  Specialist, 
Offlce  of  Mortgage  Backed  Securities,  ON  MA. 

Enclosures. 

GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION-EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH 

CUSTODIAN 

GNMA  Pool  No.  14.  Issuer:  Mountain  States  Investment  Corp.  No.  of  loans  in  pool,  125. 
Custodian:  Albuquerque  National  Bank,  Albuquerque,  N.  Mex.,  Nov.  24, 1970. 

Page  of 
sched- 
ule 
(HUD 
1706)       Issuer's  loan  No.       Name  of  mortgagor  Comments-corrections 

1    1 Anderson Title  Policy  of  Chicago  Title  shows  FNMA  as  the  Insured. 

Security  and  Indorsement  thereto  containing  the  recording 
data  for  the  reassignment  of  the  Mortgage  from  FNMA  to 
Mountain  States  with  the  last  named  as  the  Insured. 

1    2 Capron Similar  fact  situation  as  the  foregoing,  except  this  involves  a 

Title  Policy  of  Lawyers  Title. 

1    3 Casias Similar  fact  situation  as  above  and  involves  a  Title  Policy 

issued  by  Lawyers  Title. 

1    4 Conder Similar  fact  situation  as  above  and  involves  a  Title  Policy 

issued  by  Pioneer  National  Title. 

1    6 Guana FHA  Mortgage  Insurance  Certificate,  No.  361-052445-203,  not 

endorsed  for  insurance  by  FHA.  Use  Form  1708  to  withdraw 
Certificate  for  Endorsement  by  Albuquerque  Insuring  Office. 
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GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION-EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT 
WITH  CUSTODIAN— Continued 

GNMA  Pool  No.  H.  Issuer:  Mountain  States  Investment  Corp.  No.  of  loans  in  pool,  125. 
Custodian:  Albuquerque  National  Bank,  Albuquerque,  N.  Mex.,  Nov.  24, 1970. 


Page  of 
sched- 
ule 
(HUD 
1706) 


Issuer's  loan  No.       Name  of  mortgagor 


Comments-corrections 


1    13 Kiley 

1  14.. Leonard 

2  17 Maes  &  Chavez. 

1  16.... Lopez. 

2  19 McElroy 

2    20... O'NeilL.. 


2    21 Pates.. 

2    24 Steinle. 


2    25 Winegeart. 

2    26 Amberg... 


2    27 Bustamante. 


2  30 Gallegos,  Jr.... 

3  32 Hughes... 

3    33 Lopez  &  Leyba. 

3    35 IVlolina 

3    36 Perez 

3    37... Seaburgh 

3    38. Galvez 


3    40 Martinez. 

3    41... Romero.. 

3    45 Lopez 


4  49. 

4  53. 

4  55. 

5  66. 
5  76. 


Russell 

Chambers. 

Hayes 

Adams 

Gonzales.. 


Pollard. 


.  Similar  fact  situation  as  mentioned  in  cases  above  and  in- 
volves a  Title  Policy  issued  by  Lawyers  Title. 

.  Similar  fact  situation  as  mentioned  in  cases  above  and  in- 
volves a  Title  Policy  issued  by  Chicago  Title. 

.  In  the  unrecorded  Assignment  of  Mortgage,  correct  spelling 
of  word  "Association"  which  is  spelled  therein  as  "associa- 
tion." 

.  Similar  fact  situation  as  mentioned  in  cases  above  and  in- 
volves a  Tiile  Policy  iesued  by  Lawyers  Title. 

.  Similar  fact  situation  as  mentioned  in  cases  above  and  in- 
volves a  Title  Policy  issued  by  Chicago  Title. 

.  Similar  fact  situation  as  mentioned  in  cases  above  and  in- 
volves a  Title  Policy  issued  by  Lawyers  Title. 

Similar  fact  situation  as  mentioned  in  cases  above. 

.  Same  fact  situation  as  set  forth  for  Loan  No.  1,  Page  1,  and 
involves  a  Title  Policy  issued  by  Chicago  Title. 

.  Similar  fact  situation  as  the  foregoing  and  involves  a  Title 
Policy  issued  bv  Stewart  Title. 

.  Similar  fact  situation  as  the  foregoing  and  involves  a  Title 
Policy  issued  by  Chicago  Title,  Also,  the  unrecorded  As- 
signment of  Mortgage  refers  to  Recorder's  File  No.  7781.  The 
correct  reference  is  No.  7787.  Correct  Assignment. 

.  Unrecorded  Assignment  of  Mortgage  has  spelling  of  County  as 
Bernlaillo,  instead  of  Bernalillo.  Correct  Assignment  for  this 
error  as  well  as  the  incorrect  spelling  of  Government, 
spelled  therein  as  Gobernment. 

.  Similar  fact  situation  as  mentioned  in  cases  above  and  involves 
Title  Policy  issued  by  Lawyers  Title. 

.  Similar  fact  situation  as  mentioned  in  cases  above  and  involves 
Title  Policy  issued  by  Chicago  Title. 

.  Similar  fact  situation  as  mentioned  in  cases  above  and  involves 
Tile  Policy  issued  by (Lawyers  Title) 

.  Similar  fact  situation  as  mentioned  in  cases  above  and  involves 
Title  Policy  issued  by  Chicago  Title. 

.  Similar  fa:t  sitUition  as  ment  oned  in  cases  above  and  involves 
Title  Polisy  issued  by  Chicago  Title. 

.  Similar  fact  situation  as  mentioned  in  cases  above  and  involves 
Title  Policy  issued  by  Pioneer  National  Title. 

.  Simibr  fact  situation  as  mentioned  in  cases  above  and  involves 
Tiile  Policy  issued  by  Stewart  Title.  Also,  the  unrecorded 
Assignment  of  Mortgage  incorrectly  spells  July  as  JULT. 
Correct    Assignment. 

.  Similar  fact  situation  as  mentioned  in  cases  above  and  involves 
Title  Policy  issued  by  Lawyers  Title. 

.  Similar  fact  situation  as  mentioned  in  cases  above  and  involves 
Title  Policy  issued  by  Lawyers  Title. 

.  Original  Mortgage  missing— file  contains  certified  copy  issued 

by  Dona  Ana  County  Clerk,  Also,  similar  fact  situation  as 

mentioned  in  cases  above  and  involves  Title  Pcllcy  issued  by 

Pioneer  Title. 

Same  fact  situation  as  set  forth  for  Loan  #1,  Page  1,  and 

involves  a  Title  Policy  issued  by  Chicago  Title. 
Simil.ar  fact  situation  as  the  foregoing  and  involves  a  Title 

Policy  issued  by  Lawyers  Title. 
Unrecorded  Assignment  of  Mortgage  refers  to  Page  804.  The 

correct  reference  is  Page  801.  Correct  Assignment. 
In  the  unrecorded  Assignment  of  Mortgage,  Bernalillo  County 
is  incorrectly  spelled  Bernlaillo  County.  Correct  Assignment. 
In  the  unrecorded  Assignment  of  Mortgage  the  recording  ref- 
erence is  given  as  Page  81.  Correct  reference  is  78.  Correct 
Assignment. 
The  Mortgage  was  rerecorded,  but  the  Assignment  of  Mort- 
gage only  has  the  recording  data  for  the  rerecording.  It  is 
required  that  there  be  an  Assignment  with  the  recording 
data  for  the  original  or  first  recording.  The  Title  Policy 
issued  by  Stewart  Title  only  shows  the  recording.  Secura 
an  Indorsement  to  this  Policy  which  showj  both  the  original 
recording  and  the  rerecording  data. 


83-703« — 73 — pt.  2b 
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GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION— EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT 
WITH   CUSTODIAN— Continued 

GNMA  Pool  No.  14.  Issuer:  Mountain  States  Investment  Corp.  No.  of  loans  in  pool,  125. 
Custodian:  Albuquerque  National  Bank,  Albuquerque,  N.  Mex.,  Nov.  24,  1970. 

Page  of 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No.       Name  of  mortgagor  Comments-corrections 

6  87 Josey This  file  lacks  a  Title  Policy.  This  is  a  major  home  Improve- 
ment loan  under  Section  203(K).  A  policy  Is  required  which 
may  be  a  copy  of  the  one  issued  to  the  holder  of  the  First 
Trust  Deed  or  Mortgage.  Also,  the  Home  Improvement 
Mortgage  Note  and  the  Mortgage  Insurance  Certificate  both 
bear  FHA  Case  No.  361- 053361-202  while  the  card  itself 
shows  Insurance  under  Section  203(K).  Both  documents 
should  be  withdrawn  and  corrected  to  clear  up  the  errors. 

6  90 Markham The  unrecorded  Assignment  of  Mortgage  refers  to  the  Mortgage 

as  being  recorded  In  Book  MTG  Instead  of  Book  13.  Correct 
the  Assignment. 

7  95 Fralssinet The  Mortgage  was  rerecorded,  but  the  Assignment  of  Mortgage 

only  has  the  recording  data  for  the  original  recording.  It  is 
required  tha'  there  be  an  Assignment  for  tha  rerecording. 
The  Title  Policy  Issued  by  Pioneer  National  only  shows  the 
original  recording.  Secure  an  Indorsement  to  this  Policy 
which  shows  the  recording  data  for  the  rerecording  as  well 
as  the  original  recorning. 

7  98 Hall Name  of  County  omitted  from  Notary  acknowledgement  on 

recorded  Mortgage.  (Grant  County) 

8  108 Brov/ning The  unrecorded  Assignment  of  Mortgage  incorrectly  refers  to 

Book  MO  936  Instead  of  Book  MD  936.  Correct  the  Assign- 
ment. 

8    109. _ .._ Garcia _. __  The  unrecorded  Assignment  of  Mortgage  Incorrectly  spells  the 

name  Cecilia  as  Cecilia.  Correct  the  Assignment. 

8    116... Ccntreras Same  fact  situation  as  set  forth  for  Loan  #1,  Page  1,  and 

Involves  a  Title  Policy  Issued  by  Commercial  Standard  Title. 

8    118. ._ Madrid _.  Similar  fact  situation  as  the  foregoing  and  Involves  a  Title 

Policy  Issued  by  Chicago  Title. 

8    119 Gonzales. Similar  fact  situation  as  the  foregoing  and  Involves  a  Title 

Policy  Issued  by  Chicago  Title. 

8  124 White. The  Mortgage  was  rerecorded,  but  the  unrecorded  Assignment 

of  Mortgage  has  the  recording  data  for  the  rerecording.  It 
Is  required  that  there  be  an  Assignment  with  the  recoramg 
data  for  the  original  or  first  recording.  The  Title  Policy  Issued 
by  Stewart  Title  only  shows  the  rerecording.  Secure  an 
Indorsement  to  this  Policy  which  shows  both  the  original 
recording  and  the  rerecording  data. 

9  128. Archlbeque In  the  unrecorded  Assignment  of  Mortgage,  correct  the  spelling 

of  the  date  28hh  to  28th  and  Otbber  to  October.  Correct 
Assignment. 

9    136 Kearney In  tha  unrecorded  Assignment  of  Mortgage  the  reference  is  to 

File  No.  989411  Instead  of  the  correct  number,  98941.  Correct 
the  Assignment. 

Note:  The  Promissory  Notes  also  bear  an  endorsement  in  favor  of  or  to  Albuquerque  National  Bank. 

January  14, 1971. 
Attention  :  W.  J.  Schade,  Vice  President. 
Re  GNMA  Mortgage  Pool  No.  35. 
Mortgage  Investment  Co.  of  El  Paso,  Tex., 
El  Paso,  Tex. 

Gentlemen  :  I  examined  tlie  loan  documents  in  tlie  above-mentioned  Pool  in  the 
office  of  the  Custodian,  First  National  Bank  in  Albuquerque,  Albuquerque.  New 
Mexico,  on  November  23,  1970.  Each  mortgage  file  contained  all  of  the  documents 
listed  on  your  t^chedule  of  I'ooled  Mortgages  (Form  HUD  170(5)  and  appeared  to 
be  in  proper  order  except  for  the  items  listed  under  Comments  and  Coi'rection.^  on 
the  enclosed  Examination  of  Loan  Documents  form. 

I  will  appreciate  it  if  .von  will  review  the  listed  items  and  arrange  for  the 
timely  correction  thereof  and  inform  (JNINIA  accordingly. 

A  coi)y  of  the  enclosed  Examination  of  Loan  Documents  is  being  forwarded  to 
the  Custodian,  directed  to  the  attention  of  Mrs.  Sobie  Chavez,  Senior  I^oan 
Proces.sor. 

Here  again,  as  in  Mortgage  Pool  No.  11,  your  attention  is  directed  to  the  fact 
the  majority  of  the  items  written  up  and  commented  on  relate  to  errtus  or 
omissions  in  the  Notary  Acknowledgements  in  various  of  the  recorded  mortgages. 
It  proba))ly  is  not  only  impracticable,  but  would  prove  too  costly  to  attempt  to 
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effect  a  cure  of  tlie  faulty  ackuowledgenients  and  rerecord  the  inorttraires  in- 
volved. More  importantly,  as  I  understand  it.  accordiiii;  to  Xew  Mexico  Statutes, 
though  unverified,  the  validity  of  the  niortirages  in  question  hasn't  heen  affected 
thereby.  It  is  our  hope  this  phase  of  processing  will  be  more  carefully  checked 
and  reviewed  when  preparing;  future  Mortfcage  Pools. 

Oilier  than  matters  discussed  above,  items  requiring  correction  or  other  action 
are  relatively  few  in  number  when  considered  in  relation  to  the  number  of  loan 
tiles  comprisinu:  this  Pool. 

Where  it  is  practical  to  effect  corrections  by  erasure  and  retyping,  please  be 
sure  that  such  corrections  are  initialed  by  a  cori»oi'iite  officer,  preferably  the  one 
who  originally  signed  the  document  involved. 

Matters  affecting  title  i>olicies  should  be  corrected  by  indorsements  thereto, 
eliminating  the  necessity  for  withdrawing  such  policies  from  the  Pool  files. 

It  has  liecn  suggested  to  me.  and  I  so  recommend,  that  when  a  "blanket''  Assign- 
ment of  .Mortgages  is  used,  then  in  that  event,  copies  thereof  be  placed  in  the 
individual  tiles. 

GXMA  requires  that  Form  HUD  1708,  Request  for  Release  of  Documents,  be 
used  at  all  times  for  the  release  and  withdrawal  of  documents  from  the  Pool. 
Additionally,  it  is  necessary  that  all  of  the  information  requested  be  provided  in 
such  form.  Of  especial  importance  is  the  requirement  that  a  Settlement  Date 
be  shown  in  the  space  provided  therefor. 

If  there  are  any  questions  concerning  the  examination,  please  do  not  hesitate 
to  communicate  with  GNMA. 


Very  truly  yours, 


Enclosure. 


Carl  LixusTROir, 
Program  Specialist, 
Office  of  Mortgage-Backed  Securities,  GNMA. 


December  17,  1970. 
Mr.  Robert  J.  Domenici, 
^'irc  PresiiJent.  Albuquerque  National  Bank, 
Albuquerque,  N.  Mex. 

Dear  Mr.  Domenici  :  I  want  to  express  my  appreciation  for  your  courtesy  and 
cooperation  on  November  24,  1970,  when  I  was  in  Albuquerque  National  Bank 
examining  the  loan  documents  in  connection  with  GNMA  Mortgage  Pool  Xo.  14 
of  Mountain  States  Investment  Corporation. 

To  you  and  your  staff  I  extend  the  greetings  of  Christmas  and  the  New  Year. 
Sincerely, 

Carl  Lindstrom. 
Program  Specialist, 
Office  of  Mortgage-Backed  Securities,  GNMA. 

GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION— EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH 

CUSTODIAN 

GNMA  Pool  No.  35.  Issuer:  Mortgage  Investment  Co.  of  El  Paso,  Tex.  Number  of  loans  in  pool,  138  Number  of  hans  on 
form  1706,  142. 
Custodian:  First  National  Bank  in  Albuquerque,  Albuquerque,  N.  Mex.,  Nov.  23,  1970. 

Page  of 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No.       Name  of  mortgagor  Comments-corrections 

1     37899.- ...-  Taylor __.  Name  of  County  omitted  from  Notary  acknowledgement  on 

recorded  Mortgage.  (Bernalillo  County). 

1     37903. Tafoya Blanket  Assignment  of  Mortgage  shows  date  of  Mortgage  as 

January  27,  1970.  Correct  date  is  January  26,  1970.  Change 
Assignment  accordmgly. 

1     37941 _  Richardson... On  the  Mortgage  Note  the  middle  initial  of  Sandra  L.  Richardson 

left  out  when  signing,  r^ame  of  County  and  words  "they" 
and  "their"  omitted  from  Notary  acknowledgement  on 
recorded  Mortgage.  Use  Form  1708  to  withdraw  Note  to 
complete  signature. 

1    37971 Garcia Name  of  County  onutted  from  Notary  acknowledgement  on 

recorded  Mortgage.  (Bernalillo  County). 

1  37995.. Smith Words  "they"  and  "their"  crr.itted  from  Notary  acknowledge- 
ment of  recorded  Mortgage.  (Bernalillo  County) 

1     37998 Trujillo Item  1  of  the  Title  Policy  snov.s  the  vesting  in  Amada  Trujillo 

and  Barbara  M.  Trujillo  (his  wife).  The  correct  vesting  is 
Amado  B.  Trujillo  and  Barbara  J.  Trujillo,  his  wife.  Correct 
by  an  Indorsement  to  the  Title  Policy. 
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GOVERNMENT  NAl.ONAL  MORTGAGE  ASSOCIATION-EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH 

CUSTODIAN— Continued 

GNMA  Pool  No.  35.  Issuer:  Mortgage  Investment  Co.  of  El  Paso,  Tex.  Number  of  loans  in  pool,  138.  Number  of  loans  on 
form  1706,  142. 
Custodian:  First  National  Bank  in  Albuquerque,  Albuquerque,  N.  Mex.,  Nov.  23, 1970. 

Page  of 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No.       Name  of  mortgagor  Comments-corrections 

1  38002 Cooper.-- -.- Name  of  County  omitted  from  Notary  acknowledgement  on 

recorded  Mortgage.  (Bernalillo  County) 

2  38118 Clayton, Name  of  County  omitted  from  Notary  acknowledgement  on 

recorded  Mortgage.  (Lea  County) 

2  38119 Sharp The  Assignment  names  only  2  of  the  4  Mortgagors.  The  other 

2  should  be  included  thereon  unless  it  is  considered  alright 
under  New  Mexico  Statutes,  and  that  2  names  are  sufficient 
to  identify  the  recorded  Mortgage. 

3  3817! - Wright Name  of  County  omitted  from  Notary  acknowledgement  on 

recorded  Mortgage.  (Bernalillo  County) 

3    38176 Gutierrez Name  of  County  omitted  from  Notary  acknowledgement  on 

recorded  Mortgage.  (Bernalillo  County) 

3  38184.. Clevenger Words  "they"  and  "their"  omitted  from  Notary  acknowledge- 

ment on  recorded  Mortgage. 

4  38203 Robberson Notary  acknowledgement  on   recorded  Mortgage  has  words 

"they"  and  "their"  instead  of  "he"  and  "his."  (Bernalillo 
County). 

4    3S209 --  Buchanan,  Jr Name  of  County  omitted  from  Notary  acknowledgement  on 

recorded  Mortgage.  (Bernalillo  County). 

4    37813- Garcia Item  2  of  the  Title  Policy  purports  to  describe  the  real  property 

insured,  but  same  is  incomplete  as  a  "Metes  and  Bounds" 
description  is  involved  herein.  The  description  should  be  the 
same  as  that  in  the  recorded  Mortgage.  Correct  by  an  Indorse- 
ment to  the  Title  Policy. 

4    37825 Rubio The  Mortgage  was  rerecorded,  but  the  Assignment  thereof 

shows  recording  data  only  for  the  rerecording.  The  blanket 
Assignment  must  contain  the  data  for  the  original  recording. 

Note:  Promissory  Notes  not  endorsed,  however  this  was  taken  care  of  by  W.  J.  Schade  Vice  President  for  Mortgage 
Investment  Company  during  the  process  of  the  examination  of  the  olan  files. 

January  12,  1971. 
Attention  :  W.  J.  Schade,  Vice  President. 
Re  GNMA  Mortgage  Pool  No.  11. 
Mortgage  Investment  Co.  of  El  Paso,  Tex. 
El  Paso,  Tex. 

Gentlemen :  I  examined  the  loan  documents  in  the  above  mentioned  Pool  in 
the  otiice  of  the  Custodian,  First  National  Bank  in  Albuquerque,  Albuquerque, 
New  Mexico,  on  November  20,  1970.  Each  Mortgage  file  contained  all  of  the 
documents  listed  on  your  Schedule  of  Pooled  Mortgages  (Form  HUD  1706)  and 
appeared  to  be  in  proper  order  except  for  the  items  listed  under  Comments  and 
Corrections  on  the  enclosed  Examination  of  Loan  Documents  form. 

I  Avill  appreciate  it  if  you  will  review  the  listed  items  and  arrange  for  their 
correction  and  inform  GNMA  accordingly. 

A  copy  of  the  enclosed  Examination  of  Loan  Documents  is  being  forwarded 
to  the  Custodian,  directed  to  the  attention  of  Mrs.  Sobie  Chavez,  Senior  Loan 
Processor. 

Your  attention  is  directed  to  the  fact  the  majority  of  the  items  written  up 
and  commented  on  relate  to  errors  or  omissions  in  the  Notary  Acknowledgements 
in  various  of  the  recorded  mortgages.  It  probably  is  not  only  impracticable,  but 
would  prove  to  be  too  costly  to  attempt  to  effect  a  cure  of  the  faulty  acknowle<lge- 
ments  and  rerecord  the  mortgages  involved.  More  importantly,  as  I  understand 
it,  according  to  New  Mexico  Statutes,  though  unverified,  the  validity  of  the 
mortgages  in  question  hasn't  been  affected  thereby. 

Other  than  the  foregoing,  items  requiring  correction  or  other  action  are  rela- 
tively few  in  number  when  considered  in  relation  to  the  number  of  loan  files 
comprising  this  Pool. 

It  has  been  suggested  to  me,  and  I  so  recommend,  that  when  a  "blanket" 
Assignment  of  INIortgages  is  used,  then  in  that  event,  copies  thereof  be  placed 
in  the  individual  files. 
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GNMA  requires  that  Form  HUD  1708,  Request  for  Release  of  Documents,  be 
used  at  all  times  for  the  release  and  withdrawal  of  documents  from  the  Pool. 
Additionally,  it  is  necessary  that  all  of  the  information  requested  be  provided 
in  such  form.  Of  special  importance  is  the  requirement  that  a  Settlement  Date 
be  shown  in  the  space  provided  therefor. 

If  there  are  any  questions  concerning  the  examination,  please  do  not  hesitate 
to  communicate  with  GNMA. 
Very  truly  yours, 

Carl  Lindstrom, 
Program  Specialist, 
Office  of  Mortgage-Backed  Securitids,  GNMA. 
Enclosure. 

GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION— EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSITS  WITH 

CUSTODIAN 

GNMA  Pool  No.  11.  Issuer:  Mortgage  Investment  Co.  of  El  Paso,  Tex.  Number  of  loans  in  pool,  186. 
Custodian:  1st  National  Bank  in  Albuquerque,  Albuquerque,  N.  Mex.,  Nov.  25, 1970. 


Name  of  mortgagor  Comments-corrections 

Carpenter Words  "they"  and  "their"  omitted  from  Notary  acknowledge- 
ment on  recorded  Mortgage.  (Curry  County) 

Hayden Words  "they"  and  -"their"  omitted  from  Notary  acknowledge- 
ment on  recorded  Mortgage.  (Curry  County) 

McCormack Words  "they"  and  "their"  omitted  from  Notary  acknowledge- 
ment on  recorded  Mortgage.  (Curry  County) 

Jinkins The  legal  description  on  the  recorded  Mortgage  not  the  same  as 

that  on  the  copy  of  the  Deed  from  FHA  in  the  file.  It  may  be 
satisfactory,  but  should  be  further  checked,  perhaps  'with 
the  title  company,  just  to  be  certain. 

Foster Legal  descriotion  in  recorded  Mortgage  incorrect;  reference  to 

Block  26  omitted,  instead  refers  to  Block  27  twice.  Use  Form 
1708  to  withdraw  Mortgage  document  for  correction  and 
rerecording,  then  provide  an  Assignment  with  new  recording 
data  therein. 

Morga Name  of  County  and  words  "they"  and  "their"  omitted  from 

Notary  acknowledgement  on  recorded  Mortgage.  (Bernalillo 
County) 

Niece File  contains  a  copy  of  the  Mortgage  with  a  notation  thereon 

that  the  original  thereof  is  being  rerecorded  due  to  the 
failure  of  the  County  Clerk  to  designate  page  numbers  for 
the  original  recording.  Requires  new  Assignment  for  the 
rerecording  data. 

Alien Notary  acknowledgement  on  recorded   Mortgage  has  words 

"they"  and  "their"  instead  of  "she"  and  "her."  (Bernalillo 
County) 

Ivey Words  "they"  and  "their"  omitted  from  Notary  acknowledge- 
ment on  recorded  Mortgage.  (Bernalillo  County) 

Burke Words  "they"  and  "their"  omitted  from  Notary  acknowledge- 
ment on  recorded  Mortgage.  (Curry  County) 

Batten Legal  description  in  the  recorded  Mortgage  recites  "School 

Districts  No.  13  and  20—"  vvhile  Deed  from  Federal  Housing 
Commissioner  recites  "—School  District  No.  13  and  22—." 
Check  to  determine  which  legal  is  correct.  If  incorrect  on 
Mortgage,  then  use  Form  1708  to  withdraw  Mortgage  docu- 
ment for  correction  and  rerecording,  then  provide  an 
Assignment  with  the  new  recording  data  therein. 

5    38953 Shines Mortgage  was  rerecorded  and  the  blanket  Assignment  for 

Bernalillo  County  does  not  contain  the  recording  data  for 
the  original  recording. 
Note:  This  deficiency  was  corrected  prior  to  completion  of 
examination  of  files  in  this  Pool. 

5  38957 Williamson Assignment  of  recorded  Mortgage  in  error  as  to  date  and  page 

number.  Blanket  Assignment  for  Chaves  County. 
Note:  This  deficiency  was  corrected  prior  to  completion  of 
examination  of  files  in  this  Pool. 

6  39048 Troy_ Assignment  of  recorded  Mortgage  has  error  as  to  book  number. 

Blanket  Assignment  for  Otero  County. 
Note:  This  deficiency  was  corrected  prior  to  completion  of 

examination  of  files  in  this  Pool. 
6    39109 Pollers Name  of  County  v/as  omitted  from  Notary  acknowledgement 

on  recorded  Mortgage.  (Bernalillo  County) 
6    39118 Smith.. Name  of  County  was  omitted  from  Notary  acknowledgement  on 

recorded  Mortgage.  (Bernalillo  County) 
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Issuer's  loan  No. 

1 

38294 

1 

38295 

1 

38331... 

1 

38354 

1 

38374 

2 

38418. 

2 

38444. 

3 

38575... _ 

3 

38653. 

4 

38768 

5 

38916 
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January  7, 1971. 
Attention  :  J.  J.  Keeshan,  Executive  Vice  President. 
Re  GNMA  Mortgage  Pool  No.  111. 
Pacific  Western  Mortgage  Co., 
Loa  Angeles,  Calif. 

Gentlemen  :  I  examined  the  loan  documents  in  the  above-mentioned  Pool  in  the 
office  of  the  Custodian,  Security  Pacific  National  Bank,  9716  Wilshire  Boulevard, 
Beverly  Hills,  California,  on  December  1,  1970.  Each  mortgage  file  contained  all 
of  the  documents  listed  on  your  Schedule  of  Pooled  Mortgages  (Form  HUD  1706) 
and  appeared  to  be  in  proper  order  except  for  the  items  listed  under  Comments 
and  Corrections  on  the  enclosed  Examination  of  Loan  Documents  form. 

I  will  appreciate  it  if  you  will  review  the  listed  items  and  arrange  for  the 
timely  correction  therefor  and  inform  GNMA  accordingly. 

A  copy  of  the  enclosed  Examination  of  Loan  Documents  is  being  forwarded  to 
the  Custodian,  directed  to  the  attention  of  Mr.  J.  R.  Creighton,  Vice  President. 

Items  commented  on  and  requiring  correction  are  relatively  few  in  number 
in  relation  to  the  number  of  files  examined,  indicating  a  generally  careful  prep- 
aration and  checking  of  the  various  documents  in  the  loan  files. 

It  is  .suggested  that  matters  affecting  title  policies  be  corrected  by  Indorsement 
thereto,  eliminating  the  necessity  for  withdrawing  such  policies  from  the  Pool 
files. 

Further  it  is  required  that  Form  HUD  1708.  Request  for  Release  of  Documents, 
be  used  at  all  times  for  the  release  and  withdrawal  of  documents  from  the  Pool. 
Additionally,  it  is  necessary  that  all  information  requested  be  provided  in  such 
form.  Of  especial  importance  is  the  requirement  that  a  Settlement  Date  be 
shown  in  the  space  provided  therefor. 

If  there  are  any  questions  coucerning  the  examination,  please  do  not  hesitate 
to  communicate  with  GNMA. 
Very  truly  yours, 

Carl  Lindstrom, 
Progra m  Sperialist. 
Office  of  Mortgage-Backed  Securities,  GNMA. 

Enclosure. 

GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION-EXAMINATION  OF  LOAN   DOCUMENTS  ON   DEPOSIT  WITH 

CUSTODIAN 

GNMA  poPl  No.  Ill— Issuer:  Pacific  Western  Mortgage  Co.— Number  of  loans  in  pool  105. 
Custodian:  Security  Pacific  National  Bank,  Beverley  Hills,  Calif.,  Dec.  1,  1970. 

Page  of 
sched- 
ule 
(HUD 

1705)        Issuer's  loan  No.       Name  of  mortgagor  Comments-corrections 

1    0103240-360136 Nichols ___  Title  Policy,  Schedule  C,  referring  to  legal  description,  county 

where  property  located  dseig'iated  as  Oacramento  instead 
of  Sacramento.  This  should  be  corrected  by  an  indorsement 
to  the  Policy. 

1  0103240-321592 Norwood Form  1706.  Schedule  of  Pooled  Mortgages,  lists  the  property 

address  as  824  Donner  Avenue,  the  824  having  been  inked 
in  over  the  284,  while  both  the  Deed  of  Trust  and  Title 
Policy  show  the  address  to  be  284  Donner  Ave.  Clear  up 
discrepancy 

2  0123240-210221 Gaskins Title  Policy  does  not  contain  a  description  of  the  real  property 

insured.  Correct  by  indorsement  to  Title  Policy. 

4  02C3240-350163 Woods Corporate  seal  missing  from  the  Corporation  Assignment  of 

Deed  of  Trust. 

5  0203240 -48041S  .._  Ballaine Recorded  Deed  of  Trust  and  Form  HUD  1706  list  address  of 

property  as  597  San  Luis  Rd.,  Berkeley,  while  Title  Policy 
by  Indorsement  lists  the  address  as  957  San  Luis  Road.  If 
Deed  of  Trust  is  in  error,  same  should  be  withdrawn  by 
request  on  Form  1708  and  rerecorded  with  correct  address. 
If  the  Title  Policy  is  in  error,  correct  by  another  Indorsement 

11    0403240-421347         Anderson  ...  Title  Pol'cv,  schedule  A  4,  shows  Deed  or  Trust  recorded  as 

Instrument  No.  20516.  The  correct  number  is  20517.  Correct 
by  an  Indorsement  to  the  Title  Policy. 

11    0403240-421343         Bernstrom On  face  of  FHA  iVortgage  Ins.  Cert,  reference  is  made  to  lot 

under  Sec.  303  (Case  No.  046-182688-303),  but  on  the 
reverse  endorsed  for  insurance  under  Sec.  203.  This  should 
be  clarified/corrected  on  the  face  of  the  FHA  form  to  reflect 
the  correct  Section  number. 
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Januaey  7,  1971. 
Attention  :  Roger  C.  Hooks,  Senior  Vice  President. 
Re  (iXiMA  Mortgage  Pool  No.  52. 
Investor's   Mortgage   Service  Co., 
Loa  Angeles,  Calif. 

Gentlemen  :  I  e.xamined  the  loan  documents  in  the  above-mentioned  Pool  in  the 
office  of  the  Custodian,  United  California  Bank,  3348  Wilshire  Boulevard,  Los 
Angeles,  California,  on  December  4  and  7,  1970.  Each  mortgage  file  contained  all 
of  the  documents  listed  on  your  Schedule  of  Pooled  Mortgages  (Form  HUD  1706) 
and  appeared  to  be  in  proper  order  except  for  the  items  listed  under  Comments 
and  Corrections  on  the  enclosed  Examination  of  Loan  Documents  form. 

I  will  appreciate  it  if  you  will  review  the  listed  items  and  arrange  for  the  timely 
correction  thereof  and  inform  GNMA  accordingly. 

A  copy  of  the  enclosed  Examination  of  Loan  Documents  is  being  forwarded  to 
the  Custodian,  directed  to  the  attention  of  Mrs.  Virginia  Jeffers,  Assistant  Secre- 
tary, in  the  Wilshire-Catalina  office. 

It  is  suggested  that  matters  affecting  title  policies  be  corrected  by  Indorsements 
thereto,  eliminating  the  necessity  for  withdrawing  such  policies  from  the  Pool 
tiles. 

Further,  it  is  required  that  Form  HUD  1708,  Request  for  Release  of  Documents, 
be  used  at  all  times  for  release  and  withdrawal  of  documents  from  the  Pool.  Addi- 
tionally, it  is  necessary  that  all  of  the  information  requested  be  provided  in  such 
form.  Of  especial  importance  is  the  requirement  that  a  Settlement  Date  be  shown 
in  the  space  provided  therefor. 

Whenever  there  are  recorded  Assignments  which  are  not  now  shown  in  the  re- 
spective title  policies,  then  Indorsements  should  be 'obtained  with  the  pertinent 
recording  data  for  such  Assignments  therein.  Further,  with  reference  to  the 
policies  above-mentioned,  same  should  be  reviewed  to  determine  if  the  present 
owner  of  the  beneficial  interest.  Investor's  Mortgage,  is  the  insured.  If  not,  then 
Indorsements  should  be  obtained  here  also.  For  instance,  if  a  policy  now  shows 
that  FNMA  is  the  insured  and  an  Indorsement  has  otherwise  been  requested, 
then  in  that  event  such  Indorsement  should  also  reflect  that  Investor's  Mortgage 
Service  Company  is  the  insured. 

The  examination  revealed  all  the  Assignments  of  the  Deeds  of  Trust/Mortgages 
for  the  entire  134  loans  comprising  this  Pool  to  be  in  good  order,  there  being  no 
discernible  errors.  This  is  indicative  of  competent  preparation  and  careful  check- 
ing and  reviewing  of  the  Assignments  during  the  process  of  forming  this  particu- 
lar Mortgage  Pool. 

If  there  are  any  questions  concerning  this  examination,  please  do  not  hesitate 
to  communicate  with  GNMA. 
Very  truly  yours, 

Carl  Lindstrom, 
Program  Specialist, 
Office  of  Mortgage-Backed  Securities,  GNMA. 

Enclosure. 

GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION-EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH 

CUSTODIAN 

GNMA  Pool  No.  52.  Issuer:  Investor's  Mortgage  Service  Co.  Number  of  loans  in  pool,  134. 
Custodian:  United  California  Bank,  Los  Angeles,  Calif.,  Dec.  4  and  7, 1970. 
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1706)       Issuer's  loan  No. 


Name  of  mortgagor 


Comments-corrections 


2    2-53236 Booker 

2  2-53110 Bullard 

3  2-52787 Clioate. 


Form  HUD  1706  lists  FHA  No.  041-259335-221  but  FHA  Mtg. 
Ins.  Cert,  and  D/Tr.  Note  liave  041-259338.  Correct  your 
copies  and  records. 

Title  policy  insures  for  $14,570.00.  Ttie  loan  is  for  $14,750.00. 
Correct  by  Indorsement  to  title  policy. 

Pertinent  documents  executed  by  the  Issuer  as  Assignor,  but 
the  Title  Policy  shows  FNMA  as  the  Insured  and  owner  of 
beneficial  interest  and  also  recites  data  re  2  recorded  Assign- 
ments not  then  in  the  file.  It  is  necessary  there  be  recorded 
an  assignment  of  the  beneficial  interest  from  FNMA  to 
Investor's  Mortgage  Serv.  Co. 

Note:  Assignments  referred  to  were  made  available  and 
reviewed  prior  to  completion  of  examination  of  files  in 
this  Pool. 
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GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION -EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH 

CUSTODIAN— Continued 

GNMA  Pool  No.  52.  Issuer:  Investor's  Mortgage  Service  Co.  Number  of  loans  in  pool,  134. 
Custodian:  United  California  Bank,  Los  Angeles,  Calif.,  Dec.  4  and  7,  1970. 

Page  of 
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ule 
(HUD 
1706)        Issuer's  loan    o.       Name  of  mortgagor  Comments-correction 

4    2-53036 Gann Pertinent  documents  executed  by  the  Issuer  as  Assignor,  but 

the  Title  Policy  shows  FNMA  as  the  Insured  and  owner  of 
beneficial  interest  and  also  recites  data  re  a  recorded  Assign- 
ment not  then  in  the  file.  It  is  necessary  there  be  a  recorded 
Assignment  from  FNMA  to  Issuer. 

Note:  Assignments  referred  to  were  made  available  and 
reviewed  prior  to  completion  of  examination  of  hies  in 
this  Pool. 

6    2-53192 Lee_ On  face  of  FHA  Mtg.  Ins.  Cert,  reference  is  made  to  loan  under 

Sec.  321/223(e),  but  on  reverse  endorsed  for  insurance  under 
Sec.  221/223(6).  This  should  be  clarified/corrected  on  the 
face  of  FHA  form,  and  Form  1706,  to  reflect  correct  Section 
number. 

8  2-53042 _ Pye On  face  of  FHA  Mtg.  Ins.  Cert,  reference  is  made  to  loan  under 

Sec.  321/223(e),  but  on  reverse  endorsed  for  insurance  under 
Sec.  221/223(e).  This  should  be  clarified/Corrected  on  the 
face  of  FHA  form  to  reflect  correct  Section  number. 

9  2-53059 Roberts Title  Policy  shows  FNMA  as  Insured  of  record  and  there  is  on 

record  in  the  file  of  assignment  from  FNMA  to  Issuer.  This 
should  be  corrected  by  the  execution  and  recording  of  such 
an  assignment. 

Note:  Prior  to  completion  of  examination  of  the  files  in  this 
Pool.there  was  satisfactory  proof  an  Assignment  had  been 
executed  and  forwarded  to  the  Title  Company  for  recording. 

9    1-53044 Shaw VA  Loan  Guaranty  Certificate  shows  the  nameof  the  Veteran  as 

John  C.Shaw. Should  be  John  G.Shaw.  A  Memo  affixed  tc  the 
Notes  states  this  error  soon  will  be  corrected. 

11    2-53303 Gransie The  Mortgage  was  rerecorded  to  correct  an  error,  however  the 

present  Assignment  of  Mortgage  covers  only  the  hrst  record- 
ing. It  is  required  that  there  be  an  Assignment  covering  the 
rerecording  of  the  Mortgage.  Secure  an  Indorsement  to  the 
Title  Policy  for  the  rerecording  of  the  Mortgage. 

11    2-52389 Selby_._ Mortgage  and  Title  Policy  out  of  file.  Correspondence  indicates 

documents  withdrawn  to  correct  an  error.  The  Mortgage  as 
corrected  will  be  rerecorded  and  the  Title  Policy  brought 
down  todate,  then  returned  to  Pool  file. 

.1    2-53305 Dee... FHA  Mortgage  Insurance  Certihcate  out  of  file.  Memo  indicates 

same  removed  for  correction  of  error. 

11  2-53309_ Bayless.. FHA  Mtg.  Ins.  Cert  &  Mtg.  Note  both  have  No.  021-148547-203, 

but  Form  HUD  1706  has  No.  021-102456-203.  Correct  1706 
copies. 

12  2-52308 Romanski. Title  Policy  shows  FNMA  as  Insured  of  record  and  recites  data 

re  2  recorded  Assignments  not  in  file.  Require  Assignments 
from  FNMA  to  Sutter  Seabright  Trust  and  from  Sutter  to 
Issuer  and  have  recorded.  After  the  recordings,  have  Title 
Policy  brought  down  todate. 

Note:  Prior  to  completion  of  examination  of  files  in  this  Pool, 
the  recorded  Assignments  were  made  available  and 
reviewed  and  correspondence  indicates  the  required  items 
are  being  processed. 

December  17,  1970. 
Mr.  Weldon  a.  Gray, 

Vice  President,  First  National  Bank  in  Albuquerque, 
Albuquerque,  N.  Mex. 

Dear  Mr.  Gray:  I  want  to  express  and  convey  my  appreciation  for  tlie  cf>ur- 
tesy  and  cooperation  extended  by  you,  Mrs.  Sobie  Cbavez  and  otlier  people  in 
the  First  National  Bank  in  Albuquerque  on  November  23  and  2~>,  l'J7(),  when  I 
was  there  examining  the  loan  documents  in  connection  with  GNMA  Mortgage 
Pools  11  and  35  of  Mortgage  Investment  Company  of  El  Paso,  Texas. 

I  want  to  paraticularly  thank  Mrs.  Chavez  whose  assL-^tance  and   coopera- 
tion were  most  helpful  and  enabled  me  to  complete  my  examinations  on  schedule. 
To  you  and  your  staff  I  extend  the  greetings  of  Christmas  and  the  New  Year. 
Sincerely, 

Carl  Lindstrom, 
Profjra m  Si>c(i<i  list. 
Office  of  Mortgage-Backed  Securities,  GXMA. 
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GOVERNMENT    NATIONAL    MORTGAGE    ASSOCIATION-EXAMINATION    OF    LOAN    DOCUMENTS    ON    DEPOSIT 

WITH  CUSTODIAN 

GNMA  Pool  No.  82.  Issuer:  The  Colwell  Co.   No.  of  loans  in  pool  90,  No.  of  loans  on  form  1706  91. 
Custodian  Security  Pacific  National  Bank,  Beverly  Hills,  Calif.,  Nov.  31, 1970. 

Page  of 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No.       Name  of  mortgagor  Comments-corrections 

1  91-4291-120433 Quarles On  face  of  FHA  Mtg.  Ins.  Certificate  reference  is  made  to 

loan  underSec.  321/223e  but  on  reverse  thereof  the  stamped 
endorsement  is  for  insurance  under  Sec.  221/223(8).  This 
should  be  clarified/corrected  on  the  face  of  FHA  form  to 
reflect  correct  Section  number. 

2  93-1291-119185 Brown Unrecorded  Assignment  of  Deed  of  Trust  shows  O/Tr.  recorded 

as  Instrument  No.  3968.  Correct  reference  is  No.  3942. 
If  corrected  by  erasure,  please  have  initialed  by  signer  of 
document.  Title  Policy,  Schedule  A-4,  has  same  error. 
This  should  be  corrected  by  an  Indorsement  to  the  Policy. 

2  93-1291-120418 Treguboff VA  Loan  Guarantee  Certificate,  San  Francisco  office,  spells 

last  name  of  veteran— Tregrboff.  Correct  spelling  is  Tregu- 
boff. Use  Form  HUD  1708  to  withdraw  Certificate  for 
correction. 

3  93-4291-115020-...  Vega FHA  Mort.  Ins.  Cert,  bears  case   No.  041-264549-221  while 

on  Deed  of  Trust  Note  it  is  041-264859.  One  is  incorrect. 
Ascertain  correct  number  and  correct  the  Insurance  Certif- 
icate or  Note  accordingly. 

4  97-4291-114777 Whisenhunt On  face  of  FHA  Mtg.  Ins.  Cert,  reference  is  made  to  loan 

under  Sec.  303/223(e),  but  on  reverse  endorsed  for  insurance 
under  Sec.  203/223(e).  This  should  be  clarified/corrected  on 
the  face  of  FHA  form  to  reflect  correct  Section  number. 

4    100-1291-115494...  Clarno Original  Principal  of  loan  $23,075.00,  but  VA  Loan  Guarantee 

Certificate  is  for  $22,550.00.  Use  Form  HUD  1708  to  with- 
draw Certificate  and  send  to  Veterans  Administration  for 
correction. 

Attention :  Jack  W.  Bamett,  Vice  President. 
Re  GX-MA  Mortgage  Pool  No.  44. 
McMillan  Mortgage  Co., 
Los  Anf/clcs,  Calif. 

Gentlemen  :  I  examined  tlie  loan  documents  in  the  above-mentioned  Pool  in 
the  oliice  of  the  Custodian,  Security  Pacific  National  Bank,  3900  West  Sixth 
Street,  Los  Angeles,  California,  on  December  2  and  3,  1970.  Each  mortgage  file 
contained  all  of  the  documents  listed  on  your  Schedule  of  Pooled  Mortgages 
(Form  HUD  1706)  and  appeared  to  be  in  proper  order  except  for  the  items 
listed  under  Comments  and  Corrections  on  the  enclosed  Examination  of  Loan 
Documents  form. 

I  will  appreciate  it  if  you  will  review  the  listed  items  and  arrange  for  the 
timely  correction  thereof  and  inform  GNMA  accordingly. 

A  copy  of  the  enclosed  PJxamination  of  Loan  Documents  is  being  forwarded 
to  the  Custodian,  directed  to  the  attention  of  Mr.  J.  E.  Lehman,  Manager. 

Your  attention  is  directed  to  the  fact  most  of  the  items  requiring  correction 
relate  to  the  unrecorded  Corporation  Assignments.  The  errors  therein  were  of 
the  class  or  nature  that  normally  should  have  been  noticed  and  corrected  had 
there  been  a  more  careful  check  and  review  of  same  during  their  preparation. 

Where  it  is  practical  to  effect  corrections  by  erasure  and  retyping,  please  be 
sure  that  such  corrections  are  initialed  by  a  corporate  officer,  preferably  the 
one  who  originally  signed  the  document  involved. 

It  is  suggested  that  matters  affecting  title  policies  be  corrected  by  indorsements 
thereto,  eliminating  the  necessity  for  withdrawing  such  policies  from  the  Pool 
files. 

Further,  it  is  required  that  Form  HITD  1708,  Request  for  Release  of  Documents, 
be  used  at  all  times  for  release  and  withdrawal  of  documents  from  the  Pool. 
Additionally,  it  is  necessary  that  all  of  the  information  requested  be  provided 
in  such  form.  Of  especial  importance  is  the  requirement  that  a  Settlement  Date 
be  shown  in  the  space  provided  therefor. 

If  there  are  any  questions  concerning  the  examination,  please  do  not  hesitate 
to  communicate  with  GNMA. 

Very  truly  yours,  Carl  Lindstrom, 

Program  Specialist, 
Office  of  Moi-tgage-Backed  Securities,  GNMA. 

Enclosure. 
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GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION— EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH 

CUSTODIAN 

GNMA  Pool  No.  44.  Issuer:  McMillan  Mortgage  Co.  Number  of  loans  in  pool,  88. 
Custodian:  Security  Pacific  National  Bank,  Los  Angeles,  Calif.,  Dec.  2  and  3, 1970. 

Page  of 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No.       Name  of  mortgagor  Comments-corrections 

1    90-2-1038 Jaisinghani Unrecorded  Corporation  Assignment,  legal  description  thereof 

describes  Tract  7779.  Correct  legal  is  Tract  7797.  Correct. 

3    90-2-1091 Carrington FHA  Mort.  Ins.  Certificate  out  of  file.  Withdrawn  for  return 

to  FHA  to  correct  error  in  FHA  case  number.  Form  HUD  1708, 
Request  for  Release  of  Documents,  should  be  used  to  with- 
draw documents  from  Pool  files. 

3  90-2-1097 Rivera Required  recording  information  has  not  been  inserted  in  the 

unrecorded  Corporation  Assignment  of  Deed  of  Trust.  Use 
Form  1708  to  secure  release  of  document  and  have  the 
recording  data  inserted  therein. 

4  90-2-1108 Sherfield Unrecorded  Assignment  of  Deed  of  Trust  lacks  recording  in- 

formation. Use  Form  1708  to  withdraw  document  and 
correct. 

4  90-2-1120 Jackson Unrecorded  Assignment  of  Deed  of  Trust  lacks  recording  in- 

formation, Use  Form  1078  to  withdraw  document  an 
correct. 

5  90-2-1156 Hansborough Unrecorded  Assignment  of  Deed  of  Trust  has  D/Tr  recorded 

Instrument  No.  4689.  Correct  Instr.  number  is  4683.  Correct. 

5  90-2-1169 Smith,  Jr Unrecorded  Assignment  of  Deed  of  Trust,  legal  description, 

correct  spelling  of  TRACK  to  TRACT. 

6  90-1-1025... Flanagan _  VA  Loan  Guarantee  Certificate  in  name  of  Central  Securities 

Service.  Not  essential  but  recommended  such  Certificates 
be  in  the  name  of  the  Issuer. 

6  90-1-1032 Tabor... Affix  corporate  seal  of  Central  Securities  Service  to  endorse- 

ment on  Note. 

7  90-1-1057 Smith File  contains  an  unsigned  copy  of  Title  Policy.  Replace  copy 

with  original,  signed  Title  Policy. 

7  90-1-1059 Butterworth Deed  of  Trust  was  rerecorded.  Unrecorded  Assignment  thereof 

covers  only  the  rerecording.  It  is  necessary  to  have  an 
Assignment  also  for  the  original  recording  of  the  Deed  of 
Trust. 

8  90-1-1127 Reedy Title  Policy,  Schedule  A-2,  shows  Deed  of  Trust  recorded 

Sept.  1,  1970.  Correct  date  is  Sept.  2,  1970.  Correct  by 
Endorsement. 

9  90-2-1094 Ruffin Unrecorded  Assignment  of  Deed  of  Trust  lacks  recording 

information.  Use  Form  1708  to  withdraw  document  and 
insert  information. 

9    90-2-1117... Hubbert.. While  the  FHA  Mortgage  Insurance  Certificate  bears  the  case 

number  for  the  Los  Angeles  area,  the  endorsement  stamp  on 
the  reverse  thereof  indicates  it  was  issued  out  of  the  Phoenix, 
Arizona,  insuring  office  9/29/78.  This  should  be  checked  to 
determine  that  such  Certificate  is  valid  for  Los  Angeles 
County,    California,    property. 

10    90-1-1087. Van  Sky,  Jr On  the  VA  Loan  Guarantee  Certificate  the  case  number  is 

listed  as  LHG-8-6  758.  One  number  is  missing.  Use  Form 
1708  to  withdraw  the  Certificate  and  forward  same  to  the 
Veterans  Administration  for  checking  and  insertion  of  the 
missing  number. 

10    90-2-1053 Reaser The  corporate  seal  is  missing  from  the  endorsement  on  the 

Note.  Form  HUD  1706liststhe  FHA  case  No.  041-027012-221, 
but  the  correct  reference  is  No.  041-270012-221.  Your 
records  should  be  corrected  accordingly. 

Proposed  Itinerary  Field  Review  of  Custodians  and  MBS  Issuers 

MONTH    OF    MARCH    1972 

March  6-10 — Tom  Kinney  and  Bob  Airy 

Phipps  Harrington  Corp.,  620  Peachtree  St.,  Atlanta,  Ga.— MBS  Pools  7S,  574, 

880,  955. 
Scott  Hudgins  Realty  and  Mortgage,  Inc.,  Atlanta,  Ga.— MBS  Pools  150,  406, 

468,  762. 
Citizens  and  Southern  National  Bank,  Marietta  and  Broad  Street,  Atlanta,  Ga. — 

MBS  Pools  330,  364,  365,  366,  367,  447. 

March  13-17 — Carl  Lindstrom 

First  National  Bank  of  Colorado  Springs,  Colorado  Springs,  Colo.— MBS  Pool 

289. 
First  Natinal  Bank  of  Denver,  P.O.  Box  5341,  Denver,  Colo.— MBS  Pool  1003. 
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March  29,  30,  and  31 — Boh  Airy,  Carl  Lindstrom,  Rosemary  Broivn 
Bogley,  Harting,  Mahoney  &  Labling,  Inc.,  7000  Wisconson  Ave.,  NW.,  Chevy 
Chase,  Md. 

MONTH    OF   FEBRUARY    1972 

February  3-^ — Tom  Kinney  and  Carl  Lindstrom 

Thomas  J.  Fii-her  Co.,  Washington,  D.C. — Custodian:  Riggs  Bank — MBS  Pools 
149,  272,  720,  1012. 

February  9 — Carl  Grenn  and  Carl  Lindstrom 

M.B.A.  Meeting,  Loan  Administration  Clinic,  Washington,  D.  C. — Three  Sessions : 

10 :00  a.m.,  1 :30  p.m.,  3  :30  p.m. 

It  is  proposed  that  Mr.  Airy  and  the  FNMA/GNMA  Assistance  Staff  vpill  be 
available  in  a  room  to  be  designated  to  discuss  problems  with  issuer  members 
attending  the  M.B.A.  meeting. 

February  14  through  17 — Bob  Airy  and  Carl  Lindstrom 
Sivart  Mortgage  Corp.,  840  E.  87th  Street,  Chicago,  111.— MBS  Pools  228. 
Perry  Wilson  Mortgage  and  Finance  Co.,  221  N.  LaSalle  Street,  Chicago,  111. — 
MBS  Pools  8,  57,  58,  92,  93,  297,  298,  299,  300,  585,  851. 

Februa7-y  23 — Carl  Grenn 

Houston,  Tex. 

Meeting  on  the  Single  Audit  Concept  for  the  MBS  Program. 

MONTH   OF  APRIL    1972    ' 

April  3-7 — Tom  Kinney 

Collateral   Investment  Co.,  2233  Fourth  Avenue,  North,   Birmingham,  Ala. — 

Pool  Nos.  136, 137, 197,  275,  291,  456,  669,  717,  903, 1031, 1112. 
Engel  Mortgage  Co.,   Inc.,  Bank  for  Savings  Building,  Post  Office  Box  847, 

Birmingham,  Ala.— Pool  Nos.  182,  286,  632. 
Molton,  Allen  and  Williams,  Inc.,  524  21st  Street,  North  Birmingham,  Ala. — 

Pool  Nos.  67,  323,  390,  389,  716,  811,  812  813,  945, 

Ap7'il  3-7 — Miguel  A.  Juara,  Jr.,  Carl  Lindstrom 

J.  I.  Kislak,  1101  Bricknell  Avenue,  Miami,  Fla.— Pool  Nos.  32,  54,  218,  369,  419, 

440,  441,  855, 940,  941,  942, 1087, 1206. 
Southeastern  Home  Mortgage  Co.,  1430  S.W.  First  Street,  Post  Office  Box  750, 

Riverside  Station,  Miami,  Fla.— Pool  Nos.  171,  324,  325,  753. 

April  10-14 — Bob  Airy 

Loper  Mortgage  Co.,  206  San  Pedro,  San  Antonio,  Tex.— Pool  Nos.  79,  163,  463, 

529. 
The  Richard  Gill  Co.,  615  Soledad  Street,  Post  Office  Box  599,  San  Antonio,  Tex.— 

Pool  No.  88. 
Mortgage  Invest  Corp.,  101  N.  St.  Mary's,  San  Antonio,  Tex.— Pool  Nos.  266,  375. 

Ap7-il  10-14 — Carl  M.  Grenn 

Albuquerque  National  Bank,  Corner  Central  Ave.,  West  at  2d  Street  NW.,  Post 

Office  Box  1344,  Albuquerque,  N.  Mex.— Pool  No.  1187. 
Mountain   States   Investment   Corp.,   2808   Central  Avenue   SE.,  Albuquerque, 

N.  Mex.— Pool  Nos.  14,  253,  494,  499,  641,  904. 
New  Mexico  Savings  &  Loan  Association,  1420  Carlisle  NE.,  Albuquerque,  N. 

Mex.— Pool  Nos.  517,  1096. 

April  17-21 — Carl  Lindstrom 

First  Funding  Corp.,  2222  Wilson  Boulevard,  Arlington,  Va.— Pool  No.  63. 
Virginia  Mortgage  &  Investment  Co.,  4600  Lee  Highway,  Arlington,  Va. — Pool 
Nos.  142,  239,  312,  362,  755,  756,  860,  1235. 

April  24-28 — Miguel  A.  Juara,  Jr. 

First  Atlantic  Corp.,  500  East  Morehead  Street,  Post  Office  Box  2726,  Charlotte, 
N.C.— Pool  Nos.  134,  320,  495. 

NCNB  Mortgage  Corp.,  205  South  Church  Street,  Post  Office  Box  10338,  Char- 
lotte, N.C.— Pool  Nos.  709,  735. 
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MONTH    OF    MAY     1972 

May  1-5 — Bol>  Airy 

Colonial  Mortgage  Co.,  3465  Norman  Bridge  Road,  Post  Oflace  Box  2571,  Mont- 
gomery, Ala.— Pool  Nos.  144,  220,  346,  425,  804,  957,  958. 

Real  Estate,  Financing,  Inc.,  605  South  Perry  Street,  Montgomery,  Ala. — Pool 
Nos.  371,  712,  921. 

E.  S.  Watts  &  Co.,  Inc.,  130  Clayton  Street,  Montgomery,  Ala. — Pool  No.  372. 

May  1-5 — Carl  Lndstrom 

Jacksonville  National  Banlj,  51  West  Forsyth  Street,  Post  OflSce  Box  90,  Jack- 
sonville, Fla.— Pool  Nos.  140,  176,  247,  248,  353,  535,  620,  621,  622,  862,  863,  915, 
1039,  1061,  1178, 1179. 

Florida  Title  &  Mortgage  Co.,  16  North  Laura  Street,  Jacksonville,  Fla. — Pool 
No.  45. 

Stockton.  Whatley,  Davin  &  Co.,  100  West  Bay  Street,  Jacksonville,  Fla.— Pool 
No.  403. 

May  8-12 — Miguel  A.  Juara,  Jr.,  Tom  Kinney 

American  Mortgage  Co.,  2625  Louisiana  Street,  Houston,  Tex. — Pool  No.  167. 

First  Mortgage  Co.  of  Texas,  Inc.,  1919  Allen  Parkway,  Post  Office  Box  1413, 
Houston,  Tex.— Pool  Nos.  28, 193. 

Gulf  Coast  Investment  Corp.,  1903  Hermann  Drive,  Post  Office  Box  1660,  Houston, 
Tex.— Pool  Nos.  282,  875, 1152. 

Mortgage  and  Trust,  Inc.,  921  Caroline  Street,  Post  Office  Box  53210.  Houston, 
Tex.— Pool  No.  29. 

United  Mortgage  Co.  of  Texas,  2627  Caroline  Street,  Post  Office  Box  128,  Hous- 
ton, Tex.— Pool  Nos.  378,  444,  879. 

May  8-12 — Carl  M.  Grenn,  Bill  RolUns 

Kentucky  Mortgage  Co.,  Inc.,  2060  Idle  Hour  Shopping  Center,  Lexington,  Ky. — 

Pool  Nos.  429, 1098.  1099. 
James  H.  Pence  Co.,  Post  Office  Box  353,  Louisville,  Ky.— Pool  Nos.  480,  688. 

May  22-26 — Carl  Lindstrom 

Mortgage  Investment  Co.  of  El  Paso,  420  Texas  Avenue,  El  Paso,  Tex. — Pool  Nos. 

11,  35,  65, 114,  184,  277,  375,  822,  888, 1103 
Hinton  Mortgage  &  Investment  Co.,  4111  North  Central  Expressway,  Dallas, 

Tex.— Pool  Nos.  87,  566,  657. 
Glenn  Justice  Mortgage  Co.,  Inc.,  1400  Main  Street,  Dallas,  Tex.— Pool  No.  203. 

May  24-25 — Omaha,  Nebraska — MBA. 

MONTH    OF    JUNE    19  72 

June  5-9 — Bo 6  Airy 

Ryan  Mortgage  Co.,  First  Life  Building,  Fort  Worth,  Tex.— Pool  Nos.  12,  84, 

187,  4.34. 
The  Fort  Worth  Mortgage  Corp.,  3000  Sandage,  Fort  Worth,  Tex.— Pool  Nos.  4, 

462.  481,  515,  576,  736,  815. 
Nowlin  Mortgage  Co.,  830  Taylor  Street,  Fort  Worth,  Tex.— Pool  Nos.  241,  548. 

June  5-9 — Bob  Airy 

Guild  Mortgage  Co.,  2700  Fifth  Avenue,  San  Diego,  Calif.— Pool  Nos.  329,  380,  381, 

471,  714,  1058,  1233. 
Palomar  Mortgage  Co..  5438  University  Avenue,  San  Diego,  Calif. — Pool  Nos.  267, 

445,  446,  510,  604,  609,  734,  747. 

June  12-23 — Carl  Lindstrom 

Mason-]\IcDuffie  Co.,  2850  Telegraph  Avenue,  Berkeley,  Calif.— Pool  Nos.  287,  809, 

1234,  12.37. 
Downey  Savings  &  Loan  Association,  Post  Office  Box  728,  Downey,  Calif. — Pool 

Nos.  146,  467,  1100,  1053. 
Pacific  Savings  &  Loan  Association,  10,000  Lakewood  Boulevard,  Downey,  Calif. — 

Pool  No.  352. 
Brentwood  Mortgage  Corp.,  8121  Van  Nuys  Boulevard,  Panorama  City,  Calif. — 

Pool  Nos.  439,  5.59. 
The  Colwell  Co.,  3223  West  6th  Street,  Los  Angeles,  Calif.— Pool  Nos.  38,  82,  174, 

219,  292,  376,  449,  599,  619,  627,  923,  1097,  1186. 
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Mc^Millan  Mortgage  Co.,  4311  Wilshire  Boulevard,  Los  Angeles,  Calif. — Pool  Xos. 

44.  109,  452.  54G,  834.  1102. 
Ralph  C.  Sutro  Co.,  4900  Wilshire  Boulevard,  Los  Angeles,  Calif.— Pool  Nos.  232» 

454,  771. 

June  12-16 — Tom  Kinney 

Fulton  &  Goss,  Inc.,  1015  Euclid  Avenue,  Cleveland,  Ohio— Pool  Nos.  156,  469", 

600.  635,  636,  706,  1084. 
The  Leader  Mortgage  Co.,   The  Leader  Building,  Cleveland,   Ohio — Pool  Nos. 

70,  561.  671.  1137,  IISS,  1277. 
Almour  Securities,  Inc.,  600  Public  Square  Building,  Cleveland,  Ohio — Pool  Nos. 

16,  240,  421,  713,  1214. 

MONTH    OF   JULY    1972 

July  IO-I4 — Bob  Airy,  Carl  Lindstrom 

Ban  Cal  Mortgage  Co.,  400  California  Street,  San  Francisco,  Calif. — Pool  Nos. 

618,  770. 
Bank  of  American  NT  &  SA,  One  South  Van  Ness  Avenue,  San  Francisco,  Caiif. — 

Pool  Nos.  120,  584.  643,  676,  984,  985. 
Bankers  Mortgage  Co.,  of  California,  141  Battery  Street,  San  Francisco,  Calif. — 

Pool  Nos.  41,  164,  322,  339,  340,  397,  438,  457,  458,  702,  798,  1132.  799. 
R.  H.  Lapin  &  Co.,  Inc.,  155  Samsome  Street,  San  Francisco,  Calif. — Pool  Nos. 

319,  487,  779,  825,  847,  824,  826. 

July  17-21 — Miguel  A.  Juara,  Jr.,  Carl  M.  Grenn 

I.F.C.  Ballard  Mortgage  Co.,  Inc.,  2401  NW.  Market  Street,  Seattle,  Wash.— Pool 

No.  881. 
Firstbank  Mortgage  Corp.,   Securities  Building,   Seattle,  Wash. — Pool  Nos.  48, 

100,  190,  198,  273.  391,  392,  393,  652,  653. 
Continental,   Inc.,  8th  Floor,   Pacific  Building,   Seattle,  Wash. — Pool  Nos.  361, 

1075. 
Olympic  Mortgage  Corp.,  101  North  85th  Street,  Seattle,  Wash. — Pool  Nos.  110, 

235,  616,  964,  1055. 

July  17-21— Tom  Kinney 

Iowa  Securities  Co.,  840  West  Fourth  Street,  Waterloo,  Iowa — Pool  Nos.  61,  252, 

354,  560,  877,  1121,  1146,  1147. 
lowa-Des  Moines  National  Bank,  Sixth  and  Walnut,  Des  Moines,  Iowa— Pool 

No.  422. 
July  2 Ji-27— Miguel  A.  Juara,  Jr.,  Carl  M.  Grenn 
Commerce  Mortgage  Co.,  Post  Office  Box  3347,  Portland,  Oreg.— Pool  Nos.  545, 

806. 
Commonwealth,  Inc.,  451  SW.  6th  Avenue,  Portland,  Oreg.— Pool  Nos.  72,  374, 

662. 
Securities  Intermountain,  Inc.,  1336  E.  Burnside  Street,  Portland,  Oreg.— Pool 

No.  328. 

MONTH    OF    AUGUST     1972 

August  1-4 — Bob  Airy 

Bankers  Bond  and  Mortgage  Co.,  1315  Walnut  Street,  Philadelphia,  Pa.— Pool 

Nos.  552.  968,  1157. 
Colonial  Mortgage  Service  Co.,  7320  Old  York  Road,  Melrose  Park,  Pa. — Pool 

Nos.  47,  56,  3I3.  475,  476,  816,  820,  965,  966,  967. 
Fidolitv  Bond  and  Mortgage  Co.,  16th  and  Walnut  Streets,  Philadelphia,  Pa. — 

Pool  No.  315. 
Peoples  Bond  &  Mortgage  Co.,  1426  Walnut  Street,  Philadelphia,  Pa.— Pool  Nos. 

66,  217,  537,  538,  997, 1028. 

August  1-Jf — Carl  Lindstrom 

North  New  York  Savings  Bank,  210  East  188th  Street,  Bronx,  N.Y.— Pool  Nos. 

417,  895,  1073,  1304. 
Inter-Island  Mortgage  Corp.,  90-04  161st  Street,  Jamaica,  N.Y. — Pool  Nos.  225, 

482,  642,  722,  867,  868. 
Huntoon,  Paige  &  Co.,  Inc.,  44  Wall  Street,  New  York,  N.Y.— Pool  Nos.  268, 

1036,  1123,  1128. 

August  7-11 — Tom  Kinney 

Charles  F.  Curry  and  Co.,  20  West  9th  Street  Building,  Kansas  City,  Mo. — Pool 
Nos.  103, 196,  355,  356,  580,  581,  628,  629,  721,  728. 
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Regional  Investment  Co.,  401  West  89th  Street,  Kansas  City,  Mo.— Pool  Nos. 

231,  430,  579. 
August  21-25 — Carl  Lindstrom 
Mortgage  Investment  Corp.,  400  East  Main  Street,  Richmond,  Va. — Pool  Nos. 

276,  611,  715,  892. 

MONTH    OF    SEPTEMBEB    1972 

September  4-8 — Bot>  Airy 

Wachovia   Mortgage  Co.,  1100  South  Stratford  Road,  Winston-Salem,  N.C. — 

Pool  Nos.  37,  200,  399. 
Cameron  Brown  Co.,  4300  Six  Forks  Road,  Raleigh,  N.C— Pool  Nos.  9,  185,  222, 

279,  326,  327,  450,  451. 
Stockton,  White  &  Co.,  First  Citizens  Bank  Building,  Raleigh,  N.C. — Pool  Nos. 

278,  659. 
September  11-15 — Carl  Lindstrom 
The  Galbreath  Mortgage  Co.,  101  East  Town  Street,  Columbus,  Ohio — Pool  Nos. 

7,  102,  108,  165,  321,  474,  625,  655,  823. 
The  Kissell  Co.,  30  Warder  Street,  Springfield,  Ohio— Pool  Nos.  42,  108,  189,  213, 

221,  316,  368,  544,  664,  665,  730,  731,  732,  733,  859,  943,  944,  978,  1037,  1038, 

1065,  1093,  1119,  1120,  1160,  1196,  1285. 

September  11-15 

Simmons  First  National  Bank  of  Pine  Bluff,  501  Main  Street,  Post  Oflace  Box 
7009,  Pine  Bluff,  Ark.— Pool  Nos.  145,  205,  206,  358,  359. 

MONTH    OF    OCTOBER    1972 

October  2-6 — Bob  Airy,  Carl  Lindstrom 

Mid-States  Mortgage  Corp.,  1521  First  National  Building,  Detroit,  Mich. — Pool 

Nos.  981,  1282. 
Graham  Mortgage  Corp.,  2006  Commonwealth  Building,  Detroit,  Mich. — Pool  Nos. 

210,  188,  280,  448,  1292. 
Citizens  Mortgage  Corp.,  24700  Northwestern  Highway,  Post  Office  Bos  426, 

Southfield,  Mich.— Pool  Nos.  64,  107,  151,  179,  199,  243,  436,  274,  601,  122,  602, 

711,  849,  608,  850,  1006,  1011,  1023,  1094,  1153,  1267,  1268,  1297,  1298,  1339. 
National  Bank  of  Southfield,  27100  Lahser  Road,  Southfield,  Mich. — Pool  Nos.  39, 

104. 
Advance  Mortgage  Corp.,  The  Advance  Building,  Post  Office  Box  416,  Detroit, 

Mich.— Pool  Nos.  101,  138,  342,  388,  237,  387,  582,  612,  613,  614,  615,  1020,  1417. 
James  T.  Barnes  &  Co.,  Inc.,  300  First  National  Bank  Building,  Detroit,  Mich. — 

Pool  Nos.  780, 149, 1351. 

October  9-13 — Tom  Kinney 

L.  L.   Freeman,  Inc.,  306  5th   Street,  Post  Office  Box  B,  Racine,  Wis. — Pool 

No.  483. 
Mortgage  Associates,  125  East  Wells  Street,  Milwaukee,  Wis. — Pool  Nos.  543, 

345,  477,  578. 
October  23-27 — Miguel  A.  Juara,  Jr. 

IDS   Mortgage  Corp.,  700  Investors  Building,  Minneapolis,  Minn. — Pool  Nos.  1, 
'  lb,  19,  20,  21,  22,  23,  24,  25,  26,  55,  484,  343,  707,  501  thru  509,  961,  1104,  1161 

thru  1170, 1354, 1378  thru  1387. 
Conservative  Mortgage  Co.,  1200  Roanoke  Building,  Minneapolis,  Minn. — Pool 

No.  697. 
First  National  Bank  of  Minneapolis,  120  South  Sixth  Street,  Minneapolis,  Minn. — 

Pool  Nos.  116,  75,  208. 

MONTH    OF    NOVEMBER     1972 

November  6-10 — Bob  Airy 

First  National  Bank  of  Memphis,  Post  Office  Box  474,  Memphis,  Tenn. — Pool 

Nos.  050,  649,  937,  938, 1035. 
Percy  Galbreath  &  Son,  Inc.,  100  North  Main  Street,  Memphis,  Tenn. — Pool  Nos. 

202,  838,  1000, 1138, 1390. 
Schumacher  Mortgage  Co.,   Inc.,   1200  Sterick  Building,  Post  Office  Box  343, 

Memphis,  Tenn.— Pool  Nos.  285,  1367. 
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'November  13-17 — Tom  Kinney 

C.  Douglas  Wilson  and  Co.,  201  East  North  Street,  Greenville,  S.C. — Pool  Nos. 

789, 1111. 
Aiken  Loan  &  Security  Co.,  265  West  Cheves,  Florence,  S.C— Pool  Nos.  551, 1269. 

November  20-24 — Carl  Lindstrom 

The  Lomas  &  Nettleton  Co.,  175  Orange  Street,  New  Haven,  Conn. — Pool  Nos.  234, 

236,  80, 180,  338,  398, 120,  5GS,  679,  337,  680, 681,  682,  683. 

MONTH    OF    DECEMBEB    1972 

Open, 

Mabch  2,  1972. 
Attention  :  John  P.  O'Connor,  Secretary. 
Re  GNMA  Mortgage  Pool  No.  58. 
Percy  Wilson  Moetgage  and  Finance  Coep., 
Chicago,  III. 

Gentlemen  :  We  examined  the  loan  documents  in  the  above-mentioned  Pool 
in  the  office  of  the  Custodian,  Harris  Trust  &  Savings  Bank,  Chicago,  Illinois, 
on  February  14  and  15,  1972.  Each  mortgage  file  contained  all  of  the  documents 
listed  on  your  Schedule  of  Pooled  Mortgages  (Form  HUD  1706)  and  appeared 
to  be  in  proper  order  except  for  the  items  listed  under  Comments  and  Correc- 
tions on  the  enclosed  Examination  of  Documents  form. 

I  will  appreciate  it  if  you  will  carefully  review  the  listed  items  and  arrange 
for  the  timely  correction  thereof  and  inform  GNMA  accordingly. 

A  copy  of  the  enclosed  Examination  of  Loan  Documents  is  being  forwarded 
to  the  Custodian,  directed  to  the  attention  of  Mr.  Edward  W.  Hardtke,  Assistant 
Vice  President,  in  the  Real  Estate  Division. 

Where  it  is  practical  to  effect  corrections  by  erasure  and  retyping,  please  be 
sure  that  such  corrections  are  initialed  by  a  corporate  officer,  preferably  the 
one  who  originally  signed  the  documents  involved. 

Matters  affecting  title  policies  should  be  corrected  by  Endorsements  thereto, 
eliminating  the  necessity  for  withdrawing  such  policies  from  the  Pool  files. 

The  examination  disclosed  that  approximately  61  of  the  Illinois  mortgages 
were  recorded  without  the  "Commission  Expires"  dates  of  the  notaries  public 
who  acknowledged  the  signatures  of  the  various  Mortgagors  thereon.  Hence, 
there  was  no  opportunity  to  determine  whether  or  not  the  notary  in  each 
instance  was  acting  under  color  of  an  existing  and  valid  commission.  It  is  our 
understanding  that  this  is  not  a  condition  precedent  to  recording  in  Illinois. 
However,  in  the  vast  majority  of  jurisdictions  it  is  the  customary  practice  to 
require  the  notary's  commission  expires  date  be  provided  on  all  acknowledge- 
ments affecting  real  property.  Even  though  it  may  not  be  required  in  all  areas, 
it  would  appear  that  the  better  practice  is  to  follow  the  majority  rule  and  re- 
quire that  in  the  future  your  notaries  public  be  requested  to  comply  therewith 
by  noting  their  commission  expires  dates  on  the  mortgages  when  acknowledging 
the  Mortgagors'  signatures  thereon. 

Incidentally,  the  notaries  public  likewise  failed  to  note  the  expiration  dates 
of  their  commissions  on  many  of  the  Notes  for  the  foregoing  mortgages  which 
required  acknowledgements. 

What  has  been  discussed  hereinabove  is  applicable  with  equal  force  and  effect 
to  the  situation  in  Wayne  County,  Michigan,  where  some  9  mortagages  were 
recorded  without  having  the  seals  of  the  notaries  public  affixed  thereto.  Here, 
again,  the  better  and  soundest  practice  is  to  see  to  it  that  the  notaries  affix 
their  seals  to  the  documents  prior  to  recording  thereof. 

Referring  again  to  Wayne  County,  the  title  policies  for  the  loans  in  that  county 
do  not  contain  a  legal  description  of  the  mortgaged  property,  merely  referring 
to  the  land  described  in  the  recorded  mortgage.  It  would  be  preferable  to  have 
the  legal  description  set  forth  in  the  title  policies. 

The  examination  and  review  did  not  reveal  any  items  of  a  serious  nature.  It 
is  to  be  noted,  however,  that  many  of  the  items  commented  on  and  listed  for 
correction  are  of  the  class  or  nature  that  would  not  have  occurred  had  there  been 
some  additional  checking  and  reviewing  during  the  preparation  of  the  Pool. 

As  at  the  date  of  the  examination  we  verified  that  the  mortgage  documents 
for  23  loans  had  been  withdrawn  from  the  custodial  files  at  the  Harris  Trust 
&  Savings  Bank.  Copies  of  Form  HUD  1708  and  Trust  Receipts  were  in  the 
control  iile  of  the  Custodian. 

GN]MA  requires  that  Form  HUD  1708,  Request  for  Release  of  Documents,  be 
used  at  all  times  for  the  release  and  withdrawal  of  documents  from  the  Pool. 
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Additionally,  it  is  necessary  that  all  of  the  information  requested  be  provided  in 
such  form.  Of  especial  importance  in  the  requirement  that  a  Settlement  Date  be 
shown  in  the  space  provided  therefor. 

If  there  are  any  questions  concerning  the  examination,  please  do  not  hesitate 
to  communicate  with  the  undersigned  at  GNMA. 
Very  truly  yours, 

Carl  Lindstrom, 
Mortgagc-Baclced  Securities  Administration,  GNMA. 

Enclosure. 

February  25, 1972. 

Mr.  Edward  W.  Hardtke, 

Assistant  Vice  President,  Harris  Trust  and  Savings  Bank, 

Chicago,  III. 

Dear  Mr.  Hardtke  :  I  want  to  express  and  convey  my  appreciation  for  the 
courtesy  and  cooperation  extended  by  you  and  Mr.  Brabsky  on  February  14  and  15, 
1972,  when  Robert  Airy  and  I  were  at  the  Harris  Trust  and  Savings  Bank  ex- 
amining the  loan  documents  in  connection  with  GNMA  Mortgage  Pool  No.  58  of 
the  Percy  AVilson  Mortgage  and  Finance  Corporation. 
Sincerely, 

Carl  Lindstrom. 
MBS  Pool  Administration. 

GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION-EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH 

CUSTODIAN 

GNMA  Pool  No.  58.  Issuer;  Percy  Wilson  Mortgage  &  Finanse  Corp.  Number  of  loans  in  pool,  203.  Loans  on  Form  1706, 
226. 
Custodian:  Harris  Trust  &  Savings  Bank,  Chicago,  III.,  Feb.  14  and  15,  1972. 

Page  of 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No.       Name  of  mortgagor  Comments-corrections 

17    45611 -.  Voels On  Form  1705,  date  loan  closed  shown  as  June  4,  1970.  This 

should  be  June  2,  1970.  Correct  your  copy  of  Form  1706. 
14    45622 Demillio On  Form  1706,  date  loan  closed  shown  as  June  5,  1970.  This 

should  be  May  26,  1970.  Correct  your  copy  of  Form  1706. 
14    45644 Falcetta On  Form  1706,  date  loan  closed  shown  as  June  12,  1970.  This 

should  be  June  9,  1970.  Correct  your  copy  of  Form  1708. 
3    45646-- Carlson. On  Form  1706,  date  loan  closed  shown  as  June  9,  1970  and 

date  of  Guarantee  Certifirate  shown  as  June  9,  1970.  These 

should  be  June  17,  1970  and  July  9,  1970,  respectively. 

Please  correct  your  records  and  your  copy  of  Form  1706 

accordinsiy. 
8    45649.-. Shaski On  Form  1705,  date  loan  closed  shown  as  June  29,  1970.  This 

should  be  June  9,  1970.  Correct  your  copy  of  Form  1706. 

8  45675 Schuman On  Form  1706,  date  loan  nlcsed  shown  as  June  22,  1970.  This 

should  be  June  19,  1970.  Correct  you  copy  of  Form  1706. 

9  61056 Wiggins No  notary  seal  on  recorded  mortgage,  Wayne  County,  Michigan. 

No  Notary  Commission  Expired  data  on  unre'-.orded  Assign- 
ment of  Mortgage.  Title  policy  does  not  contain  legal  descrip- 
tion of  property,  merely  refers  to  land  described  in  recorded 
mortgage. 

5  61045 Jones. FHA  case  number  on  Note  and  Form  1706  is  290794.  The  cor- 
rect number  as  shown  on  the  FHA  MIC  is  290394.  On  Form 
1706,  date  last  payment  is  due  is  shown  as  6/2000.  This 
should  be  5/2000.  Please  make  the  necessary  corrections, 
No  notary  seal  on  recorded  mortgage,  Wayne  County, 
Michigan.  No  legal  description  in  title  policy,  merely  refer- 
ence to  land  desDiibed  in  mortgage. 

5    61052 Anders No  notary  seal  on  recorded  n^orlgage,  Wayne  County,  Michigan, 

Title  policy  does  not  contain  legal  ries  riptiin  of  property, 
merely  rofers  to  land  described  in  recorded  mortgage. 

11  60202 Velasquez FHA  case  number  on  Notn  is  shown  as  092512.  This  should  be 

092613.  Correct  Nite,  Form  1706  has  been  corrected. 

12  61036 Washington Identical  fact  situation  as  tlie  Anders  loan  on  page  1  hereof. 

12    61061 Scott Identical  fact  situation  as  the  Anders  loan  listed  on  page  1 

hereof. 

12    61064 Williams Identical  fact  situation  as  the  Anders  loan  on  page  1  hereof. 

The  unr-!Cori)ed  Assignment  of  Mortgage  does  not  contain 
any  recording  data,  such  as  document  number  of  book  and 
page.  Please  C3rr;ct  the  Assignment, 

12    61066 Little Identical  fact  situation  as  the  Aiuleis  loan  on  pase  1  hereof. 

The  F-IA  MIC  snuws  t;ie  slrael  o;  property  to  be  18463 
Ardmore.  1  lie  correct  artcress  is  [<A(i^.  Please  have  the  MIC 
correcidJ.  Form  i7u6  pre-iOJsly  was  ccrreUtid. 
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GNMA  Pool  No.  58.  Issuer:  Percy  Wilson  Mortgage  &  Finance  Corp.  Number  of  loans  in  pool,  203.  Loans  on  Form  170S, 
Custodian:  Harris  Trust  &  Savings  Bank,  Chicago,  III.,  Feb.  14  and  15,  1972. 

Page  of 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No.       Name  of  mortgagor  Comments-coirections 


11  61071. _ Turner 

12  61077 Robinson__. 

1  61088.. McClendon. 

9  62034 , Johnson.... 


14  62120. Davis.... 

8  62129. .,  Pholman. 

13  62156 Hubbard- 

11  64053 Vargo.... 

12  64077 Porter.... 


64090 Ramirez. 


8    64092 Seat.... 

3    64101..-. Alcaraz. 


7  71880... Green.. 

13  71908 Heffner. 

7  71940 Garrott. 

7  72006 Grilfin.. 


7  72019 Gross.... 

16  72037 Wills 

6  72081 Tanksley. 

15  72105 Mayer... 

17  72158 Williams. 


5    72172 Taylor.. 

14    72272 Conner. 

3    72291- Baker.. 


Identical  fact  situation  as  the  Anders  loan  on  page  1  hereof. 
Do. 
Do. 

No  notary  seal  on  the  unrernrried  Assignpment  of  Mortgage. 
Please  have  the  Notary  affix  seal  to  the  Assignment 

Form  1705  lists  the  Monthly  Constant  (P  &  I)  as  $88.87.  The 
correct  figure,  according  to  the  Note  and  Mortgage,  is  $89.87. 
Please  correct  your  records  and  your  ropy  of  the    1708, 

On  Form  1705,  dale  last  payment  is  due  is  shown  as  7/2000. 
Correct  date  is  6/2000.  Please  change  your  records 
accordingly. 

Law/yers  Title  Policy  No.  80075,  Schedule  A-2  thereof  show/s 
the  Mortgage  as  being  recorded  on  May  20,  1970.  The 
correct  recording  date  is  May  21, 1970.  Please  have  corrected 
by  an  Indorsement  to  the  title  policy. 

On  Form  1705,  date  loan  closed  shown  as  Apr.  1,  1970.  This 
should  be  Apr.  9,  1970.  Please  correct  your  records  and  your 
copy  of  1706. 

Pioneer  National  Title  assigned  loan  to  Wilson  by  Assignment 
recorded  June  2,  .1970  as  number  60257.  The  recorded 
Assignment  must  be  forwarded  to  the  Custodian  for  filing 
in  this  tile. 

On  Form  1706,  the  original  loan  balance  is  shown  as  $13,600. 
The  Note  is  for  $13,450.  Please  correct  your  records  accord- 
ingly. The  Mortgage  had  been  assigned  twice  by  Lake  County 
Trust  Company  and  once  by  Wilson,  all  of  the  Assignments 
having  been  recorded.  The  recorded  Assignments  must  be 
forwarded  to  the  Custodian  for  filing  in  this  file. 

Identical  fact  situation  as  above  relative  to  Assignments.  The 
three  recorded  Assignments  must  be  forwarded  to  the  Cus- 
todian for  filing  in  this  file. 

Lake  County  Trust  Company  assigned  Mortgage  to  Wilson  by 
Assignment  recorded  July  7,  1970  as  number  64085.  The 
recorded  Assignment  must  be  forwarded  to  the  Custodi  an  for 
filing  in  this  file. 

Form  1706  shows  property  address  as  5151  S.  Paulina.  All 
other  documentation  shows  address  as  6151  S.  Paulina. 
Please  correct  your  records  and  your  copy  of  Form  1706. 

On  Form  1705,  date  loan  closed  shown  as  Mar.  23,  1970.  This 
should  be  Mar.  16, 1970.  Correct  your  records  and  your  copy 
of  Form  1706. 

On  Form  1706,  date  last  payment  is  due  shown  as  May  1,  2000. 
Correct  date  is  May  1,  1990.  Please  correct  your  records. 

Form  1706  shows  date  of  insurance  as  Mar.  26,  1970.  Correct 
date  is  Mar.  25,  1970.  Please  correct  your  records  and  your 
copy  of  Form  1706. 

On  Form  1705,  date  last  payment  is  due  shown  as  May  1, 1990. 
This  should  be  Apr.  1,  1990.  Please  correct  your  records 
accordingly. 

Property  address  as  shown  on  Form  1706,  14813  S.  Richmond 
Ave.  Posen,  III.,  omitted  from  Note  and  all  Mortgage  docu- 
ments. 

On  Form  1705,  date  loan  closed  shown  as  Apr.  2,  1970.  This 
should  be  Apr.  3,  1970.  Correct  your  records  and  your  copy 
of  Form  1706. 

Property  address  omitted  on  Note.  Unrecorded  Assignment 
of  Mortgage  incorrectly  spells  Roberta  and  Robert.  Please 
correct. 

On  Form  1705,  date  loan  closed  shown  as  May  13,  1970.  This 
shoulJ  be  Apr.  30,  1970.  Please  make  necessary  corrections. 
All  documents  executed  by  The  Chicago  City  Bank  &  Trust 
Co.,  Tiustee  U,Tr.  =8530.  Please  obtain  copy  of  Trust  Agree- 
ment for  filing  in  loan  file  of  the  Custodian. 

On  Form  1705,  date  loan  closed  shown  as  May  7,  1970.  This 
sho'jid  bo  May  5,  1970.  Please  correct  your  records  and  your 
copy  of  Form  1706. 

On  Form  1706,  date  loan  closed  shown  as  June  23,  1970.  This 
should  be  June  4, 1S70.  Please  correct  your  recoids  and  your 
copy  of  Form  1705. 

On  Form  1706,  date  loan  closed  shown  as  June  15,  1970.  This 
should  be  June  11, 1970.  Pleasecorrect  your  records  and  your 
cony  of  Form  1705.  All  documents  v/ere  exjcuti'd  by  The 
Chicago  City  Bank  &  Tiust  Co.,  as  Trustee  U/Tr.  #8554. 
Pleasg  obtain  copy  of  Trust  Agreement  for  filing  in  the  loan 
hie  of  the  Custodian. 


Sa-703- 
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Attention :  Dempsey  Travis,  President.  Febbuaby  25,  1972. 

Re  GNMA  Mortgage  Pool  No.  228. 

SiVART  MOETGAGE  COBP.,  CMcagO,  III. 

Gentlemen :  We  examined  the  loan  documents  in  the  above-mentioned  Pool 
in  the  office  of  the  Custodian,  Central  National  Bank,  Chicago,  Illinois,  on  Feb- 
ruary 16,  1972.  Each  mortgage  file,  with  one  exception,  contained  ail  of  the 
documents  listed  on  your  Schedule  of  Pooled  Mortgages  (Form  HUD  1706)  and 
appeared  to  be  in  proper  order  except  for  the  items  listed  under  Comments  and 
Corrections  on  the  enclosed  Examination  of  Documents  form. 

I  will  appreciate  it  if  you  will  carefully  review  the  listed  items  and  arrange 
for  the  timely  correction  thereof  and  inform  GNMA  accordingly. 

A  copy  of  the  enclosed  Examination  of  Loan  Documents  is  being  forwarded 
to  the  Custodian,  directed  to  the  attention  of  Mr.  John  Motley,  Assistant  Cashier 
in  the  Real  P^state  Banking  Division. 

Where  it  is  practical  to  effect  corrections  by  erasure  and  retyping,  please  be 
sure  that  such  corrections  are  initialed  by  a  corporate  ofiicer,  preferably  the  one 
who  originally  signed  the  documents  involved. 

Matters  affecting  title  policies  should  be  corrected  by  Indorsements  thereto, 
eliminating  the  necessity   for  withdrawing  such  policies  from  the  Pool  files. 

As  noted  on  page  1  of  the  Examination  of  Loan  Documents  report,  the  Bell 
file,  your  Loan  No.  2021,  lacks  a  title  policy.  However,  the  policy  was  located  in 
your  Issuer  file  and  reviewed  prior  to  the  completion  of  the  examination  and 
found  to  be  in  order.  Such  policy  is  to  be  forwarded  to  the  Custodian  Bank  for 
filing. 

The  examination  revealed  that  mortgages  for  approximately  32  loans  previ- 
ously had  been  assigned  to  FNMA,  but  were  reassigned  to  Sivart  Mortgage  prior 
to  the  makeup  of  the  pool  of  mortgages  for  GNMA  Pool  No.  228.  However,  the 
Assignments  were  not  in  the  custodial  files,  but  all  of  them,  except  those  for 
Robinson,  Loan  No.  2420,  were  located  in  the  Issuer's  files.  During  the  course 
of  the  examination  the  Assignments  were  reviewed  and  found  to  be  in  order. 
Same  will  be  forwarded  to  the  Custodian  for  filing.  Issuer  will  secure  certified 
copies  of  the  Assignments  for  the  Robinson  loan  and  deliver  them  to  the 
Custodian. 

It  was  noted  that  on  Form  HUD  1706,  Schedule  of  Pooled  Mortgages,  the  loan 
closing  dates  for  approximately  65  of  the  loans  in  the  Pool  were  incorrectly 
listed.  The  explanation  for  this  was  that  Sivart  uses  a  loan  closing  date  which  is 
subsequent  to  the  date  of  the  Settlement  Statement.  Conversely,  other  Issuers 
whose  MBS  Pools  have  been  reviewed  adhere  to  the  uniform  practice  that  the 
closing  date  is  the  date  of  the  Note  and  Mortgage.  Other  than  the  foregoing 
comment,  no  individual  detail  or  data  will  be  set  forth  for  the  reasons  that  the 
validity  of  the  documents  has  not  thereby  been  affected  and,  more  importantly, 
Form  1706,  as  amended,  eliminated  the  requirement  for  further  listing  of  the 
loan  closing  dates. 

There  were  five  errors  in  monthly  loan  payments  which  comprise  the  Monthly 
Constant  (P  &  I)  on  the  1706  form.  A  cursory  review  of  the  Company's  financial 
records  revealed  that  in  all  cases  the  correct  figures  appeared  on  the  corporate 
books.  It  is  recommended  your  copy  of  Form  1706  be  corrected  accordingly. 

GNMA  requires  that  Form  HUD  1708.  Request  for  Release  of  Documents,  be 
used  at  all  times  for  the  release  and  withdrawal  of  documents  from  the  Pool. 
Additionally,  it  is  necessary  that  all  of  the  information  requested  be  provided  in 
such  form.  Of  especial  importance  is  the  requirement  that  a  Settlement  Date  be 
shown  in  the  space  provided  therefor. 

If  there  are  any  questions  concerning  the  examination,  please  do  not  hesitate  to 
communicate  with  the  undersigned  at  GNMA. 

Very  truly  yours,  Carl  Lindstrom, 

MBS  Administration. 

Enclosures. 

Mr.  John  Motley,  February  25, 1972. 

Assistant  Cashier,  Real  Estate  Banldng  Division, 
Central  National  Bank,  CMcago,  III. 

Dear  Mb.  Motley  :  I  want  to  express  and  convey  my  appreciation  for  the 
courtesy  and  cooperation  extended  by  you  on  February  16,  1072,  wlien  Robert 
Airy  and  I  were  at  the  Central  National  Bank  examining  tlie  loan  documents  in 
connection  with  GNMA  Mortgage  Pool  No.  228  of  the  Sivart  Mortgage  Company. 

^^"^^'•^^y'  Carl  Lindstrom. 

MBS  Pool  Administration. 
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CUSTODIAN 

GNMA  pool  No.  228.  Issuer:  Sivart  Mortgage  Corp.  Number  of  loans  In  pool,  82.  Loans  on  Form  1706,  82. 
Custodian:  Central  National  Bank,  Chicago,  III.. Feb.  16,  1972. 

Page  of 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No.       Name  of  mortgagor  Comments-corrections 

1     2021 Bell — Title  Policy  missing;  However,  same  located  in  Issuer's  file  and 

reviewed  prior  to  completion  of  examination,  and  found  to  be 
in  order.  Same  to  be  forwarded  to  Custodian  bank.  Unre- 
corded Mortgage  Assignment  shows  date  of  Mortgage  as 
Mar.  21,  1970.  Correct  date  therefor  Is  Nov.  23, 1970.  Please 
correct  such  Assignment. 

1  2075 Gonzales The  Mortgage  was  rerecorded  on  Oct.  30,  1970  to  correct  an 

error.  This  Is  not  reflected  in  the  title  policy.  Secure  an 
indorsement  to  Pioneer  Title  Policy  No.  16457  to  show  rere- 
cordlng  of  Mortgage  on  Oct.  30,  1970,  Document  No 
21,304,410. 

2  2357 Williams Form  1706  lists  Monthly  Constant  (P  &  I)  as  $159.94.  The 

■  correct  figure,  according  to  the  Note  and  Mortgage,  is  $199.94 
Please  correct  your  records  and  your  copy  of  Form  1706 

2    2374 Dickens  and  Gray In  the  unrecorded  Mortgage  Assignment,  correct  the  spelling 

of  Ocotber  to  October. 

2  2378 Chambers Form  1706  lists  Monthly  Constant  (P  &  I)  as  $137.42.  The 

correct  figure,  according  to  the  Note  and  Mortgage,  is  $136.50 
Please  correct  your  records  and  your  copy  of  Form  1706. 

3  2400 McDonald In  the  unrecorded  Mortgage  Assignment,  in  the  legal  descrip- 

tion, correct  spelling  of  South  k  ast  to  South  East. 

3    2405 Chicago  Title,  Tr.  U/T         Prior  to  recording,  date  of  Mortgage  changed  from  Nov.  9, 1970 

56111.  to  Nov.  16, 1970.  However,  in  Mortgage  Assignment  the  date 

is  Nov.  9,  1970.  Correct  such  Assignment  to  show  correct 
date  of  Nov.  16,  1970.  Mortgage  previously  assigned  to 
FNMA,  then  assigned  back  to  Sivart.  Pioneer  title  policy 
No.  20384  shows  latter  Assignment  recorded  as  Document 
No.  21,331,745,  document  number  for  the  recorded  mortgage 
The  correct  number  is  21,349,200.  Correct  title  policy  by  an 
Indorsement  thereto. 

3  2405 Graham. Form  1706  lists  Monthly  Constant  (P  &  I)  as  $153.67.  The 

correct  figure,  according  to  the  Note  &  Mortgage,  is  $133.67. 
Please  correct  your  records  and  your  copy  of  Form  1706 

4  2420.... Robinson. Mortgage  previously  assigned  to  FNMA,  then  assigned  back  to 

Sivart.  The  recorded  Assignments  are  missing  and  cannot 
be  located  in  either  the  Custodian's  or  Issuer's  files.  Secure 
certified  copies  thereof  and  file  with  the  Custodian. 

4    2424 Co  eman There  is  a  variance  in  the  legal  description  in  the  Mortgage 

and  the  Title  Policy.  In  Mtg.  line  4  of  legal  refers  to  Prinks 
while  same  line  in  Title  Policy  refers  to  Prinks  Resubdivlsion. 
Please  clarify.  If  Policy  in  error,  secure  correcting  indorse- 
ment. If  Mortgage  Incorrect,  rerecord  san-e  and  prepare 
another  Mortgage  Assignment  with  correct  legal  and  data 
concerning  rerecording  of  Mortgage. 

4  2427 Ashford FH A  Mortgage  Insurance  Certificate'indicates  amount  of  loan  as 

$21,300  wnile  all  other  documents  Indicate  it  to  be  $21,150. 
Have  Mortgage  Insurance  Certificate  corrected. 

5  2463.... First  National  Bank,  Title  Policy,  Pioneer  No.  23049,  Schedule  A-2,  shows  Mortgage 

Trustee  U/T  No.  70127.        recorded  as  Doc.  No.  21,378,842.  Correct  Doc.  number  is 
21,378,826.  Correct  by  Indorsem.ent  to  Title  Policy. 

5    2467 Boxey On  Form  1706,  Date  Last  Payment  Due  is  shown  as  February 

2001.  Correct  date  is  January  2001.  Correct  your  copy  of 
Form  1706. 

5  2476 Litt  e Form  1706  lists  Monthly  Constant  (P  &  I)  as  $125.36,  and  Date 

Last  Payment  Due  as  January  2000.  The  correct  Monthly 
Constant  is  $125.35,  and  the  correct  Date  is  January  2001. 
Please  correct  your  records  and  your  copy  of  Form  1706. 

4    24 Gordon Form  1706  lists  Monthly  Constant  (P  &  1)  as  $152.70.  The 

correct  figure  is  $192.70.  Please  correct  your  records  and 
copy  of  1706. 

6  2486 Lartheridge The  unrecorded  Mortgage  Assignment  lists  the  amount  of  the 

mortgage  as  $21,600.  The  correct  figure  is  $20,600.  Please 
correct  the  Mortgage  Assignment. 

6    2487 Williamson Title  Policy,  Pioneer  No.  23099,  Schedule  A-2,  shows  Mortgage 

recorded  as  Document  No.  21,353,307.  The  correct  Document 
number  is  21,353,309.  Correct  by  Indorsement  to  Title 
Policy. 

Note:  There  were  no  Certificates  of  Insurance  in  the  individual 
files.  It  Is  presumed  that  Issuer  has  in  its  possession  a  valid, 
standard  policy  of  insurance  for  fire  and  extended  coverage 
in  the  required  amount  for  each  of  the  loans  in  this  MBS  Pool. 
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February  29,  1972. 
Attention  :  Clyde  A.  Pinkston,  Senior  Vice  President. 
Re  GNMA  Mortgage  Pool  No.  272. 
Thomas  J.  Fisher  and  Co.,  Inc., 
Washington,  D.C. 

Gentlemen  :  We  examined  the  loan  documents  in  the  above-mentioned  Pool  in 
the  office  of  the  Custodian,  Riggs  National  Bank,  Friendship  Branch,  Washington, 
D.C,  on  February  3  and  4, 1972.  Each  mortgage  file  contained  all  of  the  document-s 
listed  on  your  Schedule  of  Pooled  Mortgages  (Form  HUD  1706)  and  appeared  to 
be  in  proper  order  except  for  the  items  listed  under  Comments  and  Corrections  on 
the  enclosed  Examination  of  Documents  form. 

I  will  appreciate  it  if  you  will  carefully  review  the  listed  items  and  arrange  for 
the  timely  correction  thereof  and  inform  GNMA  accordingly. 

A  copy  of  the  enclosed  Examination  of  Loan  Documents  is  being  forwarded  to 
the  Custodian,  directed  to  the  attention  of  Mr.  Roy  Powers,  Assistant  Vice  Presi- 
dent, in  the  Friendship  Branch  of  Riggs  National  Bank. 

Where  it  is  practical  to  effect  corrections  by  erasure  and  retyping,  please  be 
sux'e  that  such  corrections  are  initialed  by  a  corporate  ofiicer,  preferably  the  one 
who  originally  signed  the  documents  involved. 

Matters  affecting  title  policies  should  be  corrected  by  Indorsements  thereto,, 
eliminating  the  necessity  for  withdrawing  such  policies  from  the  Pool  files. 

As  noted  on  page  1  of  the  Examination  of  Loan  Documents  report,  all  of  the 
unrecorded  Assignments  of  Deeds  of  Trust  from  Fisher  to  GNMA  lack  notary 
acknowledgements,  therefore,  are  not  in  recordable  form.  Please  correct  this  defi- 
ciency and,  also,  please  review  your  other  MBS  Pools  to  ascertain  that  the  Assign- 
ments of  Deeds  of  Trust  to  GNMA  therein  do  not  likewise  have  such  deficiency. 

It  was  noted  that  on  Form  HUD  1706,  Schedule  of  Pooled  Mortgages,  the  date 
is  listed  as  January  15, 1970.  This  should  be  January  15, 1971.  Please  correct  your 
copy  of  Form  1706,  page  2  thereof. 

There  are  three  errors  in  the  monthly  loan  payments  which  comprise  the 
Monthly  Constant  (P  &  I)  on  the  1706  form.  When  reviewing  the  Issuer's  finan- 
cial records,  it  was  noted  that  two  of  the  errors  had  been  corrected  on  the  cor- 
porate books,  but  one  error  for  One  Dollar  had  not  been  noticed  or  corrected.  The 
Treasurer  said  that  he  would  make  the  necessary  correction  thereof.  It  is  recom- 
mended your  copy  of  Form  1706  also  be  corrected. 

The  examination  revealed  that  Deeds  of  Trust  for  approximately  12  loans  pre- 
viously had  been  assigned  by  Bogley,  Harting,  Mahoney  &  Lebling,  Inc.,  to  Thomas 
J.  Fisher  and  Company,  Incorporated,  but  the  Assignments  therefor  have  not  been 
recorded.  Hence,  Bogley,  etc.,  presently  are  the  owners  of  record  of  the  beneficial 
interests  in  said  12  loans.  The  Assignments  must  be  withdrawn  from  the  custodial 
files  and  recorded. 

The  various  title  policies  involved  show  Bogley,  etc.,  as  the  Insured  rather  than 
Fisher.  Usually,  even  though  the  policies  do  not  now  show  the  present  insured, 
they  should  be  brought  down  to  show  and  include  the  recording  of  the  Assignments 
above-mentioned.  As  this  is  accomplished  by  Indorsements  to  the  policies,  it  would 
be  a  simple  matter  to  at  the  same  time  include  in  such  Indorsements  the  name  of 
the  present  Insured,  Thomas  J.  Fisher  and  Company,  Incorporated. 

One  loan  has  been  withdraw^n  from  this  Pool.  It  is  the  Metcalfe  loan.  Issuer's 
No.  8464,  withdrawn  on  February  2,  1972,  for  the  reason  of  failure  to  secure  an 
FHA  Mortgage  Insurance  Certificate. 

In  many  instances,  as  noted  on  the  Examination  of  Documents  Form,  the 
title  policies  merely  recited  in  each  case  the  date  of  recording  of  the  Deed  of 
Trust  without  further  reference  to  either  a  Document  number  and/or  a  Book 
and  Page  reference.  This  is  insufficient.  In  addition  to  the  date  of  recording,  each 
such  policy  should  cite  either  the  document  number  or  the  book  and  page  refer- 
ence, or  both,  for  the  recorded  Deed  of  Trust. 

Form  HUD  1706,  Schedule  of  Pooled  Mortgages,  was  submitted  to  GNMA  with 
a  number  of  exceptions  noted  on  the  reverse  of  each  page  ot  the  Schedule  and  with 
niunorous  instances  of  missing  dates  of  issuance  of  the  FHA  Mortgage  Insurance 
Certificates  and  the  VA  Guarantee  Certificates.  The  examination  revealed  that 
as  the  exceptions  were  cleared  and  the  insurance  and  guarantee  dates  ascer- 
tained, the  Custodian  was  so  informed.  However,  GNMA  was  not  so  informed  in 
order  to  make  the  necessary  and  proper  notations  on  Form  1706.  It  is  recom- 
mended that  in  the  future  it  be  a  matter  of  procedure  to  communicate  with: 
GNMA  in  writing  under  similar  circumstances. 
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Your  attention  is  directed  to  the  fact  many  of  the  items  commented  on  and 
listed  for  correction  are  of  the  class  or  nature  that  need  not  have  been  written 
lip  if  they  had  been  more  carefully  checked  and  reviewed  during  their  preparation. 
GNMA  requires  that  Form  HUD  1708,  Request  for  Release  of  Documents,  be 
used  at  all  times  for  the  release  and  withdrawal  of  documents  from  the  Pool. 
Additionally,  it  is  necessary  that  all  of  the  information  requested  be  provided 
in  such  form.  Of  especial  importance  is  the  requirement  that  a  Settlement  Date 
be  shown  in  the  space  provided  therefor. 

If  there  are  any  questions  concernint;:  the  examination,  please  do  not  hesitate 
to  communicate  with  the  undersigned  at  GNMA. 
Very  truly  yours, 

Carl  LiNosTROxr, 
Mortgage-Backed  Securities  Admimstration,  GNMA. 

February  25, 1972. 
Mr.  Ray  Powers, 

Assistant  Vice  President,  Riggs  National  Bank, 
Washington,  D.C. 

Dear  Mr.  Powers  :  I  want  to  express  and  convey  my  appreciation  for  the 
■courtesy  and  cooperation  extended  by  you  on  February  3  and  4,  1972,  when  Tom 
Kinney  and  I  were  at  the  Riggs  National  Bank  examining  the  loan  documents  in 
■connection  with  GNMA  Mortgage  Pool  No.  272  of  the  Thomas  J.  Fisher  and 
Company,  Incorporated. 
Sincerely, 

Carl  Lixdstrom, 
,     MBS  Pool  Administration. 

GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION-EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH 

CUSTODIAN 

GNMA  Pool  No.  272.  Issuer:  Thomas  J.  Fisher  and  Co.,  Inc.  Number  of  loans  In  pool  89,  loans  on  form  1706,  80. 
Custodian  Riggs  National  Bank,  Friendship  Branch,  Washington,  D.C,  Feb.  3  and  4, 1972. 

Page  of 

sched-  , 

ule 

(HUD 

1706)       Issuer's  loan  No.       Name  of  mortgagor  Comments-corrections 

J    8456 Alston... FHA  case  number  omitted  from  Note.  Chicago  Title  Policy  No. 

47-004-02-26356,  Schedule  A  thereof,  insures  Lot  10  instead 
of  Lot  1,  the  correct  legal.  The  Deed  of  Trust  was  rerecorded 
on  Mar.  15, 1971,  but  not  shown  in  the  title  policy.  Secure  an 
Indorsement  to  the  Title  Policy  insuring  the  correct  legal  and 
which  shows  the  rerecording  of  the  Deed  of  Trust.  An  addi- 
tional Assignment  required  for  the  rerecording  of  the  Deed 
of  Trust. 

1    8454 Austin The  Commission  expired  date  of  the  Notary  missing  from  the 

Deed  of  Trust. 

1    8471 Auth FHA  case  number  omitted  from  Note.  Commission  expired  date 

of  D.C.  Notary  missing  from  Deed  of  Trust. 

1    8453 - .-  Baptiste FHA  case  number  omitted  from  Note. 

1    8499 ._ Barbour Unrecorded  Assignment  of  Deed  of  Trust  incorrectly  spells  Sue 

N.  Barbour  as  Sune  N.  Barbour.  Correct  the  Assignment. 

1    8512. .._ Barclay . Form  HUD  1706  lists  FHA  case  No.  248-088771  but  FHA  MIC 

shows  No.  249-068771.  Correct  your  copy  of  the  1706  and 
your  records.  The  title  policy  only  showsdate  of  recordingof 
Deed  of  Trust,  omitting  any  reference  to  the  document  num- 
ber or  book  and  page.  Correct  by  Indorsement  to  Title  Policy. 

1  8488 Bartee The  title  policy  only  shows  date  of  recording  of  the  Deed  of 

Trust,  omitting  any  reference  to  the  document  number  or 
book  and  page.  Correct  by  Indorsement  to  Title  Policy.  Form 
1706  lists  the  Monthly  Constant  (P  &  I)  as  $133.04.  The 
correct  figure,  according  to  the  Note  and  Deed  of  Trust  is 
$138.04.  Please  correct  your  records  and  your  copy  of  Form 
1706. 

2  8509 Bilbro The  title  policy  shows  date  of  recording  of  the  Deed  of  Trust, 

omitting  any  reference  to  the  document  number  or  book  and 
page.  Correct  by  Indorsement  to  the  Title  Policy. 

2    8511 Boddie _.  Same  fact  situation  as  above. 

2    8438 Breakwell FHA  case  number  omitted  from  Note.  The  Deed  of  Trust  was 

rerecorded  on  Jan.  14,  1971  to  correct  an  error — and  co- 
rection  was  not  initialed  prior  to  rerecording.  No  recital  of 
the  rerecording  in  the  title  policy.  Secure  Indorsement  to 
Title  Policy.  An  additional  Assignment  to  GNMA  is  required 
for  the  rerecording  of  the  Deed  of  Trust. 

2    8434 Bumpas FHA  case  number  omitted  from  Note. 
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GNMA  Pool  No.  272.  Issuer:  Thomas  J.  Fisher  and  Co.,  Inc.  Number  of  loans  in  pool,  89,  loans  on  form  1706,  90. 
Custodian  Riggs  National  Banl<,  Friendship  Branch,  Washington  D.C.,  Feb.  3  and  4, 1972. 

Page  of 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No.       Name  of  mortgagor  Comments-corrections 


2    8548- — -  Beckham. 


2    8507 Cornwell. 


2    8513 Cox. 


3    8455 Dean... 

3    8500.. Dotellis. 

3    8445 Russell. 


3    8541 Fernandez- 


3    8547 Free. 


3    8557 Garvin_. 

3    8496 Gavazzi. 


Goodwin. 
GosnelL. 


4  8510 Grimes.. 

4  8556. Guertin. 

4  8504 Hall 

4  8551 Harris.. 

4  8517 Hayes... 


4    8552 Henzler.. 

4    8310 Hindman. 


5    8486 Huhn... 

5    8407 Hundley. 

5    8470 Hunt.... 


.  Assignment  of  Deed  of  Trust  from  Bogiey,  etc.,  to  Issuer  has 
not  been  recorded,  and  the  title  policy  shows  Bogley,  etc.,  as 
owner  of  beneficial  interest.  The  Assignment  from  Bogley 
must  be  recorded  and  secure  an  Indorsement  to  the  Title 
Policy  showing  Issuer  as  the  owner  of  the  beneficial  interest 
and  which  shows  the  recording  of  the  Assignment. 
.  The  Title  Policy  issued  by  Columbia  Real  Estate  Title,  No. 
CRM  5711,  in  Schedule  A  thereof,  names  the  Director  of 
Veterans  Affairs  as  one  of  the  insured.  This  is  an  FHA  loan. 
Secure  a  correcting  Indorsement  naming  the  Secretary  of 
HUD  as  one  of  the  insured  instead  of  the  Director  of  VA. 

Form  HUD  1706  lists  FHA  case  No.  249-068773  but  FHA  MIC 
shows  No.  249-068775.  Correct  your  copy  of  1706  and  your 
records.  The  title  policy  only  shows  date  of  recording  of  the 
Deed  of  Trust,  omitting  any  reference  to  the  document 
number  or  book  and  page.  Correct  by  Indorsement  to  Title 
Policy.  Unrecorded  Assignment  of  the  Deed  of  Trust,  in 
legal  description ,  has  Block  H.  Assignment  should  be  correct- 
ed to  show  Block  N. 

Date  of  loan  on  VA  Guarantee  shown  as  Oct.  4, 1970,  but  should 
be  Oct.  21,  1970.  Withdraw  Guarantee  Certificate  and  have 
corrected. 

The  title  policy  only  shows  the  date  of  recording  of  the  Deed 
of  Trust,  omitting  any  reference  to  the  document  number  or 
the  book  and  page.  Correct  by  Indorsement  to  the  Title 
Policy. 
,  Form  1706  lists  the  Monthly  Constant  (P  &  I)  as  $130.50.  The 
correct  figure,  according  to  the  Note  and  Deed  of  Trust,  is 
$131.50.  Please  correct  your  records  and  your  copy  of  the 
1706.  The  Deed  of  Trust  was  rerecorded  on  Jan.  19,  1971,  to 
correct  an  error  in  the  constant,  but  not  shown  in  the  title 
policy.  The  title  policy  only  shows  the  date  of  recording  of 
the  Deed  of  Trust,  omitting  any  reference  to  the  document 
number  or  the  book  and  page.  Secure  an  Indorsemennt 
the  Title  Policy  correcting  the  foregoing  items.  An  additional 
Assignment  is  required  for  the  rerecorrding  of  the  Deed  of 
Trust. 

Date  of  loan  on  VA  Guarantee  shown  as  Dec.  13,  1971,  but 
should  be  Dec.  18,  1971.  Withdraw  Guarantee  Certificate 
and  have  corrected.  The  unrecorded  Assignment  of  the 
Deed  of  Trust  shows  the  loan  as  $24,300.00.  It  should  be 
$24,600.00.  Correct  Assignment. 

Assignment  of  Deed  of  Trust  from  Bogley,  etc.,  to  Issuer  has 
not  been  recorded,  and  title  policy  shows  Bogley,  etc.,  as 
owner  of  beneficial  interest.  The  Assignment  from  Bogley 
must  be  recorded  and  secure  Indorsement  to  the  Title 
Policy  showing  Issuer  as  the  owner  of  the  beneficial  interest 
and  which  shows  the  recording  of  the  Assignment. 

Identical  fact  situation  as  Free,  above. 

No  recording  data  in  title  policy.  Same  as  Dotellis,  above. 
FHA  case  number  omittea  from  Note.  Unrecorded  Assign- 
ment of  Deed  of  Trust  incorrectly  spells  November  as 
Novemer.  Please  Correct  the  Assignment. 

FHA  case  number  omitted  from  Note. 

FFA  case  number  on  Note  is  548-663984.  It  should  be  548- 
063984.  Please  correct  this  number  on  the  Note. 

The  legal  description  in  the  unrecorded  Assignment  of  the 
Deed  of  Trust  does  not  agree  with  that  in  the  Deed  of  Trust 

Ider.Iical  fact  situation  as  the  Free  loan  listed  on  Page  3. 

FHA  case  number  omitted  from  Note. 

Identical  fact  situation  as  the  Free  loan  listed  on  Page  3. 

FHA  case  number  in  error  on  both  Form  1706  and  the  Note. 
The  correct  number  is  249-068799.  Please  correct  Note  and 
Form  1705.  The  Title  Policy,  Schedule  A-4  thereof,  contains 
an  erroneous  document  number.  The  book  and  page  num- 
bers have  been  combined  to  read  3903790.  This  should  be 
Book  3903,  Page  790.  Please  secure  an  Indorsement  to  the 
Title  Policy  correcting  this  error. 

Identical  fact  situation  as  the  Free  loan  listed  on  Page  3. 

FHA  Mortgage  Insurance  Certificate  is  for  $18,000,  but  actual 
loan  is  for  $16,000.  Please  correct  MIC.  No  FHA  case  number 
on  Note.  FHA  MIC  lists  property  address  as  404  Hamlin 
Lane  while  Form  1706  lists  1104  Hamlin  Lane.  Please  ascer- 
tain correct  address,  then  correct  either  MIC  or  Form  1706. 

FHA  case  number  omitted  from  Note. 
Do. 

On  Form  1706,  date  loan  closed  shown  as  Nov.  23,  1970.  This 
should  be  Nov.  16,  1970.  Correct  your  copy  of  the  1706. 
Identical  fact  situation  as  the  Dotellis  loan  listed  on  Page  3. 
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GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION— EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH 

CUSTODIAN 

GNMA  Pool  No.  272.  Issuer:  Thomas  J.  Fisher  and  Co.,  Inc.  Number  of  loans  in  pool,  89,  loans  on  form  1706,  SO. 
Custodian  Riggs  National  Bank,  Friendship  Branch,  Washington,  D.C.,  Feb.  3  and  4, 1972. 


Page  of 
sched- 
ule 
(HUD 
1706)       Issuer's  loan  No.       Name  of  mortgagor 


Comments-corrections 


5    8370 Hynds. 


5    8538 Jones. 


5  8553 Jones 

6  8328 Lancaster. 


6    8554 Lee  

6    8519-- Lichtman.. 

6    8525.. Hotchkiss. 


6    8478_ Martin 

6    8497 Milbourne. 

6    8463 Miller 


7  8487_ Morris... 

7  8537 Moten.... 

7  8465 Musser... 

7  8363 McQuain. 


7    8558 Parker.. 

7    84  6.. Parsons. 


7    8555. Pearson. 


8    8516 Perkins.. 

8    8bb0 Peterson. 


8  8523 Pierce... 

9  8524 Squires. 


9    8501 Turner. 

9    8549.. Walker. 


Wallace. 


8  8481 Pinkey... 

8  8477 Puryear... 

8  8498 Rivera 

8  8469 Shearman. 


.  Deed  of  Trust  Note  has  2  endorsements  in  blank,  one  by 
Issuer  and  one  by  James  T.  Barnes  and  Co.  The  Note  is 
payable  to  Issuer.  The  Barnes  endorsement  should  be  can. 
celled  and  such  cancellation  initialed  by  an  officer  of  Barnes 

.  The  title  policy  shows  the  rerecording  of  the  Deed  of  Trust  a 
Document  No.  321711,  but  the  correct  number  is  24568. 
Please  secure  an  Indorsement  to  the  Title  Policy  correcting 
this  error, 

.  Identical  fact  situation  as  the  Free  loan  listed  on  Page  3. 

.  The  title  policy,  Schedule  A  thereof,  lists  the  street  address 
of  the  property  instead  of  the  legal  description.  Secure  an 
Indorsement  to  the  Title  Policy  correcting  this  error. 

.  Identical  fact  situtation  as  the  Free  loan  listed  on  Page  3. 

.  FHA  case  number  omitted  from  Note. 

.  Identical  fact  situtation  as  the  Dotellis  loan  listed  on  Page 
3  re  Title  Policy.  The  unrecorded  Assignment  of  the  Deed  of 
Trust  incorrectly  spells  Agnes  as  Agness.  Please  correct  the 
Assignment. 

.  FHA  case  number  omitted  from  Note.  Identical  fact  situation 
as  the  Dotellis  loan  listed  on  Page  3  re  Title  Policy. 

.  Identical  situation,  as  the  Dotellis  loan  listed  on  Page  3  re 
Title  Policy. 

.  FHA  case  number  omitted  from  Note.  Form  1706  lists  the 
Monthly  Constant  (P.  &  I.)  as  $153.80.  The  correct  figure, 
according  to  the  Note  and  Deed  of  Trust,  is  $213.78  Please 
correct  your  records  and  your  copy  of  Form  1706. 
FHA  case  number  omitted  from  Note. 
Do. 
Do. 
Deed  of  Trust  Note  has  2  endorsements  in  blank,  one  by 
Issuer  and  one  by  James  T.  Barnes  and  Company.  The  Mote 
is  payable  to  Issuer.  The  Barnes  endorsement  should  be 
cancelled  and  such  cancellation  initialed  by  an    offier  of 
Barnes. 

,  Identical  fact  situation  as  the  Free  loan  listed  on  Page  3. 

.  Deed  of  Trust  Note  has  2  endorsements  in  blank,  one  by 
Issuer  and  one  by  James  T.  Barnes  and  Company.  The 
Note  is  payable  to  the  Issuer.  The  Barnes  endorsement 
should  be  cancelled  and  such  cancellation  initialed  by  an 
officer  of  Barnes.  The  title  policy.  Schedule  A-4  thereof, 
lists  the  street  address  of  the  property  instead  of  the  legal 
description.  Secure  an  Indorsement  to  the  Title  Policy  cor- 
recting this  error. 

.  identical  fact  situation  as  the  Free  loan  listed  on  Page  3. 
Also,  identical  fad  situation  as  the  Dotellis  loan  listed  on 
Page  3  re  Title  Policy. 

.  FHA  case  number  omitted  from  Note. 

-  Identical  fact  situation  as  the  Free  loan  listed  on  Page  3.  Also 
identical  fact  situalion  as  the  Dotellis  loan  listed  on  Page  3 
re  Title  Policy. 

.  FHA  case  number  omitted  from  Note. 

.  The  FHA  MIC  and  the  unrecorded  Assignment  of  Deed  of 
Trust  both  locate  the  property  in  Temple  Hills,  Md.,  while 
the  7106  Form  has  Oxoii  Hill,  Md.  Please  ascertain  the 
correct  location  then  make  necessary  corrections  to  con- 
form thereto.  Also,  identical  fact  situation  as  the  Dotellis 
loan  listed  on  Page  3  re  Title  Policy. 

.  FHA  case  number  omitted  from  Note. 

.  Identical  fact  situation  as  the  Free  loan  listed  on  Page  3.  Also, 
identical  fact  situation  as  the  Dotellis  loan  listed  on  Page  3 
re  Title  Policy. 

.  Deed  of  Trust  Note  has  2  endorsements  in  blank,  one  by 
Issuer  and  one  by  James  T.  Barnes  and  Company.  The  Note 
is  payable  to  Issuer.  The  Barnes  endorsement  should  be 
cancelled  and  such  cancellation  initialed  by  an  officer  of 
Barnes.  Identical  fact  situation  as  the  Dotellis  loan  listed 
on  Page  3,  Title  Policy. 

.  The  FHA  case  number  on  the  Note  is  erroneously  listed  as 

06890.  The  correct  number  is  068290.  Please  have  corrected. 

Identical  fact  situation  as  the  Dotellis  loan  listed  on  Page  3, 

re  Title  Policy. 
Identical  fact  situation  as  the  Dotellis  loan  listed  on  Page  3, 

re  Title  Policy. 
FHA  case  number  omitted  from  Note. 


Note:  All  of  the  unrecorded  Assignments  of  Deeds  of  Trust  from  Issuer  to  GNMA  lack  notary  acknowledgsmeats,  ths 
fore,  are  not  in  recordable  form. 
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Subject:  Mortgage-Backed  Securities  Pool  No.  1187. 
Mr.  Robert  J.  Domqxeci, 
Vice  President,  Albuquerque  Xational  Bank, 
Albuquerque,  X.  Mex. 

Dear  Mr.  Domeneci  :  I  want  to  thank  you  and  your  staff  for  ttie  courtesies 
extended  to  nie  during  my  April  11  visit  to  your  bank  which  is  issuer  and  custo- 
dian of  MBS  Pool  No.  1187. 

None  of  the  custody  documents  had  been  requested,  since  none  of  the  loans 
were  in  foreclosure.  Your  performance  as  issuer  and  custodian  of  GNMA  MBS 
pools  is  flawless.  I  was  impressed  with  the  custody  documentation,  and  the 
double  security  of  custody  documents  in  a  fire-proof  vault.  Mr.  Lawrence  Coil's 
understanding  of  program  requirements  and  the  bank's  internal  program  for 
reporting  to  GNMA  and  issuers  indicated  a  really  professional  financial  pro- 
gram. As  you  indicated,  it  just  takes  a  little  more  effort  to  do  things  right,  and 
we  at  GNMA  appreciate  your  superior  performance. 
Sincerely, 

(Signed)      Carl  M.  Grenn, 
Carl  M.  Grenn, 
Director,  Office  of  Loans,  GNMA. 

Mortgage-Backed  Securities — Issuer  and  Custodian  Location  Report 

Name  and  Address  of  Issuer. — Albuquerque  National  Bank,  Central  Avenue  West 

at  Second  St.  NW.,  Post  Office  Box  1344,  Albuquerque,  N.  Mex. 
Active  Pools.— 11S7. 
Issuer  Contact.- — Harry  T.  Montgomery,  Vice  President. 

Telephone  lYo.— (505)  765-2501. 

GNMA  Pool  No.  to  be  examined. — 1187. 

Amount  of  /.s-swe.— $4,755,919.47. 

Date  Securities  Issued. — .January  1, 1972. 

Interest  Rate  of  Pool  Mortgages. — 7  percent 

Securities  Rate. — GVs  percent. 

Type  of  Poo?.— Fully'Modified. 

Number  of  Mortgages. — 241 

Custodial  Account  A'o.— 04-6082-6. 

Located  in. — Albuquerque  National  Bank. 

Pool  Composition. — 100  percent  in  New  Mexico. 
Name  and  Address  of  Custodian. — Albuquerque  National  Bank,  Trust  Depart- 
ment. 
Custodian  Contact. — .John  Y.  Gannaway  (or  Mr.  Oliver  Albred). 

Telephone  No.— i^Oo)  765-2128. 

Custodian  Agreement  Signed. — December  6, 1971. 
Other. — 

April  24, 1972. 

Subject :  MBS  Pool  No.  1187. 
Mr.  Oliver  Albred, 
Albuquerque  National  Bank, 
Albuqiierque,  N.  Mex. 

Dear  Mr.  Albred  :  Thank  you  for  your  assistance  during  the  custody  documen- 
tation review  on  April  11.  I  have  already  written  to  Mr.  Domeneci  and  related 
liow  impressed  I  was  with  the  superior  manner  in  which  the  file  appeared. 
Sincerely, 

(Signed  Carl  M.  Grenn, 
Carl  M.  Grenn, 
Director,  Office  of  Loans,  GNMA. 


April  24, 1972. 
Attention  :  II.  T.  Huggins,  Vice  President. 
Re  GNMA   :\rortgage   Pool   No.   360,   Northwest   Guaranty    Savings  and   Loan 

Association. 
Kassler  &  Co., 
Denver,  Colo. 

Gentlemen  :  I  examined  the  loan  documents  in  the  above-mentioned  Pool  in 
the  office  of  the  Custodian,  The  First  National  Bank  in  Golden.  Golden,  Colorado, 
on  :Marrh  16  and  17,  1972.  Form  HUD  1706,  Schedule  of  Pooled  IVlortgages,  lists 
one  hundred  twenty-eight  mortgage  files  of  which  thirteen  thereof  had  been 
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withdrawn  prior  to  the  examination.  Of  the  thirteen,  four  files  had  been  with- 
drawn in  order  to  institute  foreclosure  proceedings  prior  to  the  time  Kassler  re- 
ceived the  pool  tiles  from  Seattle.  The  remaining  nine  were  properly  released  from 
the  Pool  by  use  of  Form  170S  (Request  for  Release  of  Documents),  copies  of 
which  are  in  the  Custodian  files,  for  foreclosure  proceedings,  seven,  and  because 
two  of  the  loans  were  paid  in  full. 

With  respect  to  the  balance  of  the  loans  in  the  Pool,  each  mortgage  file  with 
the  exception  of  loan  #2136,  Brown,  page  3  of  Form  1706,  contained  all  of  the 
required  documents  listed  on  your  Schedule  of  Pooled  Mortgages  and  appeared 
to  be  in  proper  order  except  for  the  items  listed  under  Comments  and  Corrections 
on  the  enclosed  Examination  of  Documents  form  and  as  set  forth  and  discussed  in 
this  letter. 

I  will  appreciate  it  if  you  will  carefully  review  and  study  the  listed  items  and 
arrange  for  the  timely  correction  of  those  items  requiring  affirmative  action  and 
then  inform  GNMA  accordingly. 

A  copy  of  the  enclosed  Examination  of  Loan  Documents  is  being  forwarded 
to  the  Custodian,  directed  to  the  attention  of  Mr.  L.  Milton  VanderStowe,  Execu- 
tive Vice  President. 

The  Custodian  maintains  a  control  file,  kept  with  the  Pool  files,  which  contains 
a  copy  of  Form  HUD  1706  as  well  as  copies  of  pertinent  documents  relating  to 
the  Pool. 

The  files  contain  photo  or  Xerox  copies  of  the  Assignments  from  Issuer,  North- 
west, to  GNMA.  Under  the  circumstances,  there  was  no  way  to  ascertain  if  the 
corporate  and  notary  seals  were  properly  affixed  thereto  before  being  recorded. 
It  was  determined  during  the  course  of  the  examination  that  such  recorded 
Assignments  are  now  in  possession  of  Kassler  &  Co. 

As  noted  on  page  1  of  the  Examination  of  Loan  Documents  Report,  none  of 
the  Assignments  from  Northwest  Guaranty  to  GNMA  were  dated.  However,  all 
were  acknowledged  on  the  same  date  by  a  Notary  Public  and  this  date  will  be 
construed  as  the  date  of  execution  of  said  Assignments. 

In  view  of  the  recording  of  the  Northwest  Assignments,  GNMA  should  be 
the  record  owner  of  the  loans.  However,  there  is  no  necessity  to  secure  Indorse- 
ments to  the  title  policies  to  show  GNMA  as  the  Insured  unless  there  is  a  lack 
of  "successor  in  interest"  clauses  in  the  title  policies. 

It  is  quite  evident  that  the  missing  documents  for  the  Brown  loan,  #2136 
listed  on  page  2  of  the  Report,  will  not  turn  up  at  this  late  date.  Therefore,  a 
certified  copy  of  the  recorded  Deed  of  Trust  should  be  secured  from  the  County 
Recorder  of  Los  Angeles  County,  California,  and  placed  in  the  Custodial  file. 
Also,  a  duplicate  Mortgage  Insurance  Certificate  should  be  secured  from  FHA. 
And  it  should  be  a.scertained  which  company  issued  the  title  policy  and  a  dupli- 
cate copy  thereof  should  be  secured  for  the  file. 

The  examination  revealed  that  Ballard  Mortgage  Company  of  Wa.shlngton 
used  "blanket  Assignments"  for  loans  sold  to  Northwest.  These  Assignments,  if 
available,  should  be  placed  in  the  Custodial  files.  One  such  Assignment  from 
Ballard  to  Northwest  for  approximately  ten  or  more  loans,  dated  11/4/70  and 
recorded  in  Snohomish  County,  "Washington,  on  11/6/70  in  Book  456  at  Page  631, 
recites  "and  covering  land  in  King  County,  Washington,"  while  the  properties 
involved  are  all  in  fact  located  in  Snohomish  County,  Washington.  Said  blanket 
Assignment  should  be  corrected  and  rerecorded  in  Snohomish  Coimty,  and  the 
title  company  or  companies  involved  should  be  required  to  furnish  "Affirmative 
Insurance  Indorsements"  without  charge  as  they  failed  to  note  this  error  when 
the  Assignment  was  first  recorded.  Otherwise  Ballard  Mortgage  should  be  re- 
quired to  correct  and  pay  the  cost  for  correction  of  the  error.  For  further  refer- 
ence see  page  5  of  the  Report  for  the  Kocher  loan,  #2189. 

It  is  recommended  also  that  particular  attention  be  given  to  the  following 
items  of  the  Report,  hereinafter  designated  by  page  number  and  name  of  mort- 
gagor in  each  instance. 

Mortgagor :  report 

Hines    4 

Hough 4 

Manning 6 

Mayberry 6 

Padilla   7 

Silva   - 8 

Thomson    9 

Wheeler   9 
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Matters  affecting  title  policies  should  be  corrected  by  Indorsements  thereto, 
eliminating  the  necessity  for  withdrawing  such  policies  from  the  Pool  files. 

GN'MA  requires  that  Form  HUD  1708,  Request  for  Release  of  Documents,  be 
used  at  all  time  for  the  release  and  withdrawal  of  documents  from  the  Pool.  Addi- 
tionally, it  is  necessary  that  all  of  the  information  requested  be  provided  in  such 
form.  Of  especial  importance  is  the  requirement  that  a  Settlement  Date  be  shown 
in  the  space  provided  therefor. 

If  there  are  any  questions  concerning  the  examination,  please  do  not  hesitate  to 
communicate  with  the  undersigned  at  GNMA. 
Very  truly  yours, 

Cakl  Lindstrom, 
Mortgage-Backed  Securities  Administration,  GNMA. 
Enclosure. 


April  24,  1972. 
Mr.  John  A.  Fortune, 

President,  The  First  National  Bank  in  Golden, 
Golden.  Colo. 

Dear  Mr.  Fortune  :  I  want  to  express  and  convey  my  appreciation  for  the  many 
courtesies  and  cooperation  extended  by  you  and  Mr.  L.  Milton  VanderStowe  on 
March  16  and  17.  1972,  when  I  was  in  your  bank  reviewing  and  examining  the 
loan  documents  in  connection  with  GNMA  Mortgage  Pool  No.  360  of  Northwest 
Guaranty  Savings  &  Loan  Association  serviced  by  Kassler  &  Co.,  Denver,  Colorado. 
The  facilities  provided  for  my  use  during  the  examination  were  excellent,  for 
which  I  am  most  appreciative. 

Under  separate  cover  I  am  mailing  to  Mr.  VanderStowe  a  copy  of  the  Exan^-ia- 
tion  of  Loan  Documents  which  I  promised  to  furnish. 
Sincerely, 

Carl  Lindstrom, 
Mortgage-Backed  Securities  Administration,  GNMA. 

Mortgage-Backed  Securities — Issuer  and  Custodian  Location  Report 

Name  and  Address  of  Issuer. — Northwest  Guaranty  Savings  &  Loan  Association, 
care  of  Kassler  &  Co.,  600  Grant  Street,  Post  Office  Box  2450,  Denver,  Colo. 
Active  Pools.— ^QQ. 

Issuer  Contact.— 11.  T.  Huggins,  Vice  President. 
Servicing  Contact. — :Mrs.  I.  Graham,  Supervisor,  Loan  Servicing. 
Telephone  No.— (303)  623-9434. 
GNMA  Pool  No.  to  be  examined. — 360. 
Amount  of  Issue.— $2,897,851.37. 
Date  Securities  Issued. — April  1,  1971. 
Interest  Rate  of  Pool  Mortgages. — 8.5  percent. 
Srcutities  Rate. — 8.0  percent. 
Tg[je  of  Poo?.— Fully  modified. 
Number  of  Mortgages.- — 128. 
Custodial  Account  No. — 
Located  ?>?.— Golden,  Colorado. 

Pool  Composition. — 82  FHA  Loans  and  46  VA  Loans. 
Name  and  Address  of  Custodian. — The  First  National  Bank  in  Golden,  1301  Jack- 
son Street.  Golden,  Colo. 
■Custodian  Contact. — L.  Milton  VanderStowe,  Executive  Vice  President. 
Telephone  A'o.— (303)  279-4563. 
Custodian  Agreement  Signed. — No  copy  of  the  Agreement  signed  b.v  Kassler  & 
Co.,  and  above  bank  in  file.  Presently  Kassler  is  the  only  one  who  has  signed 
and  can  act  on  the  bank  account.  GNMA  has  not  signed  as  yet,  pending 
determination  whether  Kassler  becomes  the  Issuer  in  place  of  Northwest. 
Other.— 

Field  Visit  Made  By. — Carl  Lindstrom. 
Date  of  Field  Fisj7.— March  16  and  17,  1972. 
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GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION-EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH 

CUSTODIAN 

GNMA  Pool  No.  360.  Issuer:  Northwest  Guaranty  Savings  &  Loan  Association,  c/o  Kassler  &  Co.,  Denver,  Colo.  Number 
of  loans  in  pool,  115,  loans  on  form  1706,  128. 
Custodian:  The  First  National  Bank  in  Golden,  Golden,  Colo.,  Mar.  16  and  17,  1972. 


Page  of 
sched- 
ule 
<HUD 
1706)        Issuer's  loan  No. 


Name  of  mortgagor 


Comments-corrections 


5    2173 Abshire. 


2    2096.. Aksr. 


3    2130 Alpeza. 


2206 Anderson. 

2153 Anglin... 


2131_ Apodaca. 

2220 Balch... 


2105 Benner. 

2168 Bishop.. 

2159.. Brewer. 

-21  6 Brown.. 


"1    2073 Burns. 

6    2205 Buser.. 


2    2093 Chaffin. 

1    2079 Chism.. 

4    2152 Clark.. 


4  2145 Coca... 

5  2174 Connor. 

4    2160. _ Corona. 


4    2146. 


Craig. 


No  Notary  Commission  expired  date  on  recorded  Deed  of 
Trust.  The  title  policy  falls  to  show  the  recording  of  the 
Assignment  from  Ballard  Mortgage  to  Issuer.  The  notary 
on  the  Assignment  to  GNMA  used  an  individual  acknowl- 
edgement in  place  of  the  corporate  form.  The  Assignor  is  a 
corporation. 

No  Notary  Commission  expired  date  on  recorded  Deed  of 
Trust.  Here,  again,  the  notary  used  an  individual  acknowl- 
edgement instead  of  the  corporate  form  on  the  Assignment 
to  GNMA. 

The  Assignment  of  the  Deed  of  Trust  from  Kassler,  California, 
to  Kassler,  Colorado,  recorded  Oct.  15,  1970,  should  be 
placed  in  the  Custodial  file.  The  recorded  Assignment  from 
Northwest  to  GNMA  does  not  have  any  recording  data  for 
the  Deed  of  Trust,  merely  the  date  thereof.  The  necessary 
data  should  be  Inserted  In  the  Assignment  and  same  should 
be  recorded.  The  title  company  should  furnish  an  Indorse- 
ment showing  the  recording  of  the  Assignment  from  Kassler, 
Calif.,  to  Kassler,  Colo.,  and  at  the  same  time  should  note 
subsequent  recordings. 

The  title  policy  does  not  show  the  Assignment  from  Kassler  & 
Co.  to  Northwest,  recorded  Jan.  18,  1971. 

The  recorded  Assignment  from  Kassler,  California,  to  Kassler, 
Colorado,  should  be  placed  in  the  Custodial  file. 

Same  fact  situation  as  the  previous  loan,  Anglin,  Page  1. 

The  recorded  Assigmer^t  from  Kassler  &  Co.  to  Northwest 
should  be  placed  in  the  Custodial  file. 

The  title  policy  does  not  show  the  Assignment  from  Kassler 
&  Co.  to  Northwest,  recorded  Oct.  26,  1970. 

The  title  policy  does  not  show  the  Assignment  from  Kassler  & 
Co.  to  Northwest,  recorded  Nov.  30, 1970. 

The  title  policy  does  not  show  the  Assignment  from  Kassler 
&  Co.  the  Northwest,  recorded  Nov.  30,  1970. 
.  The  recorded  Deed  of  Trust,  FHA  Mortgage  Insurance  Certifi- 
cate (#041-274717-221),  and  Title  Insurance  Policy  are 
missing  from  the  file.  The  recorded  Assignments  from 
Kassler,  California,  to  Kassler,  Colorado,  and  Kassler  & 
Co.  to  Northwest  should  be  placed  in  the  Custodial  file. 

The  recorded  Assignment  from  Northwest  to  GNMA  lacks  a 
legal  description  and  the  recording  data  and  date  for  the 
Deed  of  Trust.  Tha  missing  items  should  be  inserted  in  the 
Assignment  and  same  should  be  rerecorded.  Note:  Refer- 
ence is  made  to  the  transmittal  letter  for  further  comment 
and  details. 

The  title  policy  does  not  show  the  Assignment  from  Kassler 

&  Co.  to  Northwest,  recorded  July  30,  1970. 

.  The  recorded  Assignment  from  Kassler,  California,  to  Kassler, 

Colorado,  should  be  placed  in  the  Custodial  file.  The  title 

policy  does  not  show  the  above,  recorded  Nov.  20,  1970. 

The  title  policy  does  not  show  the  Assignment  from  Kassler  & 
Co.  to  Northwest,  recorded  Oct.  27,  1970. 

The  title  policy  does  not  show  the  Assignment  from  Kassler  & 
Co.  to  Northwest,  recorded  July  27, 1970. 

No  Notary  Commission  expired  date  on  the  recorded  Deed  of 
Trust.  The  title  policy  does  not  show  the  Assignment  from 
Ballard  Mortgage  Company  to  Northwest,  recorded  Nov.  6, 
1970. 

The  title  policy  does  not  show  the  recorded  Assignment  from 
Kassler  &  Co.  to  Northwest. 

No  Notary  Commission  expired  date  on  the  recorded  Deed  of 
Trust. 

The  recorded  Assignment  from  Kassler  &  Co.  to  Northwest 
should  be  placed  in  the  Custodial  file.  The  title  policy  does 
not  show  the  foregoing  recorded  Assignment. 
.  The  recorded  Assignment  from  Northwest  to  GNMA  recites  the 
Deed  of  Trust  recorded  in  Ventura  County,  Calif.,  as  Instru- 
ment No.  31255403  at  Page  589.  The  data  should  be  Instru- 
ment No.  48379  and  Page  588.  The  correct  data  should  be 
inserted  in  the  recorded  Assignment  to  GNMA,  then  such 
Assignment  should  be  rerecorded.  The  title  policy  does  not 
show  the  recorded  Assignment  from  Kassler  &  Co.  to 
Northwest. 
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Page  of 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No. 


Name  of  m  rtgagor 


Comments-corrections 


1    2048.. Crockett- 


4    2153 Davies. 

6    2113 _.  Davis.. 


3    2125_ Deneen. 


1  2078 Dredd... 

3  2132-. Ellis.... 

3  2133. Foster^.. 

3  2137 Franklin- 

3  2138_.. Fuller... 


2  2110 Goens 

2  2092 Grover... 

4  2161 Hairell... 

6  2222 Halverson. 

2  2102 __  Hardy 

6  2211 Hartling... 


3    2169 Hewitt. 

6    2103 Hines.. 


4    2147. 


Hough. 


1  2075..., Isaac... 

2  2090 Johnson. 

5  2188 Johnson. 

3  2141 Jones... 


1    2084 Kammann. 

3    2150.... King.. 

5    2176.... Klein 


.  No  Notary  Commission  expired  date  showfn  on  the  recorded 
Deed    of    Trust. 
Do. 

.  The  title  policy  does  not  show  the  Assignments  from  Kassler, 
California,  to  Kassler,  Colorado,  recorded  Sept.  3,  1970,  and 
from  Kassler  &  Co.,  Colo.,  to  Northwest,  recorded  October  21, 
1971. 
.  The  recorded  Assignment  from  Kassler,  California,  to  Kassler, 
Colorado,  should  be  placed  in  the  Custodial  file.  The  title 
policy  does  not  show  the  recorded  Assignment  from  Kassler 
&  Co.,  Colorado,  to  Northwest. 
.  The  title  policy  does  not  show  the  recorded  Assignment  from 
Kassler  &  Co.,  Colorado,  to  Northwest. 
Do. 
.  Same  fact  situation  as  Ellis  above. 

Do. 

.  The  recorded  Assignment  from  Kassler,  California,  to  Kassler, 

Colorado,  should  be  placed  in  the  Custodial  file.  The  title 

policy  does  not  show  the  recorded  Assignment  from  Kassler 

&  Co.  Colorado,  to  Northwest. 

.  The  title  policy  does  not  show  the  recorded  Assignment  from 

Kassler  &  Co.,  Colorado,  to  Northwest. 
.  Same  fact  situation  as  Goens,  above. 
Do. 
Do. 
Do. 
.  The  recorded  Assignments  from  Kassler,  California, to  Kassler, 
Colorado,  and  Kassler  &  Co.,  Colorado,  to  Northwest  should 
be  placed  in  the  Custodial  file.  The  title  policy  does  not  show 
the  above-recorded  Assignments. 
.  The  title  policy  does  not  show  the  recorded  Assignment  from 

Kassler  &  Co.,  Colorado,  to  Northwest. 
.  The  FHA  Mortgage  Insurance  Certificate  shows  the  property 
address  as  Bellevue,  Wn.,  while  the  recorded  Deed  of  Trust 
and  Form  HUD  1706  show  it  to  be  Medina,  Wn.  If  the  MIC 
is  incorrect,  remove  the  Certihcate  and  have  it  corrected.  If 
the  Deed  of  Trust  and  the  1706  are  in  error,  use  Form  1708  to 
remove  the  Deed  of  Trust,  have  same  corrected  and  rerecord 
this  document,  then  also  correct  your  records  and  your 
copies  of  Form  1706. 
.  (1)  Kassler  &  Co.,  Calif.,  a  Calif,  corporation,  is  the  named 
payee  of  the  Deed  of  Trust  Note.  However,  the  Note  was 
endorsed  directly  to  Northwest  by  Kassler  &  Co.  of  Colorado. 
The  Note  should  be  endorsed  by  the  Calif,  corporation  to 
Kassler  of  Colo.  (2)  Form  HUD  1706  shows  property  address 
as  2506  Belleport  Ave.  This  should  be  25106  Belleport. 
Correct  your  records  and  your  copies  of  Form  1706.  (3)  The 
Deed  of  Trust  had  been  rerecorded.  The  recorded  Assign- 
ment from  Northwest  to  GNMA  used  the  date  &  instrument 
No.  of  the  original  recording  and  the  book  and  page  numbers 
of  the  rerecording.  To  remedy  this  error,  the  correct  data 
for  both  recordings  of  the  Deed  cf  Trust  should  be  inserted 
in  said  Assignment  together  with  a  statement  therein  it  is 
being  rerecorded  to  correct  errors.  Then  record  such  Assign- 
ment. (4)  Kassler  &  Co.  of  California  should  execute  and 
record  another  Assignment  to  Kassler  &  Co.  of  Colorado  for 
ihe  rerecording  of  the  Deed  of  Trust  on  October  28,  1970. 
(5)  Kassler  &  Co.,  Colorado,  assigned  to  Northwest.  However, 
no  such  Assignment  is  in  the  file.  That  recorded  Assignment 
and  an  additional  one  to  cover  the  rerecording  of  the  Deed 
of  Trust  should  be  placed  in  the  Custodial  f,le.  (6)  In  view 
of  the  recordings  required,  an  Indorsement  to  the  title 
policy  should  be  secured  showing  the  various  recordings 
required,  and  such  Indorsement  should  show  GNMA  as 
the  Insured. 
The  title  policy  does  not  show  the  recorded  Assignment  from 

Kassler  &  Co.,  Colorado,  to  Northwest. 
Same  fact  situation  as  Issac,  above. 
The  title  policy  does  not  show  the  recorded  Assignm.ent  from 

Ballard  Mortgage  to  Northwest. 
The  recorded  Assignment  from  Kassler  &  Co.,  California,  to 
Kassler  &  Co.,  Colorado,  should  be  placed  in  the  Custodial 
file. 
Same  fact  situation  as  Isaac,  above. 
Same  fact  situation  as  Jones,  above. 
Same  fact  situation  as  Johnson,  No.  2188,  above. 
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Page  of 
sched- 
ule 

.(HUD 
1706)        Issuer's  loan  No.       Name  of  mortgagor 


Comments-corrections 


6    2170 Knapp.. 

5    2189.„_ Kocher. 


2    2107 Kroske. 


6  2080 Lewis 

6  2208 Lloyd,  Jr._.. 

2  2109,..- McClain._._ 

1  2085 _.  McWhorter. 

1  2083 MacDonald. 

1  2072 McLaughlin. 


2    2108.... Maass... 

5    2190 Manning- 


1  2070.... -.  Martinez.. 

2  2100...-. Mayberry. 


6    2207 Maye. 


4    2151 Meehan. 

4  2149.... Moye... 

5  2171 Muller.. 


5    2179. 
5    2186. 


Nash. 
Neal. 


5    2178 _-__ Padilla. 


6    2209 Parikh... 

3    2119 Parks,  T.. 

6    2219 Parks.  W. 

2    2089 Parris.... 

1    2086 _ Pawl 


.  The  title  policy  does  not  show  the  recorded  Assignment  from 

Kassler  &  Co.,  Colorado,  to  Northwest. 
.  The  title  policy  does  not  show  the  recorded  Assignment  from 
Ballard  Mortgage  to  Northwest.  Note:  The  foregoing  is  one 
of  a  number  of  loans  covered  by  a  "blanket  Assignment" 
from  Ballard  Mortgage  to  Northwest,  dated  Nov.  4,  1970, 
recorded  in  Snohomish  County,  Washington,  Nov.  6,  1970, 
Instrument  No.  2171720,  Book  456,  Page  631,  and  recites 
"covering  land  in  King  County,  Washington,"  while  the 
properties  involved  are  all  in  fact  located  in  Snohomish 
County.  Said  blanket  Assignment  should  be  corrected  and 
•rerecorded  in  Snohomisn  County,  Washington.  The  title 
companies  should  be  required  to  furnish  "Affirmative 
Insurance  Indorsements"  without  charge  as  they  failed  to 
note  the  error  when  recording  in  the  first  instance. 
,  The  title  policy  does  not  show  the  recorded  Assignment  from 
Kassler  &  Co.,  Colorado,  to  Northwest. 

Same  fact  situation  as  Kroske,  above. 
Do. 
Do. 
Do. 
Do. 
.  An  Indorsement  to  the  title  policy  dated  Aug.  3,  1970,  recites 
that  the  Assignment  from  Kassler  &  Co.,  Colorado,  to  North- 
west was  filed  for  recording  on  Aug.  3,  1970.  This  should 
be  July  30,  1970,  recorded  as  Instrument  No.  2215,  Book 
T6682,  Page  853.  Secure  a  corrected  Indorsement  to  the 
title  policy. 

Same  fact  situation  as  Kroske,  above.  The  title  policy  does  not 
show  the  recorded  Assignment,  Kassler,  &  Co.,  Colo.,  to 
Northwest. 

This  is  one  of  the  loans  covered  by  the  "Blanket  Assignment" 
from  Ballard  Mortgage  Co.  See  Kocher  on  page  5.  The  Deed 
of  Trust  was  rerecorded,  Snohomish  County,  Washington. 
The  above-mentioned  Assignment  and  the  Assignment  from 
Northwest  to  GNiVlA  refer  only  to  the  data  for  t.ie  rere- 
cording  on  Oct.  28,  1970  in  Book  454  at  page  167.  It  is  nec- 
essary to  provide  and  record  Assignments  in  each  case  for 
the  first  recording  of  the  Deed  of  Trust  on  Oct.  23,  1970  in 
Book  453  at  Page  87. 

The  title  policy  does  not  show  the  recorded  Assignment  from 
Kassler  &  Co.,  Colorado,  to  Northwest. 

The  recorded  Assignment  from  Northwest  to  GNMA  has  an 
incomplete  legal  description  therein.  That  part  of  the  legal 
beginning  with  "So.  95'  of  Portion  of  Tract  No.  2,  Bl.  21, 
Alderwood  Manner  No.  5,  etc.—"  was  omitted.  Please  add 
the  additional  legal  to  the  recorded  Assignment,  then 
rerecord  same.  Note  therein  same  is  being  rerecorded  to 
correct  an  error. 

The  title  policy  does  not  show  the  recorded  Assignment  from 
Kassler  &  Co.,  Colorado,  to  Northwest. 

Same  fact  situation  as  Maye,  above. 
Do. 

The  recorded  Assignment  from  Kassler  &  Co.,  Colorado,  to 
Northv/est  should  be  placed  in  the  Custodial  file. 

Same  fact  situation  as  Maye,  above. 

The  Note  shows  the  FHA  MIC  number  as  215404.  This  should 
be  215405.  Please  correct  the  Note. 

The  Deed  of  Trust  Note  is  payable  to  Kassler  &  Co.,  a  Colorado 
corporation.  However,  the  first  endorsement  thereon  is  by 
Kassler  &  Co.,  a  California  corporation.  Such  endorsement 
should  be  cancelled  as  Kassler  of  California  has  no  interest 
therein  A  portion  of  the  legal  description  in  Schedule  C  of 
the  title  policy  has  been  omitted.  After  Tract  No.  5750,  the 
word  "South"  has  been  left  out.  Correct  by  an  Indorsement 
to  the  policy.  The  title  policy  does  not  show  the  recorded 
Assignment  from  Kassler  &  Co.,  Colorado,  to  Northwest. 

Same  fact  situation  as  Maye,  above. 
Do. 
Do. 
Do. 
Do. 
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Page  of 
sched- 
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<HUD 
1706)       Issuer's  loan  No.       Name  of  mortgagor  Comments-corrections 


5  2183 - Paxton The  title  company  failed  to  pick  up  the  recording  of  the  As- 

signment of  the  Deed  of  Trust  from  Haiilli  Mortgage.  Inc., 
to  Ballard  Mtg.  Co.,  Inc.,  recorded  October  27,  U70,  as 
Instrument  No.  2366075. 
4    2166 - Pearson. Same  fact  situation  as  Maye,  above. 

4  2165 Redwing The  title  policy  does  not  show  the  recorded  Assignment  from 

Kassler  &  Co.,  Colorado,  to  Northwest. 

3    2131 Relkoff --  The  recorded  Assignment  from  Kassler  &  Co.,  California,  to 

Kassler  &  Co.,  Colorado,  should  be  placed  in  the  Custodial 
file.  The  title  policy  does  not  show  the  recorded  Assign.Tient 
from  Kassler  &  Co. .Colorado,  to  Northwest. 

3    2124 Reppenhagen Same  fact  situation  as  Redwing,  above. 

2  2095 Robertson Do. 

3  2142 Rollins _.  Do. 

2  2111 Scott Same  fact  situation  as  Relkoff,  abovs,  with  respect  to  both 

the  Assignment  and  also  with  respect  to  the  title  policy. 

6  2221 Shafer Same  fact  situation  as  Redwing,  above. 

5  2185 Siler --  The  recorded  Assignment  from  Northwest  to  GNMA  recites 

the  Deed  of  Trust  was  recorded  at  Page  380.  The  correct 
page  reference  is  379.  Please  correct  and  rarecord  the 
Assignment. 

3  2118-- --  Silva.. The  title  policy.  Schedule  A-4  thereof,  recites  the  Deed  of 

Trust  was  recorded  as  Instrument  No.  22879.  This  should  be 
22863.  Correct  by  an  Indorsement  to  the  title  policy.  The 
recorded  Assignment  from  Kassler  &  Co.,  California,  to 
Kassler  &  Co.,  Colorado,  should  be  placed  in  the  Custodial 
file.  The  title  policy  does  not  show  the  recorded  Assignment 
from  Kassler  &  Co., Colorado, to  Northwest. 

4  2148- Spaw Same  fact  situation  in  all  respects  as  Relkoff,  above.  The 

recorded  Assignment  from  Kassler  &  Co.,  Colorado,  should 
be  placed  in  the  Custodial  file.  Same  is  not  shown  in  the  title 
policy. 

3  2148 Stanley The  recorded  Assignment  from  Kassler  &  Co.,  Colorado,  should 

be  placed  in  the  Custodial  file.  Same  is  not  shown  In  the 
title  policy. 

1    2071 Stewart. On  Form  HUD  1706,  the  date  of  the  Guarantee  is  shown  as 

June  21,  1970.  This  should  be  July  21,  1970.  Please  correct 
your  records  and  your  copies  of  Form  1706.  Same  tact  situa- 
tion as  Redwing,  above. 

4  2155 Stookey The  title  policy  does  not  show  the  recorded  Assignment  from 

Ballard  Mortgage  to  Northwest. 

1    2081 Temple The  title  policy  does  not  show  the  recorded  Assignment  from 

Kassler  &  Co.,  Colorado,  to  Northwest. 

4    2143 Terrell Same  fact  situation  as  Temple,  above. 

1    2088 Thompson Do. 

6    2115 Thomson... The  recorded  Assignment  from  Northwest  to  GNMA  shows 

Crawshaw  Mortgage  &  Invest  i.ent  Co.  as  the  Trustee. 
This  is  an  error  as  Kassler  &  Co.,  a  Colorado  corporation 
is  the  Trustee.  Please  correct  the  Assignment  and  rerecord 
same  with  a  statement  therein  it  is  being  rerecorded  to 
correct  an  error.  Same  fact  situation  as  Temple,  above. 

3  2140 Thorn Same  fact  situation  as  the  Relkoff  loan  on  page  8  w:th  respect 

to  both  the  Assignment  as  well  as  with  the  title  policy 

1  2077 Tucker Same  fact  situation  as  Temple,  above. 

2  2112 Turner Do. 

4  2167.... VanOsten Do. 

2    2116 Walser Same  fact  situation  in  all  respect  as  the  Relkoff  loan,  listed 

on  fjage  8. 

2  2114 Weatherill.... Do.. 

4    2156 Wetzel The  title  policy  does  not  show  the  recorded  Assignment  from 

Ballard  Mortgage  Co.  to  Northwest. 

3  2126 Wheeler The   recorded   Assignment   from    Northwest   to   GNMA   was 

executed  by  individuals,  not  by  the  corporate  entity,  as  the 
Northwest  name  was  not  typed  in  above  the  sigJiatures. 
The  name  of  Northwest  Guaranty  Savings  &  Loan  Associa- 
tion should  be  typed  in  above  the  signatures  and  the  Assign- 
ment rerecorded  with  a  statement  therein  it  is  being 
rerecorded  to  correct  an  error.  The  title  policy  does  not 
show  the  recorded  Assignment  from  Hamill  Mortgage,  Inc, 
to  Ballard  Mortgage  Co.,  Inc. 

1    2082 Williams The  title  policy  does  not  show  the  recorded  Assignment  fron 

Kassler  &  Co.,  Colorado,  to  Northwest. 

1    2074 Young Same  fact  situation  as  Williams,  above. 

3    2117 Zeich Do. 

1    2076 Andrews.Jr Do. 

Note:  None  of  the  Assignments  of  Deeds  of  Trust  from  Issuer,  Northwest  Guaranty  Savings  and  Loan  Association,  to 
GNMA  were  dated. 
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April  2G,  I'jTi'. 
Subject:  MBS  Pool  No.  517. 
Mr.  Vernon  L.  Bklchek. 

Executive  Vice  President,  Neic  Mexico  Sari>i(/s  (ukJ  Loan  Association.  Alhu- 
f/iierfiue,  N.  Mex. 
Dear  Mr.  Belcher:  The  examination,  on  April  10,  1972.  of  documents  held  in 
ciistod.v  by  Citizen.s  State  Bank  of  Albuqueniue.  indicated  that,  in  general,  the 
number  of  document.s  re(]uired  on  eacli  mortgage  in  the  pool  were  present ;  how- 
ever, certain  formal  steps  need  to  be  taken  to  complete  the  pool  documentation 
in  order  to  meet  MBS  requirements.  They  are  as  follows : 

I.    Endorsement   of   Notes 

All  mortgage  notes  in  the  pool  need  to  contain  a  blank  endorsement  to  GNMA 
executed  by  an  authorized  oflicer  of  the  Association. 

The  examination  disclosed  that  mortgages  acquired  from  Southwest  Mortgage 
Company  and  Sandia  Savings  and  Loan  Association  did  not  contain  the  riMjuired 
note  endorsement.  The  mortgages  which  were  originated  and  closed  by  New 
Mexico  Savings  and  Loan  Association  contained  the  proper  endorsement :  how- 
ever, the  only  signature  that  appeared  was  that  of  Pat  LaPresto,  Assistant 
Secretary.  There  was  no  signature  by  another  oflScer  of  the  Association,  while 
there  was  space  for  it  on  the  rubber  stamped  endorsement. 

2.    Assignments 

The  mortgage  files  on  loans  acquired  from  Southwest  Mortgage  Company  did 
not  contain  recorded  assignments  from  Southwest  Mortgage  Company  to  New 
Mexico  Savings  and  Loan  Association  while,  in  contrast,  those  mortgage  files  on 
mortgages  acquired  from  Sandia  Savings  and  Loan  Association  contained  up- 
dated title  insurance  policy  endorsements  indicating  that  assignments  had  been 
properly  made  to  New  Mexico  Savings  and  Loan  Association. 

It  is  not  necessary  to  up-date  the  title  insurance  policies  on  the  Southwest 
Mortgage  Company  mortgages ;  however,  we  do  require  that  a  copy  of  this 
assignment  be  retained  in  the  document  file  held  by  the  custodian. 

3.  Assignments  From  FNMA 

iNIany  of  the  title  policies  on  mortgage  loans  originated  by  New  Mexico  Savings 
and  Loan  Association  contained  title  coverage  to  "FNMA  and/or  Secretary  of 
Housing  and  Urban  Development,  their  successors  and  assigns,  as  their  in- 
terests may  apijear.  While  we  are  not  requiring  up-date  of  the  title  policy,  since 
New  Mexico  Savings  and  Loan  was  the  original  mortgagee,  we  require  that  a 
copy  of  the  assignment  from  FNMA  to  New  Mexico  Savings  and  Loan  Associa- 
tion appear  in  the  custodial  file. 

Enclosed  is  a  detailed  list  of  items  to  be  corrected.  I  would  appreciate  your 
confii-mation  that  the  necessary  corrections  have  been  made.  I  did  not  list  all 
the  documents  requiring  correction  because  it  became  obvious  that  all  the  notes 
needed  the  proper  endorsement,  and  all  tiles  needed  assignments  on  cases  pur- 
chased from  Southwest  and  where  FNMA  apiieared  in  the  title  insurance  policy. 
It  should  not  be  necessary  for  your  staff  to  remove  the  custody  documents  in  order 
to  make  the  corrections  needed  on  the  pool. 

I  would  appreciate  your  attention  being  directed  to  your  other  Pool  No.  1096. 
One  of  your  stafi;  should  review  the  custody  documents  and  make  any  corrections 
needed  on  that  pool. 

At  the  date  of  my  review,  all  original  documents  except  22,  as  indicated,  were 
in  the  possession  of  the  custodian  or  held  in  your  possession  for  liquidation. 

Of  the  22  custody  documents  requested  from  the  custodian,  their  disfxisition 
was  as  follows: 

a.  Three  cases  completely  liquidated  and  principal  passed  through  to  security 
holders  and  reported  on  HUD  Form  1710. 

b.  B]ight  cases — Claims  were  filed  and  partial  payments  for  90%  of  the  insur- 
ance claims  received,  but  this  amount  of  additional  principal  ($93,564.00)  (See 
Schedule  1)  was  not  passed  through  to  security  holders.  (See  further  com- 
ments below.) 

c.  One  case — A  partial  insurance  payment  for  90%  of  the  FHA  claim  was 
received  on  4-10-72  and  deposited  on  4-12-72.  This  item  should  be  shown  on  the 
May  15th  report  and  principal  passed  through.  (Loan  #19-10105.  Hood. 
$9,830.26) 
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d.  Ten  cases  were  in  various  stages  of  liquidation. 

The  22  ori:?inal  notes  requested  from  the  custodian  were  therefore  needed  for 
•cases  in  liquidation.  However,  see  the  following  discussion  on  issuers'  misunder- 
standing of  partial  insurance  payments  from  FHA  and  deposit  of  funds  into  the 
MBS  Custodial  Account. 

4.  Pass-Through  of  90  Percent  Partial  Payments  of  FHA  Insurance  Claims 

Additional  principal  payments  must  be  passed  through  to  the  securitv  holder, 
and  reported  on  HUD  Form  1710-A.  The  failure  to  fulfill  this  basic  provision  of 
the  MBS  program  is  a  serious  breach  of  MBS  requirements,  and  is  costly  to  you, 
as  issuer,  because  you  will  have  to  pay  the  interest  loss  to  the  MBS  custodial 
account  for  the  number  of  months  that  passed  since  receipt  of  the  00%  settlement 
of  insurance  claims  payment  from  FHA. 

As  we  di.scussed,  you  must  make  the  nece.ssary  additional  principal  payment 
on  the  next  monthly  remittance  to  security  holders.  Issuer,  on  the  April  13  Form 
HUD  1710  for  March  activity,  included  in  the  report  the  additional  principal  pay- 
ment ($93,564.00.)  We  require  that  you  submit  a  detailed  letter  confirming  that 
the  necessary  controls  have  been  established  to  assure  that  the  future  timely 
pass-through  of  principal  will  be  made  to  the  security  holders. 

Note  :  Upon  my  return  to  GNMA,  Mr.  Fulner,  Secretary-Treasurer  of  GNMA 
informed  me  that  one  of  the  securities  in  this  pool  was  sold.  Since  issuer  passed 
through  more  principal  and,  therefore,  the  security  principal  is  actually  different 
from  that  which  was  reported  to  GNMA  on  the  first  of  April,  you  should  explain 
the  reasons  for  the  principal  differences  to  the  security  dealer  and/or  holder. 
Great  care  should  be  taken  to  insure  proper  and  timely  payment  of  funds  due 
the  registered  security  holder.  It  should  not  be  necessary  to  make  a  split  payment 
to  the  old  and  new  security  holder.  The  issuer  is  obligated  to  pay  the  registered 
holder  the  full  amount  due. 

5.  Deposit  of  Funds  Into  the  GNMA  Custodial  Account 

On  the  McGregor,  M.F.  loan  a  90%  insurance  payment  of  $15,110.41  was  re- 
ceived November  22,  1971,  and  deposited  in  the  GNMA  MBS  Pool  Custodial  Ac- 
count on  December  1,  1971.  The  eight  partial  payments  of  FHA  insurance  claims 
aggregating  $93,564.00  received  at  various  dates  as  early  as  November  22,  1971 
through  March  3,  1972,  were  not  deposited  in  the  MBS  Custodial  Account  until 
March  15,  1972. 

All  funds  received  on  MBS  pool  mortgages  must  be  deposited  into  the  JIBS 
Custodial  Account  within  24  hours  of  receipt. 

Include  in  your  confirmation  letter  as  outlined  above,  a  detailed  description 
of  the  procedure  established  to  assure  that  all  MBS  funds  received  will  be  de- 
posited immediately  to  the  GNMA  Custodial  Account,  as  prescribed. 

6.  Use  of  MBS  Custodial  Principal  and  Interest  Funds  for  Pass-Through 

OF  Principal 

On  the  McGregor  loan  noted  above  in  item  5,  while  a  90%  FHA  partial  settle- 
ment of  the  insurance  claim  was  received  by  the  Association  in  November  1971, 
the  issuer,  when  the  loan  was  90  days  delinquent,  on  the  September  1971  report 
passed  through  the  full  principal  of  $16,567.15.  In  other  words,  the  issuer  used 
the  principal  and  interest  float  in  the  MBS  Custodial  Account  to  pass  through 
the  full  principal  to  the  security  holder.  When  the  remaining  10%  of  the  claim 
was  received  on  March  13,  1972,  this  was  deposited  to  the  MBS  Custodial  Account. 

The  is.suer  may  not  use  the  MBS  pool  funds  in  this  manner.  If  the  issuer  de- 
sired to  repurchase  the  mortgage  from  the  pool  upon  receipt  of  the  90%  insur- 
ance payment,  then  an  advance  must  be  made  to  purchase  the  mortgtige  at  par 
from  the  pool.  Then,  of  course,  the  full  principal  will  pass  through  to  the  security 
holders  and  the  issuer  will  handle  the  remaining  transaction  on  liis  own  books. 

We  require  that  your  accountant  analyze  and  review  this  transaction  and  con- 
firm to  GNMA  that  all  funds  due  the  MBS  Custodial  Account  have  been  i)aid  into 
the  account.  In  addition,  we  need  a  statement  from  you  regarding  the  procedures 
and  controls  to  be  established  to  avoid  this  prol)Iem  in  the  future. 

Note:  The  issuer  must  maintain  some  form  of  a  daily  cash  report  in  order  to 
be  absolutely  certain  that  sufficient  principal  and  interest  funds  are  in  the  MBS 
Custodial  Account  to  pay  security  holders.  It  is  clear  that  mortgagors'  escrow 
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funds  must  never  be  used.  It  is  also  clear  that  some  form  of  control  must  be  es- 
tablished before  paying  security  holders  each  month,  to  bo  sure  that  there  are 
sufficient  principal  and  interest  funds  in  the  Custodial  Account  to  pay  security 
holders.  We  are  requiring  that  you  give  GNMA  a  confirmation  that  you  have  es- 
tablished the  control  procedure. 

7.  Secueity  Register 

Issuer  did  not  maintain  a  security  register.  The  Association  kept  a  legal  size 
sheet  of  paper  which  served  as  a  list  of  security  holders.  GNMA  requires  that  the 
issuer  maintain  a  security  register.  Along  with  your  letter  to  GNMA,  enclose  a 
copy  of  the  format  of  your  security  register. 

In  Summary 

The  defects  noted  during  the  custody  documents  review  may  be  easily  cor- 
rected with  the  proper  note  endorsement  and  copies  of  assignments  which 
you  may  already  have  in  your  files ;  however,  the  existing  general  manner  in 
which  partial  insurance  claims  are  being  handled,  and  late  deposits  of  funds  to 
the  Custodial  Account,  is  a  serious  problem  which  needs  immediate  correction. 
GNMA  requires  that  you  confirm  in  writing  that  all  the  corrections  needed 
for  custody  documents  have  been  made  and  that  you  submit  a  detailed  state- 
ment on  controls  to  be  established,  and  documented  steps  taken  to  prevent 
the  recurrence  of  the  problems  noted  herein  in  items  one  through  seven. 

Your  immediate  compliance  to  clear  the  deficiencies  noted  in  this  letter  is 
requested. 

Sincerely, 

(Signed)     Carl  M.  Grenn, 

Cakl  M.   Geenn, 
Director,  Office  of  Loans,  GNMA. 
Enclosure. 

Mortgage-Backed  Securities — Issues  and  Custodian  Location  Report 

Name  and  Address  of  Issuer. — New  Mexico  Savings  &  Loan  Association,  1420 

Carlisle  NE.,  Albuquerque,  N.  Mex. 
Active  Poo's.— 517,  109G. 

Issuer  Contact. — Mr.   Vernon  L.  Belcher,  Executive  Vice  President ;   Mr.  Bill 
Fowler,  Secretary. 

Telephone  No.— {505}  265-6421. 
GNMA  Pool  No.  to  be  examined. — 517. 
Amount  of  Issue. — $5  million. 
Date  Securities  Issued. — May  1, 1971. 
Interest  Rate  of  Pool  Mortgages. — 814  percent. 
Securities  Rate. — 8  percent. 
Type  of  Pool. — Fully  modified. 
Number  of  Mortgages. — 341. 
Custodial  Account  No. — 00-4761-9. 
Located  in. — Citizens  State  Bank  of  Albuquerque. 
Pool  Composition. — 100  percent  State  of  New  Mexico  Mortgages. 
Name  and  Address  of  Custodian. — Citizens   State  Bank  of  Albuquerque,  1213 

San  Pedro  NE.,  Albuquerque,  N.  Mex. 
Custodian  Contact. — Mr.  Gary  McPherson,  EJ.  VP. 
Telephone  No.— {Ti05)  265-6926. 
Custodian  Agreement  Signed. — March  1,  1971. 
Other. — Sandia  Savings  and  Loan  Association,  2141  San  Mateo  NE.,  Albuquer- 
que, N.  Mex.,  originated  $1,000,000  of  mortgages  in  MBS  pool  517,  but  New 
Mexico  Savings  and  Loan  is  the  single  participant  in  pool. 
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GOVERNMENT  NAl  lONAL  MORTGAGE  ASSOCIATION-EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH 

CUSTODIAN 

GNMA  Pool  No.  517.    Issuer  New  Mexico  Savings  and  Loan  Assn. 
Custodian:  Citizens  State  Bank  of  Albuquerque,  Apr.  10, 1972. 

Page  of 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No.       Name  of  mortgagor  Comments-corrections 

2    10200-440 Avila  L.  E.  and  C.  F Tfie  Blank  endorsement  on  tfie  note  is  only  signed  by  Pat 

Lo  Presto,  Asst.  Sec.  The  line  for  officer  signature  is  not 
executed. 

6    10317... Alarid,  Julia.. Do. 

4    10244-440 Allen,  L.  N.  and  J Do. 

4    10252-410... Alvarez,  S.  audV Do. 

2    10283-410 Amador,  F_ Do. 

1  10110-410 Angstadt,  D.C Do. 

11  10206.. Avila,  M.J.  and  H Do. 

2  10215-430 Ayala,  J.  A.and  L.  B Do. 

4    09911-410 Ayars,R.  S.  and  P.  B_...  Do. 

1  10228-410 Dean.Z Need  original  Assignment  to  GNMA. 

6  10346 Dickson,  Larry  D. Do. 

7  10320-410 Dohme.T Do. 

12  10176   Finnegan.M.  P Need  original  assignment  from  Southwest  Mortgage. 

12  10151.... Florian,  Robert Do. 

4  10236-410 Ford  M  Need  original  assignment  to  GNMA. 

4  10122-410 Garcia, S.J_- .--  Do. 

12  10238 Gibson,  Michael  E Need  original  assignment  from  Southwest  Mortgage. 

2  10216-410 Archuleta,  R.R  &  I The  note  is  not  endorsed  in  Blank. 

9  10455 Aragon,JoseA Do. 

9    10456 Armijo.  A&S.  D Do. 

9    10457. Armijo,  E.J.  &  R Do. 

6    10332 Armijo,  F Do. 

Need  assignment  from  Southwest  Mortgage  Co.  to  New  Mexico 
S  and  L. 

9    10458.. Baca,  David  M Need  Note  endorsement. 

12    10278  Baros.JoeT Need  assignment  from  Southwest  Mortgage  Co.  to  New  Mexico 

Sand  L. 

12    10239 Bloom,  Ursula Same  as  above. 

2    9948-410 Bohan,  D Cancel  Note  endorsement  to  FNMA  and  properly  execute  a 

blank  endorsement. 
6    10319 Brasher,  Gary  R._ Need  Assignment  from  Southwest. 

6  10336 Brown,  Madelon  J Do. 

12    10260 Chambreau,  William Do. 

12    10259 Cherryholmes,  William  M.         Do. 

4  10054-440 Clark,  F File  should  contain  original  Assignment  to  GNMA. 

9  10362 Costello,  John  F Need  Assignment  from  Southwest. 

4  10203-430...  Glenn,  C.  M Need  original  assignment  to  GNMA. 

4  10273-410 _.  Gonzales,  E.  F Do. 

5  10255-410 Gonzales,  M.  R Do. 

12  10208 Haussamen  Sharon  M Need  original  assignment  from  Southwest  M/g  Co. 

5  10190-410 Hill Need  original  assignment  to  GNMA. 

12  10153  .  Johnson,  A.  E Need  original  assignment  from  Southwest. 

12  10212 Kutz.D.  F Do. 

7  10349 LeSuer  R.  R Do. 

10  10389 Lucero,  P.  J _.  Do. 

4  9956-410 Thornberry Cancel  FNMA  endorsement  on  note  and  endorse  in  Blank. 

1  10059-410  ..  .  Adams,  W.  C.  &  P Original  Documents  requested  February  22,  1972,  Note:  in  file 

4  date  filed  March  13,1972. 

1  10058-410.... Brandon,  H.  W.  &  J.  J...  July  7,  1971.  Principal  Passed  through  in  July  1971. 

1  09968-430 Dickson,  L  &  G Mar.  30,  1972. 

1  10011-410. Feliciano,  D.  &  L_. October  14,  1971. 

2  9737-410 Lyons,  P.  B.  &  L.  E Aug.  16,  1971.  Principal  Pass  through  in  June  1971. 

2  10089-430.... McGregor,  M.  F... Sept.  14,  1971.  Principal  Passed  through  on  September  1971. 

3  10128-420 Franks,  D... June  8,  1971. 

3    10256-430 Hamm,  J.  W Do. 

3    10276-430... Hernandez,  E.  &  P July  15,  1971.  Claim  filed  Feb.  24,  1972.  Partial  claim  received 

in  March  1972,  $5,538.43  not  passed  through. 

3  10105-420 Hood,  J.  Y Sept.  8, 1971. 

4  10127-420.. Tubbs,  S.  L Oct.  6,  1971. 

4     10274-430 Tunnell,  T.  E.  &  C Nov.  14,  1971. 

4    10309-440 Villa,  J  Jan.  3, 1972. 

4  9991-203 York.R.  G.  &I Aug.  8,  1971. 

5  10194-410 Martinez,  R.  M.  &  R.  S...  Sept.  8,  1971. 

5  10131-430 Meskimen.M.  J June  8, 1971. 

6  10057-410 Wallace,  L.  D.  &  J.  C...  Mar.  17,  1972.  N.  6  sent  to  FHA  April  4,  1972. 

7  10326 Jones,  K.  E Mar.  15,  1972. 

7  10335. Tedford,D Mar.  30, 1972. 

7  10490 Hughes,  D.  B.  &  P.  L June  16, 1972. 

8  10505 Muniz,  V.  J.  &  F.  S Jan.  11,  1972. 

8    10434 Raper,  E.  W Dec.  21,  1971.  Note  still  with  attorney. 
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GNMA  POOLS— FORECLOSURES  AND  DEEDS  IN  LIEU  OF  FORECLOSURE 


P.  &  1.  due- 

Date 

Date  of 

Payoff  from  FHA 

documents 

documents 

conveyance 

Loan  No.  and  name 

received 

received 

to  FHA 

Date 

Amount 

19-10127;  Tubbs,  Stella.... 

8,928.09 

June  15,1971 

'Jan.    3,1972 

Mar. 

3, 1971 

?8, 199. 82 

19-10128:  Franks,  David 

8,  563.  48 

June    8,1371 

'Nov.  22, 1971 

Dec. 

27, 1971 

7,732.99 

19-10131:  Meskimen,  N 

16,  257.  23 

do 

Dec.   13,1971 

19-10194:  Martinez,  R 

15,634.80 

Sept.    8,1971 

Mar.  16,1372 

19-10256:  Hamm,  J.  W 

16,  648.  07 

June    8,1971 

'Nov.  29,1971 

Dec. 

30, 1971 

15,188.3 

19-10276:  Hernandez,  E 

16,921.37 

July    13,1971 

'Feb.     4,1972 

Mar. 

8, 1972 

15,538.43 

19-10490:  Hughes,  D... 

10,196.97 

June  15,1971 

'Jan.    3,1972 

Feb. 

1,1972 

9,  340. 99 

19-10105:  Hood.V 

10,  705.  59 

Sept.    8,1971 

-'Feb.   14,1972 

Apr. 

10, 1972 

9,  830.  26 

19-10011:  Feliciano,  D. 

16,147.78 

Oct.    14,1971 

Mar.  16,1972 

.19-10089:  McGregor,  M.  F.  (deed  in  lieu). 

16,995.98 

Sept.  14, 1971 

Sept.  22, 1971 

'Nov. 
Mar. 

22. 1971 

13. 1972 

15,195.07 
1,614.92 

Total.. 

16, 809. 99 

7,  433.  24 

Aug.    9,1971 

'Jan.    3,1971 

19-9791:  York,  Ray. 

Mar. 

6, 1972 

6,714.48 

19-10274:  Tunnell,  T . 

16,971.04 

Nov.    4,1971 

Mar.    2, 1972 

19-10434:  Crisan,  E.  V _. 

13,049.85 

Dec.  21,1971 

June      1972 

19-10309:  Villa,  J.  (deed  in  lieu). 

17,  846.  38 

Dec.  30,1971 

'Jan.  11,1972 

Mar. 

3, 1972 

15,  880. 58 

19-10505:  Muniz,  Victor  (deed  in  lieu)... 

13,949.53 

Jan.   U.  1972 

Feb      4, 1972 

19-10059:  Adams,  W.  C.  (deed  in  lieu)... 

18,  082.  38 

Feb.  14,1972 

Feb.   25,1972 

19-10326:  Jones,  K.  E.  (deed  in  lieu) 

17,609.78 

IVlar.  13, 1372 

Apr.         1972 

4-10603:  Moore,  A.  J 

17,998.60 

Mar.  15, 1972 

do 

10335:  Tedford,  D 

19-9968:  Dickson,  Lester  (assignment  to 

FHA) 

13,  538.  55 

Mar.  23. 1972 

do.. 

19-10057:  Wallace,  Jean  C.  (assignment 

to  FHA) 

17,  590. 90 

Mar.  17,1972 

do 

Total. 

291,059.61 

95,409.99 

'  Partial. 

-  Partial:  to  be  handled  as  payment  deposited  on  12th. 

3  Passed  through  in  September  1971. 

Note:  The  Lyons  and  Brandow  loans  removed  from  the  MBS  controls  in  June  and  July  of  1971  are  not  on  this  list.  How- 
ever the  McGregor  loan  removed  from  the  MBS  Controls  and  principal  passed  through  to  security  holders  in  September  1971 
is  listed  above. 

Subject :  MBS  Pool  No.  517. 
Mr.  Gaby  L.  MoPhebson, 

Executive  Vice  President,  Citizens  State  Bank  of  Albuquerque,  Albuquerque, 
N.  Mex. 
Deab  Me.  McPhebson  :  I  want  to  thank  you  for  the  courtesy  and  cooperation 
of  you  and  your  staff  during  the  examination,  on  April  10,  1972,  of  custody  doc- 
uments on  MBS  Pool  517,  with  New  Mexico  Savings  and  Loan  Association,  as 
issuer.  I  enjoyed  meeting  you  and  your  staff,  and  if  you  have  any  questions,  do 
not  hesitate  to  call  or  write  me. 

Enclosed  is  a  copy  of  a  list  of  exceptions  noted  during  the  review.  Mr.  Belcher, 
Executive  Vice  President  of  New  Mexico  Savings  and  Loan  Association,  agreed 
to  make  the  necessary  corrections  in  the  near  future.  It  should  not  be  necessary 
for  the  issuer  to  remove  any  of  the  files  from  your  custody  to  make  the  necessary 
corrections. 
I  am  enclosing  a  copy  of  the  MBS  Guide,  as  you  requested. 
Sincerely, 

(Signed)     Carl  M.  Grenn, 

Cabl  M.   Gbenn, 
Director,  Office  of  Loans,  ONMA. 

Apbil  26, 1972. 

Mrs.  LOBBAINE  CUCK, 

Assistant  Vice  President, 

American  City  Bank,  Los  Angeles,  Calif. 

Deab  Mrs.  Click  :  This  is  in  reply  to  your  April  19,  1972  letter  regarding  the 
$1,000  overcollateralization  in  MBS  Pool  1287. 

The  Crawford,  William  T.  loan  on  page  3,  item  6,  of  the  Form  HUD  1706  was 
reported  as  $20,046.14,  when,  in  fact,  the  actual  balance  was  $21,046.14. 

This  letter  is  your  authorization  to  remove  $1,000  from  the  MBS  Custodial 
Account  principal  and  interest  proceeds,  to  reimburse  yourself  for  the  over- 
collateralization. This  authorization  is  given  with  the  proviso  that  should  it  be 
necessary  at  some  future  date  to  make  an  advance  to  the  pool,  such  funds  will  be 
restored  to  this  pool. 
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It  will  be  necessary  to  report  this  transaction  in  Section  1,  of  Form  HUD 
1710-A  in  the  "other"  column,  and  attach  a  copy  of  this  letter  to  your  monthly 
report 

If  you  have  any  further  questions,  do  not  hesitate  to  call  or  write  us. 
Sincerely 

(Signed)     Carl  M.  Grenn, 

Gael  M.   Gbenn, 
Director,  Office  of  Loans,  ONMA. 

American  City  Bank, 
Los  Angeles,  Calif.,  April  19,  1912. 
Re :  GNMA  Pool  #1287 ;  Our  Loan  #09-1-1339 ;  Crawford,  William  T. 

Gael  Gbenn, 

Director  of  Loans,  Oovernment  National  Mortgage  Association, 

Washington,  D.C. 

Deab  Mb.  Gbenn  :  It  has  come  to  our  attention  that  an  error  has  occurred  in 
our  Schedule  of  Pooled  Mortgages  on  page  3,  item  6,  Unpaid  Principal  Balance 
should  be  $21,046.14 ;  Total  Unpaid  Balances  on  page  3  should  read  $344,672.29 ; 
Pool  Total  at  page  13  should  read  $5,018,471.94. 

This  error  occurred  in  our  purchase  of  this  loan  from  another  mortgagee  and 
was  set  up  incorrectly  on  our  computer.  We  were  notified  that  we  owe  $1,000.  to 
the  Selling  Mortgagee. 

I  would  appreciate  your  assistance  in  helping  us  to  correct  this  error,  since 
the  GNMA  Certificates  have  already  been  issued  and  sold  to  other  investors. 

Please  call  me  upon  receipt  of  this  letter  so  that  this  matter  can  be  settled  in 
an  expeditious  maimer. 
Very  truly  yours, 

Lorraine  Click, 
Assistant  Vice  President. 

April  26,  1972. 
Mrs.  Lorraine  Click, 

Assistant  Vice  President,  American  City  Bank, 
Los  Angeles,  Calif. 

Dear  Mrs.  Click  :  This  is  in  reply  to  your  April  19,  1972  letter  regarding  the 
1,000  overcollateralization  in  MBS  Pool  1287. 

The  Crawford,  William  T.  loan  on  page  3,  item  6,  of  the  Form  HUD  1706  was 
reported  as  $20,046.14  when,  in  fact,  the  actual  balance  was  $21,046.14. 

This  letter  in  your  authorization  to  remove  $1,000  from  the  MBS  Custodial 
Account  principal  and  interest  proceeds,  to  reimburse  yourself  for  the  over- 
collateralization. This  authorization  is  given  with  the  proviso  that  should  it  be 
necessary  at  some  future  date  to  make  an  advance  to  the  pool,  such  funds  will  be 
restored  to  this  pool. 

It  will  be  necessary  to  report  this  transaction  in  Section  1,  of  Form  HUD 
1710-A  in  the  "other"  column,  and  attach  a  copy  of  this  letter  to  your  monthly 
report. 

If  you  have  any  further  questions,  do  not  hesitate  to  call  or  write  us. 
Sincerely, 

Carl  M.  Grenn, 
Director,  Office  of  Loans,  GNMA. 

American  City  Bank, 
•     Los  Angeles,  Calif.,  April  19, 1972. 
Re :  GNMA  Pool  #1287 ;  Our  Loan  #09-1-1339 ;  Crawford,  William  T. 
Gael  Grenn, 

Director  of  Loans,  Government  National  Mortgage  Association, 
Washington,  D.C. 

Deab  Mr.  Grenn  :  It  has  come  to  our  attention  that  an  error  has  occurred  in 
our  Schedule  of  Pooled  Mortgages  on  page  3,  item  6.  Unpaid  Principal  Balance 
should  be  .$21,046.14;  Total  Unpaid  Balances  on  page  3  should  read  $344,672.29; 
Pool  Total  at  page  13  should  read  $5,018,471.94. 

This  error  occurred  in  our  purchase  of  this  loan  from  another  mortgagee  and 
was  set  up  incorrectly  on  our  computer.  We  were  notified  that  we  owe  $1,000 
to  the  Selling  Mortgagee. 
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I  would  appreciate  your  assistance  in  helping  us  to  correct  this  error,  since 
the  (jNMx^  Certificates  have  already  been  issued  and  sold  to  other  investors. 
Please  call  me  upon  receipt  of  this  letter  so  that  this  matter  can  be  settled  in 
an  expeditious  manner. 
Very  truly  yours, 

Lorraine  Click, 
Assistant  Vice  President. 
April  24,  1972. 

Subject :  MBS  Pool  No.  65. 

Mr.  W.  J.  SCHADE, 

Vice  President,  Mortgage  Investment  Co.  of  El  Paso, 
El  Paso,  Tex. 

Dear  Mr.  Schade  :  On  April  13,  1972,  a  review  of  the  custody  documents  held 
by  the  First  National  Bank  iJi  Albuquerque,  New  Mexico  was  made.  Enclosed  is 
a  copy  of  my  letter  to  Mr.  Sullivan.  You  will  note  that,  in  general,  the  custody 
documents  in  the  First  Nati(mal  Bank  were  in  excellent  order;  however,  our 
records  indicate  that  principal  had  not  yet  been  passed  through  to  the  security 
holders  in  the  Cano,  Antonio  I",  loan  #387(>i.  We  would  appreciate  your  bringing 
us  up-to-date  on  the  status  of  the  Cano  loan. 

At  a  future  date,  we  hope  to  visit  with  you  in  El  Paso,  and  discuss  any  ques- 
tions you  may  have  on  the  administration  of  GNMA's  MBS  pools. 

GNMA  has  issued  new  instructions  in  MBS  Loan  Administration  Letter  No.  3, 
dated  March  17,  1972,  on  new  reporting  requirements.  The  new  1710-A  should 
be  used  for  the  report  due  May  15.  We  urge  that  your  staff  review  the  new  Form 
1710-A,  and  if  you  have  any  questions,  do  not  hesitate  to  call  or  write  us. 
Sincerely, 

(Signed)     Carl  M.  Grenn, 
Carl  M.  Grenn, 
Director,  Office  of  Loans,  ONMA. 

Enclosure. 


April  24, 1972. 

Subject :  MBS  Pool  No.  65. 

Mr.  Jim  Sullivan, 

Vice  President,  First  National  Bank  in  Albuquerque, 

Albuquerque,  N.  Mex. 

Dear  Mr.  Sullivan  :  Thank  you  for  your  courtesies  on  April  13,  1972  during 
the  review  of  custody  documents  in  GNMA  Pool  #65,  issued  by  Mortgage  Invest- 
ment Company  of  El  Paso,  Texas. 

All  the  loans  in  the  pool  are  geographically  located  in  New  Mexico,  and  blanket 
assignments  to  GNMA  contained  in  your  files  are  permissible  under  the  GNMA 
MBS  program. 

At  the  date  of  my  visit  four  of  109  mortgage  documents  had  been  requested  by 

the  issuer.  They  were : 

Isauer'a 
Name  of  Mortgagor  :  loan  No. 

Cano,  Antonio  F 38704 

Youtsey,    Dwight 38898 

Lanham,   Harry 38549 

Mihm,    John 38707 

Our  reports  indicate  that  principal  payment  had  been  passed  through  on  all 
of  the  above  except  the  Cano,  Antonio  F.  loan,  and  we  will  require  a  status  report 
from  the  issuer. 

The  loan  files  were  in  excellent  order  and  no  exceptions  were  noted  during  my 
review. 

Sincerely, 

(Signed)     Carl  M.  Grenn, 

Casl  M.  Grenw, 
Director,  Office  of  Loans,  GNMA. 
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Mortqagf-Backed  Securities — Issuer  and  Custodian  Location  Report 

Name  and  Address  of  Issuer. — Mortgage  Investment  Co.  of  El  Paso,  420  Texas 

Avenue,  El  Paso,  Tex. 
Active  Pools.— 11,  35,  65, 114, 184, 277, 375,  822,  888, 1103. 
Issuer  Contact. — W.  J.  Schade,  Vice  President. 
TelepJione No.— (915)  532-3423. 
ON  MA  Pool  No.  to  be  examined. — 65 
Amount  of  Issue. — $2  million. 
Date  Securities  Issued. — December  1, 1970. 
Interest  Rate  of  Pool  Mortgages. — 8^  percent. 
Securities  Rate. — 8  percent. 
Type  of  Pool. — Fully  modified. 
Number  of  Mortgages. — 109. 
Custodial  Account  2V^o.— 138-701-667. 
Located  in. — First  National  Bank  in  Albuquerque. 
Pool  Composition. — 100  percent  in  New  Mexico. 
Name  and  Address  of  Custodian. — First  National  Bank  in  Albuquerque,  223  Cen- 
tral NW.,  Suite  717,  Post  Office  Box  1305— Albuquerque,  N.  Mex. 
Custodian  Contact. — Mr.  Jim  Sullivan,  Vice  President;  Mr.  Sobie  Chavez,  Senior 
Loan  Processor. 

Telepli  one  No .—  ( 505 )  842-2000. 
Custodian  Agreement  Signed. — December  8, 1970. 
Other. — Pools  11  and  35  were  examined  by  Carl  Lindstrom  in  November  1970. 
Issuer  located  in  El  Paso,  Tex.,  and  custody  documents  located  in  Albuquerque, 
N.  Mex. 

GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION-EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH 

CUSTODIAN 

GNMA  Pool  No.  65.  Issuer:  Mortgage  Investment  Co.  of  El  Paso. 
Custodian:  1st  National  Bank  in  Albuquerque,  Apr.  13, 1972. 

Page  of 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No        Name  of  mortgagor  Comments-corrections 

38704 Cano,  Antonio  F Custody  Documents  Requested  By  Issuer,  January  6,  1972. 

38898-. Youtsey,  Dwigfit.. _.  Custody  Documents  Requested  By  Issuer,  September  21, 1971. 

(Passed  through  in  September  1971  report). 
38549 Lanham,  Harry Custody   Documents  Requested    By   Issuer,  July   19,   1971. 

(Passed  through  in  November  1971  report). 
38707- Miam,  John Custody   Documents   Requested   By   Issuer,  June  23,  1971. 

(Passed  through  in  June  1971  report). 

April  21    1972. 
Subject :  MBS  Pool  No.  253. 
Mr.  Robert  J.  Domeneci, 
Vice  President,  Albuquerque  National  Bank, 
Albuquerque,  N.  Mex. 

Dear  Mr.  Domeneci  :  Thank  you  for  your  courtesy  on  April  11,  1972,  during 
the  custody  revievp  of  the  documents  in  GNMA  Pool  253,  issued  by  Mountain 
States  Investment  Corporation.  All  files  were  in  excellent  order,  and  the  neces- 
sary assignment  forms  were  included  in  the  custody  package,  along  with  the 
proper  note  endorsement. 

Your  helpfulness  made  my  visit  to  your  organization  very  pleasant,  and  I  am 
very  appreciative. 
►Sincerely, 

(Signed)  Carl  M.  Grenn, 

Carl  M.  Grenn, 
Director,  Office  of  Loans,  ON  MA. 
April  21,  1972. 
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Subject :  Mortgage-Backed  Securities  Pool  No.  253. 
Mr.  John  E.  Buehler, 

Vice  President,  Mountain  States  Investment  Corp., 
Albuquerque,  N.  Mex. 

Dear  Mr.  Buehler:  On  April  11,  I  reviewed  the  custody  documents  at  the 
Albuquerque  National  Bank.  I  am  happy  to  relate  to  you  that  all  documents  in 
custody  were  in  excellent  order.  At  the  date  of  my  review,  seven  files  were  re- 
quested by  Mountain  States.  Of  these  seven  cases,  five  have  been  repurchased 
after  the  sale  date,  and  principal  passed  through  to  security  holders.  The  remain- 
ing two  cases  are  being  referred  to  the  trustee  for  liquidation. 

In  conclusion,  the  custody  documentation  on  MBS  Pool  No.  253  was  in  order. 
Notes  contained  proper  endorsement ;  where  title  insurance  policies  originally 
included  FNMA,  reassignment  forms  v^'ere  in  the  files  showing  reassignment  to 
Mountain  States  Investment  Corporation.  This  certaihly  is  a  vast  improvement 
over  the  items  noted  in  the  review  of  your  first  pool,  MBS  Pool  No.  14,  on  Novem- 
ber 24,  1970. 

Regarding  the  fiscal  requirements,  Mr.  Jack  Wood  has  done  a  good  job  in 
organizing  the  back-up  support  documentation  for  MBS  pools,  including  report- 
ing, bank  reconciliation  and  reconciliation  of  pool  collateral. 

Loan  liquidations  are  being  processed  promptly.  In  general,  when  the  sale  is 
held  the  loan  is  removed  from  your  records  and  an  advance  is  timely  made  and 
principal  is  timely  paid  to  security  holders.  When  mortgage  collateral  is  liqui- 
dated by  foreclosure  or  voluntary  conveyance,  it  is  not  necessary  to  put  an  extra 
month's  interest  into  the  pool.  When  extra  interest  is  received  on  a  payment  in 
full,  only  then  must  it  be  put  with  the  MBS  Custodial  Account.  I  believe  Mr. 
Wood  now  understands  this  procedure. 

I  had  an  opportunity  to  review  the  new  HUD  Form  1710-A  reporting  format 
with  Mr.  Wood.  This  new  format  should  be  used  for  the  reports  due  May  15. 

I  want  to  thank  you  and  your  staff  for  the  courtesies  extended  to  me  during 
my  visit  on  April  12. 
Sincerely, 

(Signed)  Carl  M.  Grenn, 
Carl  M.  Grenn, 
Director,  Office  of  Loans,  GNMA. 

Mortgage-Backed  Secctrities — Isstjeb  and  Custodian  Location  Report 

2fame  and  Address  of  Issuer. — Mountain  States  Investment  Corp.,  2808  Central 

Avenue  SB.,  Albuquerque,  N.  Mex. 
Active  Pools.— 1^,  253,*  494,  499,  641,*  904. 
Issuer  Contact. — John  Eder,  Vice  President. 

Telephone  2V^o.— (505)  265-374L 

GNMA  Pool  No.  to  be  examined. — ^253. 

Amount  of  Issue. — $3,650,000. 

Date  Securities  Issued. — February  1, 1971. 

Interest  Rate  of  Pool  Mortgages. — 8^^  percent. 

Securities  Rate. — 8  percent. 

Type  of  Pool. — Fully  modified. 

Number  of  Mortgages.— 222. 

Custodial  Account  A'^o.— 04-3344-6. 

Located  in. — Albuquerque  National  Bank. 

Pool  Composition. — 27  percent  in  New  Mexico ;  38  percent  In  Texas ;  35  per- 
cent in  Colorado. 
Name  and  Address  of  Custodian. — Alburquerque  National  Bank,  123  Central  Ave- 
nue NW,  Albuquerque,  N.  Mex. 
Custodian  Contact. —  Robert  J.  Domenici,  Vice  President. 

Telephone  A'o.— (505)  765-2211. 

Custodian  Agreement  Signed. — 
Other. — Pool  No.  14  was  examined  by  Carl  Lindstrom  in  November  1970. 


♦Exception  on  liquidations,  did  not  furnish  schedule  on  liquidations  and  Interest  due 
pool — December  1971  Report  due  January  15, 1972. 
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Apeh.  21,  1972. 

Subject :  MBS  Pool  No.  253. 

Mr.  Robert  J.  Domeneci, 

Vice  President,  Albuquerque  National  Bank, 

Albuquerque,  N.  Mex. 

Dear  Mb.  Domeneci:  Thank  you  for  your  courtesy  on  April  11,  1972,  during 
the  custody  review  of  the  documents  in  GNMA  Pool  253,  issued  by  Mountain 
States  Investment  Corporation.  All  files  were  in  excellent  order,  and  the  neces- 
sary assignment  forms  were  included  in  the  custody  package,  along  with  the 
proper  note  endorsement. 

Your  helpfulness  made  by  visit  to  your  organization  very  pleasant,  and  I  am 
very  appreciative. 
Sincerely, 

(Signed)     Carl    M.    Grenn, 
Cakl  M.  Gbenn, 
Director,  Office  of  Loans,  ONMA. 

Apeil  21, 1972. 
Subject :  Mortgage-Backed  Securities  Pool  No.  253. 

Mr.  John  E.  Buehleb,  '- 

Vice  President,  Mountain  States  Investment  Corp., 
Albuquerque,  N.  Mex. 

Dear  Mb.  Buehleb:  On  April  11,  I  reviewed  the  custody  documents  at  the 
Albuquerque  National  Bank.  I  am  happy  to  relate  to  you  that  all  documents  in 
custody  were  in  excellent  order.  At  the  date  of  my  review,  seven  files  were  re- 
quested by  Mountain  States.  Of  these  seven  cases,  five  have  been  repurchased 
after  the  sale  date,  and  principal  passed  through  to  security  holders.  The  re- 
maining two  cases  are  being  referred  to  the  trustee  for  liquidation. 

In  conclusion,  the  custody  documentation  on  MBS  Pool  No.  253  was  in  order. 
Notes  contained  proper  endorsement ;  where  title  insurance  policies  originally 
included  FNMA,  reassignment  forms  were  in  the  files  showing  reassignment  to 
Mountain  States  Investment  Corporation.  This  certainly  is  a  vast  improvement 
over  the  items  noted  in  the  review  of  your  first  pool,  MBS  Pool  No.  14,  on  No- 
vember 24, 1970. 

Regarding  the  fiscal  requirements,  Mr.  Jack  Wood  has  done  a  good  job  in 
organizing  the  back-up  support  documentation  for  MBS  pools,  including  report- 
ing, bank  reconciliation  and  reconciliation  of  pool  collateral. 

Loan  liquidations  are  being  processed  promptly.  In  general,  when  the  sale  is 
held  the  loan  is  removed  from  your  records  and  an  advance  is  timely  made  and 
principal  is  timely  paid  to  security  holders.  When  mortgage  collateral  is  liqui- 
dated by  foreclosure  or  voluntary  conveyance,  it  is  not  necessary  to  put  an  extra 
month's  interest  into  the  pool.  When  extra  interest  is  received  on  a  payment  in 
ful,  only  then  must  it  be  put  with  the  MBS  Custodial  Account.  I  believe  Mr. 
Wood  now  understands  this  procedure. 

I  had  an  opportunity  to  review  the  new  HUD  Form  1710-A  reporting  format 
with  Mr.  Wood.  This  new  format  should  be  used  for  the  reports  due  May  15. 

I  want  to  thank  you  and  your  staff  for  the  courtesies  extended  to  me  during 
my  vi.sit  on  April  12, 
Sincerely, 

(Signed)     Carl  M.  Grenn 
Carl  M,  Grenn, 
Director,  Office  of  Loans,  GNMA. 

Mortgage-Backed  Securities — Issuer  and  Custodian  Location  Repobt 

Nat)ie  and  Address  of  Issuer. — Mountain  States  Investment  Corp,,  2808  Central 

Avenue  SE„  Albuquerque,  N.  Mex. 
Active  Pools.— M,*  253,  494,  499,*  641,  904. 

Issuer  Contact. — John  F.  Eder,  Vice  President. 
Telephone  iVo.— (505)  265-3741. 
GNMA  Pool  No.  to  be  examined. — 253. 
Amount  of  Issue. — $3,650,000. 
Date  Securities  Issued. — February  1,  1971, 


•Exception  on  liquidations    did  not  furnish  schedule  on  liquidations  and  interest  due 
pool— December  1971  Report  due  January  15,  1072. 
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Interest  Rate  of  Pool  Mortgages. — 8%  percent. 

Seeurities  Rate. — 8  percent. 

Type  of  Pool. — Fully  modified. 

Number  of  Mortgages. — 222. 

Custodial  Account  A^o.— 04-3344-6. 

Located  in. — Albuquerque  National  Bank. 

Pool  Composition. — 27  percent  in  New  Mexico ;  38  percent  m  Texas ;  35  per- 
cent in  Colorado. 
Name  and  Address  of  Custodian. — Albuquerque  National  Bank,  123  Central  Ave- 
nue NW.,  Albuquerque,  N.  Mex. 
Custodian  Contact. — Robert  J.  Domenici,  Vice  President. 

Telephone  No.— (505)  765-2211. 

Custodian  Agreement  Signed. — 
Other. — Pool  No.  14  was  examined  by  Carl  Lindstrom  in  November  1970. 

Moktgage-Backed  Securities — Issues  and  Custodian  Location  Ref(»t 

Name  and  Address  of  Issuer. — Collateral  Investment  Co.,  2233  Fourth  Avenue, 

North,  Birmingham,  Ala. 
Active  Pools.— 136,  137,  197,  275,  291,  456,  669,  717,  903,  1031,  1112,  1197,  1305. 
Issuer  Contact. — Charles  Wall,  V.P. 

Servicing  Contact. — Same. 

Telephone  No.— (205)  322-6713. 

ONMA  Pool  No.  to  &e  examined. — 137. 

Amount  of  Issue. — $2,004,573.00. 

Date  Securities  Issued. — January  1, 1971. 

Interest  Rate  of  Pool  Mortgages. — 8^^  percent. 

Securities  Rate. — 8  percent. 

Type  of  Pool. — Fully  modified. 

Number  of  Mortgages. — 131. 

Custodial  Account  No. — 

Located  in. — Birmingham,  Ala.* 

Pool  Composition. — All  FHA. 
Name  and  Address  of  Custodian. — Exchange  Security  Bank,*  317  20tli  Street, 

North,  Birmingham,  Ala. 
Custodian  Contact. — Whit  Walter,  Assistant  Vice  President. 

Telephone  No.— (205)  32&-4600. 

Custodian  Agreement  Signed. — S.  J.  Macklin,  V.  P. 
Other.— 

Field  Visit  Made  by. — Thomas  L.  Kinney. 
Date  of  Field  Fisif.— April  5-6, 1972. 

Depabtment  of  Housing  and  Urban  Development, 

Government  National  Mortgage  Association, 

Washington,  D.C.,  April  14, 1972. 
Attention  :  ;Mr.  Charles  Wall,  Vice  President. 
Re  GNMA  Mortgage  Back  Securities  Pool  No.  137. 
Collateral  Investment  Co., 
Birmingham,  Ala. 

\  Gentlemen  :  I  examined  the  loan  documents  in  the  above  referenced  Mortgage 
Backed  Securities  Pool  No.  137  in  the  oflBce  of  the  Custodian,  Exchange  Security 
Bank.  Birmingham,  Alabama  on  April  4,  1972.  The  Schedule  of  Pooled  Mortgages 
(Form  HUD  1706)  listed  one  hundred  and  thirty-one  (131)  mortgage  loans  of 
which  nine  (9)  of  the  loan  documents  had  been  released  to  your  firm  for  the 
intended  purpose  of  removing  the  loans  from  the  Pool  through  the  loans  being 
paid-off  or  your  intention  to  foreclose.  Three  (3)  of  the  loans  were  reported  as 
liquidated-in-fuU  on  your  Form  1710  reports  of  October,  1971,  and  February.  1972. 
The  remaining  six  (6)  mortgage  loan  documents  I  ascertained  were  being  held 
by  your  delinquency  department  for  the  purpose  of  foreclosure.  Of  the  remaining 
one  hundred  twenty-two  (122)  loan  documents,  each  file  contained  all  of  the 
listed  documents  and  appeared  to  be  in  proper  order  except  for  the  Items  listed 
under  Comments  and  Corrections  on  the  enclosed  Examination  of  Documents 
forms. 

I  will  appreciate  your  careful  review  of  the  listed  Items,  your  timely  corrections 
thereof  and  notification  to  the  imdersigned  of  the  corrections  made.  The  only 
instance  where  the  loan  documents  would  appenr  necessary  to  be  removed  from 
the  Custodian's  care  to  effect  the  corrections  needed  would  be  in  the  case  of  your 
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loan  number  34982 — James  A.  Gray.  An  appropriate  officer  of  Collateral  Invest- 
ment Company  should  be  able  to  effect  the  other  corrections  in  the  office  of  the 
Custodian. 

A  copy  of  the  enclosed  Examination  of  Loan  Documents  is  being  forwarded  to 
the  Custodian,  Mr.  Whit  Walter,  Exchange  Security  Bank. 

All  copies  of  HUD  Form  1708 — Release  of  Documents,  should  be  signed. 
In  my  review,  I  found  the  Issuer  was  not  signing  the  copy  that  was  retained 
by  the  Custodian. 

In  a  review  in  the  Issuer's  office,  I  found  that  in  a  comparison  of  the  HUD 
Form  1710,  as  reported  by  the  Issuer  for  the  month  of  February,  1972,  that 
the  Issuer  was  able  to  verify  the  following : 

(1)  Trial  balance  amount — Issuer's  trial  balance 

(2)  Number  of  loans  in  the  Pool 

(3)  Amounts  passed  on  to  Security  Holders — Issuer's  copies  of  HUD  Form  1714 

(4)  Status  of  Custodial  Funds — Issuer's  collection  records  with  reconciled  bank 
statement. 

A  review  was  made  with  the  officer  in  charge  of  the  Issuer's  Loan  Servicing 
Department,  Mr.  Charles  Wall,  of  the  company's  methods  of  controlling  mortgage 
delinquents  and  payment  collections.  During  this  review,  the  correct  method  of 
computing  Issuer's  service  fees  was  pointed  out  and  Mr.  Wall  indicated  that  he 
would  review  the  service  fees  taken  in  the  past  and  make  any  corrections  neces- 
sary. 

Thank  you  for  the  courtesies  extended  me  during  my  visit.  Should  there  be  any 
questions  concerning  the  examination,  please  communicate  with  me.       ' 
Very  truly  yours, 

Thomas  L.  Kinnet. 

Assistant  Manager, 
Review  and  Analysis  Section,  MBS  Administration. 

GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION— EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH 

CUSTODIAN 

GNMA  Pool  No.  137.    Issuer:  Collateral  Investment  Co.,  Number  of  loans  in  pool  131,  loans  on  form  1706  131. 
Custodian:  Exchange  Security  Bank,  Apr.  5, 1972. 

Page  of 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No.       Name  of  mortgagor  Comments-corrections 

1    35232.. _  Manley  B.  Carrol FHA  Case  No,  on  Mortgage  Note  should  be  corrected  to  read 

11-112223-235. 

8  35268 Ann  Elizabeth  Moore Recording  information  should  be  inserted  on  Collateral  vest- 
ment Company  assignment  to  GNMA— date  Oct.  19,  Book 
1925,  Page  488 

1  3529L. Joseph  T.  Betts... FHA  Case  No.  not  shown  on  Mortgage  Note  and/or  Deed  of 

Note.  Issuer  should  correct  this  by  inserting  the  FHA  No.  in 
it's  proper  place. 

4    35082.... Raymond  Chandler, Do. 

4    35139 Michael  J.  Landreth Do. 

4    35189 James  L.  Thomas... Do. 

4  35164. John  C.  Youmons... Do. 

5  34867.. David  E.  Bailey Do. 

6  34641.. Arnold  W.  Emmett Do. 

6  34587 Conny  J.  Flanagan Do. 

7  35244... Roberta  Hawkins Do. 

7    34589 Paul  C.Hill Do. 

7  33940 _  George  H.  Hooks Do. 

8  34649.. Charles  0.  Muse FHA  Case  number  not  shown  on  Mortgage  Note  and/or  Deed 

of  Note.  Issuer  should  correct  this  by  insertmg  the  FHA 
number  in  it's  proper  place. 

9  34650  Alvin  Ward Same  as  above. 

9    34680... Juanita  Williams Do. 

2  34982 James  A.  Gray The  mortgagee  on  this  loan  is  named  as  Southeastern  Title 

Insurance  Company  instead  of  Collateral  Investment  Co. 
Issuer  should  obtain  an  assignment  of  the  mortgage  from 
Southeastern  Title  Insurance  Company,  an  endorsement  to  the 
endorsement  on  the  Title  Insurance  Policy,  have  the  Mort- 
gage Note  endorsed  from  Southeastern  Title  Insurance 
Company  to  Collateral  Investment  Company,  an  endorsement 
in  blank  on  the  Mortgage  Note  from  Collateral  Investment 
Company  and  an  assignment  Collateral  Investment  Com- 
pany to  GNMA. 
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Moetgage-Backed  Securities — Issuer  and  Custodian  Location  Report 

Name  and  Address  of  Issuer. — Melton,  Allen  &  Williams,  Inc.,  524  21st  Street, 

North,  Birmingham,  Ala. 
Active  Pools.— ai,  323,  390,  389,  716,  811,  812,  813,  945. 
Issuer  Contact. — Charles  E.  Sizemore,  V.P. 

Servicing  Contact. — Mrs.  Mildred  Mitchell. 

Telephone  No.— (205)  251-G141. 

ON  MA  Fool  No.  to  be  ewamined. — 67, 

Amount  of  /sswe.— $2,001,607.76. 

Date  Securities  Issued. — February  1,  1971. 

Interest  Rate  of  Pool  Mortgages. — S^/^  percent. 

Securities  Rate. —  8  percent. 

Type  of  Pool. — Fully  modified. 

Number  of  Mortgages. — 144. 

Custodial  Account  No. — 

Located  in. — Birmingham,  Ala. 

Pool  Composition. — 5  VA  loans  and  139  FHA  loans. 
Name  and  Address  of  Custodian. — Exchange  Security  Bank,  317  20th  Street, 

North,  Birmingham,  Ala. 
Custodian  Contact. — Whit  Walter,  Assistant  Vice  President. 

Telephone  No. —  {2Q5)  328-4600. 

Custodian  Agree^nent  Signed. — S.  J.  Macklin,  V.P. 
Other.— 

Field  Visit  Made  By. — Thomas  L.  Kinney. 
Date  of  Field  Fisi*.— April  4  through  5, 1972. 

Department  of  Housing  and  Urban  Development, 

Government  National  Mortgage  Association, 

Washington,  D.C.,  April  U,  1912. 

Attention  :  Mr.  Charles  E.  Sizemore,  Vice  President. 
Re  GNMA  Mortgage  Backed  Securities  Pool  No.  67. 
MoLTON,  Allen  &  Williams,  Inc., 
Birmingham,,  Ala. 

Gentlemen  :  I  examined  the  loan  documents  in  the  above  referenced  Mortgage 
Backed  Securities  Pool  No.  67  in  the  oflBce  of  the  Custodian,  Exchange  Security 
Bank,  Birmingham,  Alabama,  on  April  3,  1972.  The  Schedule  of  Pooled  Mortgages 
(Form  HUD  1706)  listed  one  hundred  forty-four  (144)  mortgage  loans  of  which 
three  (3)  loans'  documents  had  been  released  to  your  firm.  Two  of  these  loans 
have  been  reported  on  Form  HUD  1710  reports  as  being  liquidated-in-full  from 
the  Pool,  September,  1971.  and  February,  1972.  Loan  documents  on  your  loan 
number  V-15213-6,  Joseph  M.  Billups,  were  withdrawn  for  purpose  of  foreclosure. 

Of  the  remaining  one  hundred  forty-one  (141)  loams'  documents,  each  file  con- 
tained all  listed  documents  and  appeared  to  be  in  proper  order  except  for  the 
items  listed  under  Comments  and  Corrections  on  the  enclosed  Examination  of 
Documents  form. 

I  will  appreciate  your  careful  review  of  the  listed  items,  your  timely  correc- 
tions thereof  and  notification  to  the  undersigned,  when  the  corrections  have  been 
made.  In  no  instance  does  it  appear  necessary  to  remove  any  of  the  documents 
from  the  Custodian's  care  to  effect  the  corrections  necessary.  Endorsements  from 
the  title  insurance  companies  can  be  obtained  directly  and  placed  in  the  docu- 
ments' files  as  received.  The  corrections  to  the  Molton,  Allen  &  Williams,  Incor- 
porated assignments  to  GNMA  can  be  effected  in  the  Custodian's  oflSce  by  an  ap- 
propriate officer  of  your  company. 

A  copy  of  the  enclosed  Examination  of  Loan  Documents  is  being  forwarded 
to  the  Custodian,  Mr.  Whit  Walter,  Exchange  Security  Bank. 

The  HUD  Form  1710  report  for  the  month  of  February.  1972,  submitted  to 
GNMA  by  the  Issuer,  was  compared  to  the  following  records  in  the  Issuer's 
oflice: 

(1)  Trial  balance  amount 

(2)  Number  of  loans  in  the  Pool 
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(3)  Amounts  due  Securities  Holders  compared  to  copies  of  Issuer's  1714 
reports 

(4)  Status  of  custodial  account  with  Issuer's  cash  control  and  reconciled 
bank  statement. 

In  all  respects  the  Issuer's  records  indicated  that  the  Form  HUD  1710  monthly 
report  is  being  properly  prepared. 

Thank  you  for  the  courtesies  extended  me  during  my  visit.  Should  there  be 
any  questions  concerning  the  examination,  please  communicate  with  me. 
Very  truly  yours, 

Thomas  L.  Kinney, 
Assistant  Manager,  Review  and  Analysis  Section, 

MBS  Administration. 

GOVERNMENT    NATIONAL    MORTGAGE    ASSOCIATION-EXAMINAriON    OF    LOAN    DOCUMENTS    ON    DEPOSIT 

WITH  CUSTODIAN 

GNMA  Pool  No.  67.  Issuer:  Melton,  Allen  &  Wiliams,  Inc.  No.  of  loans  in  pool  144,  loans  on  form  1706  144. 
Custodian:  Security  Exchange  Bank,  Apr.  3, 1972. 

Page  of 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No.       Name  of  mortgagor  Comments-corrictions 

2    F  14962-8 Percy  L.Jackson... Clerk's  instrument  number  on  Assignment  to  GNMA  should 

A-37074.  Please  correct. 

6    F  15230-1 Gary  L.  Drooger Totle  Insurance  Policy  names  Gary  L.  Frooger  in  item  1  be 

Gary  L.  Drooger.  Issuer  should  secure  endorsement  Title 
Insurance  Company  correcting  this. 

8  F  15376-6 Richard  L.  Cullen Title  Insurance  Policy,  item  5,  reads  county  of  Alabama  of 

Jefferson.  Should  be  state  of  Alabama  and  county  of  Jeffer- 
son. Obtain  endorsement  correcting  this. 

9  F  15248-2 James  E.Scott Clerk's  instrument  number  on  Assignment  to  GNMA  should 

be  39167.  Please  correct. 

Depabtment  of  Housing  and  Urban  Detvelopment, 

Government  National  Mortgage  Association, 

Washington,  D.C.,  April  I4, 1912. 
Attention  :  Miss  Helen  Boyd,  Treasurer. 
Be  GNMA  Mortgage  Backed  Securities  Pool  No,  182. 
Engel  Mortgage  Company,  Inc., 
Bank  for  Savings  Building, 
Birmingham,  Ala. 

Gentlemen  :  I  examined  the  loan  documents  in  the  above  referenced  Mortgage 
Backed  Securities  Pool  No.  182  in  the  ofliice  of  the  Custodian,  The  First  National 
Bank,  Birmingham,  Alabama,  on  April  3,  1972.  The  Schedule  of  Pooled  Mortgages 
(HUD  Form  1706)  listed  one  hundred  twenty  (120)  mortgage  loans  of  which 
.seven  (7)  loans'  documents  had  been  released  to  your  firm.  Five  (5)  of  these 
loans  have  been  reported  as  liquidated-in-full  on  your  HUD  Form  1710  reports  in 
February  and  January,  1972.  Two  (2)  loans'  documents  are  in  your  office  for 
future  removal  from  the  Pool,  Loan  #57081,  James,  Jr.,  and  Loan  #80674,  Stotses. 
Of  the  remaining  one  hundred  thirteen  (113)  loans'  documents,  each  file  contained 
all  of  the  listed  documents  and  appeared  to  be  in  proper  order  except  for  the  items 
listed  under  Comments  and  Corrections  on  the  enclosed  Examination  of  Docu- 
ments form  and  as  noted  in  this  letter. 

In  each  loan  file  was  either  a  recorded  assignment  from  Engel  Mortgage  Com- 
pany, Incorporated  to  First  Birmingham  Mortgage  Company,  Incorporated  and  a 
second  unrecorded  assignment  from  First  Birmingham  Mortgage  Company,  Incor- 
porated to  GNAM ;  or  two  unrecorded  assignments  to  GNMA,  one  from  Engel 
Mortgage  Company,  Incorporated  and  one  from  First  Birmingham  Mortgage  Com- 
pany, Incorporated.  I  understood,  from  speaking  to  Miss  Helen  Boyd,  that  as  soon 
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as  the  recorded  assignments  from  Engel  Mortgage  Company,  Incorporated  to  First 
Birmingliam  Mortgage  Company,  Incorporated  had  been  received  from  the  various 
recording  oflSces,  that  the  recorded  assignment  would  be  placed  in  the  proper 
mortgage  loan  file  in  the  Custodian's  care  and  the  assignment  from  Engel  Mort- 
gage Company,  Incorporated  to  GNMA  would  be  removed.  This  should  then  leave 
in  each  mortgage  loan  file  a  recorded  assignment  from  Engel  Mortgage  Company, 
Incorporated  to  First  Birmingham  Mortgage  Company,  Incorporated,  and  in  addi- 
tion, an  unrecorded  assignment  from  First  Birmingham  Mortgage  Company,  In- 
corporated to  GNMA.  GNMA  anticipates  that  this  will  be  done  in  any  and  all  of 
the  Issuer's  Mortgage  Backed  Securities  Pools  that  names  Engel  Mortgage  Com- 
pany, Incorporated  as  the  Issuer.  I  should  like  to  point  out  that  in  the  case  of  the 
unrecorded  assignments  from  First  Birmingham  Mortgage  Company,  Incorpo- 
rated, to  GNMA  that  on  no  assignment  was  aflSxed  the  corporate  seal  of  the  First 
Birmingham  Mortgage  Company,  Incorporated  and  that  the  Issuer  should  see 
that  this  is  properly  taken  care  of. 

The  items  listed  on  the  Examination  of  Documents  should  be  carefully  reviewed 
and  timely  corrections  made.  In  no  instance  will  it  be  necessary  to  remove  any  of 
the  documents  from  the  Custodian's  care  as  the  corrections  can  be  made  by  an 
appropriate  oflacer  of  your  company  in  the  Custodian's  oflice.  I  will  appreciate 
your  informing  the  undersigned  when  all  corrections  have  been  made. 

A  copy  of  tlie  enclosed  Examination  of  Loan  Documents  in  being  forwarded 
to  the  Custodian,  Mr.  Ralph  Culver,  Assistant  (Trust  Oflacer,  The  First  National 
Bank. 

A  comparison  of  your  February  HUD  Form  1710  report  with  a  cursory  exami- 
nation of  the  loan  accounting  records  on  the  above  referenced  Pool  with  respect 
to  your  trial  balance,  remittances  to  Security  Holders  (HUD  Form  1714)  and 
your  reporting  of  custodial  bank  account  balances  reveals  that  the  Issuer  is 
preparing  HUD  1710  correctly. 

The  review  revealed  that  the  Issuer  had  no  consolidated  Security  Register. 
Miss  Helen  Boyd,  Treasurer,  stated  that  a  Security  Register  would  be  prepared 
and  maintained. 

Thank  you  for  the  courtesies  extended  me  during  my  visit.  Should  there  be  any 
questions  concerning  the  examination,  please  communicate  with  me. 
Very  truly  yours, 

Thomas  L.  Kinney, 

Assistant  Manager, 
Review  and  Analysis  Section. 

MBS  Administration. 
Enclosure. 

Department  of  Housing  and  Urban  Development, 

Government  National  Mortgage  Association, 

Washington,  D.C.,  April  U,  1912. 
Re  GNMA  MBS  Pool  No.  182— Engel  Mortgage  Company,  Inc. 
Mr.  Ralph  Culver, 
Trust  Officer,  The  First  National  Bank, 
Birmingham,  Ala. 

Dear  Mr.  Culver  :  I  wish  to  express  my  appreciation  for  the  courtesy  and 
cooperation  extended  by  you  and  the  other  members  of  The  First  National  Bank 
on  April  3,  1972,  when  I  was  examining  the  loan  documents  in  connection  with 
the  above  reference  GNMA  Mortgage  Pool. 

I  am  enclosing  a  copy  of  the  Examination  of  Loan  Documents  for  your 
information. 

Very  truly  yours, 

Thomas  L.  Kinney, 

Assistant  Manager, 
Review  and  Analysis  Section, 

MBS  Administration. 
Enclosure. 
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GOVERNMENT  NATIONAL  MORTGAGE  ASSOCIATION-EXAMINATION  OF  LOAN  DOCUMENTS  ON  DEPOSIT  WITH 

CUSTODIAN 

GNMA  Pool  No.  182.  Issuer:  Engel  Mortgage  Co.,  Inc.  Number  of  loans  in  pool,  120,  Loans  on  Form  1706, 120. 
Custodian:  The  First  National  Bank,  Apr.  3, 1972. 

Page  ot 
sched- 
ule 
(HUD 
1706)        Issuer's  loan  No        Name  of  mortgagor  Comments-correction 

5    57494 Mary  L.  Simmons No  hazard  insurance  certification  in  file.  Issuer  should  furnish 

one. 

4  56828 Ben  Powell, J r Correct  assignment  in  blank  on  reverse  of  mortgage  note. 

Shows  corporation  secretary's  signature,  but  no  corporation 
name. 

5  57417. Edmond  R.  Covington Correct  assignment  to  GNMA  to  show  Volume  998  on  recorda- 

tion of  mortgage. 
5    57376 Rodney  D.  Howze Correct  assignment  to  GNMA  to  show  Volume  996,  page  571, 

on  recordation  of  mortgage. 
5    57407 Bennett  W.  Bryan. FHA  case  number  on  mortgage  note  should  be  011-105980-203. 

5  57382 Willie  J.  Crenshaw Correct  assignment  to  GiNMA  to  show  page  187  on  recordation 

of  mortgage. 

6  71011. Kenneth  L.  Cruce FHA  case  number  on  mortgage  note  should  be  011-115516-235. 

Please  correct. 
4    57122 C.  C.  York Assignment  to  GNMA  should  be  Volume  987,  page  791.  Please 

correct. 
6    90056 Charles  J.  Perrol Assignment  to  GNMA  should  be  $21,000  for  dollar  amount  of 

mortgage.  Please  correct. 

STATEMENT  OF  WILLIAM  BRENNAN,  PRESIDENT, 
HARLEM   SAVINGS   BANK 

Senator  Hart.  Next  we  will  have  the  testimony  of  Mr.  William 
Bi'onnan,  president  of  the  Harlem  Savinfjs  Bank. 

]Mr.  Brennan,  I  understand  that  you  particularly  have  been  incon- 
venienced by  the  delay.  May  I  say  that  as  far  as  we  are  concerned,  if 
it  would  help  your  own  situation,  we  will  order  your  statement  printed 
in  full  as  though  given  in  full,  and  then  just  have  questions. 

Mr.  Brennan.  Well,  I  have  already  arranged  it  so  that  I  will  have 
time  now  to  read  the  testimony,  sir. 

Senator  Hart.  Fine.  I  will  now  swear  you  in. 

(Whereupon,  the  witness  was  duly  sworn  by  the  chairman.) 

Mr.  Brennan.  Thank  you,  Senator.  My  name  is  William  Brennan 
and  I  am  president  and  chief  executive  officer  of  the  Harlem  Savings 
Bank.  I  am  pleased  to  testify  here  this  afternoon  in  response  to  your 
invitation,  and  will  begin  with  a  brief  description  of  our  institution. 

Harlem  Savings  Bank  is  a  mutual  savings  bank  organized  in  1863. 
Its  principal  office  is  in  mid-Manhattan,  and  it  maintains  four  inner- 
city  branches  in  Harlem,  Fort  Washington,  Washington  Heights,  and 
the  Dyckman  area,  as  well  as  one  suburban  branch  in  Manhasset  in 
Nas.sau  County. 

It  has  total  assets  of  approximately  $700  million  and  ranks  23d  in 
size  among  the  44  New  York  City  savings  banks,  25th  in  size  among 
the  120  New  York  State  sa^dngs  banks,  and  34th  in  size  nationally 
among  the  490  mutual  institutions. 

I  have  been  associated  with  the  bank  since  January  of  1970.  A 
lawyer  by  profession,  I  have  previously  served  81^  years  as  a  New 
York  State  Supreme  Court  Justice,  and  prior  thereto  had  been  asso- 
ciated with  the  New  York  State  Banking  Department  as  deputy  su- 
perintendent and  counsel,  and  later  on  as  acting  superintendent  of 
banks. 
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With  me  this  morning  are  Mr,  Edward  J.  Pierce,  over  here,  the 
former  chief  executive  officer  of  the  institution  whom  I  recently  suc- 
ceeded, and  ]Mr.  John  Harris,  our  mortgage  officer. 

Mr.  Pierce,  after  10  years  of  service  as  a  bank  examiner  and  deputy 
commissioner  of  the  New  York  State  Banking  Department,  was  as- 
sociated with  the  Harlem  Savings  Bank  for  some  31  years. 

Mr.  Harris,  a  member  of  the  American  Institute  of  Real  Estate 
Appraisers,  has  been  with  the  Harlem  Savings  Bank  since  1961. 

Now.  I  relate  this  background  because  it  suggests  a  continuity  of 
view  of  mortgage  problems,  both  financial  and  administrative,  and 
the  identification  with  State  government  tends,  I  hope,  to  some  objec- 
tivity in  appraising  the  serious  problems  of  housing  and  housing 
financing  which  beset  our  cities. 

Until  1954,  the  Harlem  Savings  Bank  confined  its  lending  to  con- 
ventional mortgages  in  INIetropolitan  New  York,  concentrating  on  the 
neighborhoods  with  which  it  was  prominently  identified.  Emphasis 
■was  placed  on  multifamily  residential  walkup  and  elevator  apartment 
houses  with  conservative  ratios  of  loan  amount,  to  appraised  value, 
to  reproduction  costs,  to  insurable  value,  and  to  the  adequacy  of  cov- 
erage of  mortgage  debt  service. 

In  1954.  the  bank  first  entered  the  FHA-VA  private  housing  lend- 
ing field  and  through  the  years  has  invested  heavily  in  the  FHA-VA 
markets  with  broad  geographical  distribution  throughout  the  country. 

The  present  mortgage  portfolio  amounts  to  approximately  $432 
million,  of  which  $280  million  are  FHA  and  VA  insured,  and  $152 
million  are  conventional  mortgages. 

Of  these  conventional  loans,  $124  million  are  in  greater  New  York 
City,  $13.5  million  in  its  suburban  counties,  and  the  balance  of  $14.5 
million  in  adjoining  States  and  within  the  commuting  zone  of  the 
greater  city. 

Almost  ^120  million  of  these  loans  are  secured  by  multifamily  walk- 
up  and  elevator  houses. 

In  recent  years  there  lias  been  a  net  decline  in  the  amount  of  mort- 
gage moneys  we  have  invested  in  certain  areas  in  New  York  City 
which  are  afflicted  with  urban  decay.  Without  characterizing  any  par- 
ticular area,  I  would  like  to  refer  to  the  county  which  your  committee 
focused  upon  in  its  questionnaire  submitted  to  New  York  City  savings 
banks. 

In  early  1968,  Harlem  Savings  Bank  had  $60.4  million  in  conven- 
tional loans  in  Bronx  County.  At  the  present  time,  we  have  $46.4 
million  of  such  loans,  representing  a  net  reduction  of  $14  million  in 
that  4-year  period. 

This  reduction  consisted  of  $12,700,000  in  residential  mortgages  and 
$1,300,000  in  nonresidential  mortgages.  Of  the  residential  mortgages, 
$2,700,000  are  presently  carried  on  our  books  as  unsold  real  estate  be- 
cause on  those  $2,700,000,  we  foreclosed  on  mortgages  and  presently 
hold  title  to  those  properties.  So  in  that  sense  we  are  still  invested, 
but  as  a  principal  rather  than  a  mortgagee. 

This  represents  a  net  reduction  in  residential  mortgages  of  approxi- 
mately $2,500,000  per  year  for  each  of  the  past  4  years,  and  this  is  a 
result  of  a  number  of  factors. 

First,  there  has  been  very  little  new  housing  constructed  by  the 
private  sector  in  i3ronx  County  in  recent  years.  Therefore,  there  has 
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been  very  little  demand  for  new  mortgage  money  to  support  such 
housing. 

Second,  the  existing  mortgages  are  constantly  reduced  by  amortiza- 
tion, constituting  a  net  reduction  in  the  amount  loaned. 

And  finally,  any  refinancing  of  existing  mortgages  at  higher  bal- 
ances is  limited  because  appraisals  will  no  longer  support  any  re- 
quested loan  increases. 

In  this  connection,  I  am  sure  that  the  committee  is  well  aware  that 
in  addition  to  the  fiduciary  standard  of  prudence  which  guides  our 
trustees  in  their  investment  decisions,  they  are  also  bound  by  a  spe- 
cific State  law  which  restricts  conventional  mortgage  lending  on  mul- 
tiple-family dwellings  to  a  maximum  of  75  percent  of  appraised  value. 

Now,  our  appraisals  are  based  upon  capitalization  of  net  income, 
and  because  of  the  income-expense  squeeze  which  you  have  heard  some- 
thing about,  and  to  which  I  will  refer  shortly,  the  net  income  to  be 
capitalized  has  been  seriously  reduced  in  recent  years. 

Accordingly,  there  are  many  instances  in  which  even  an  existing 
amortized  balance  of  a  mortgage  is  in  excess  of  75  percent  of  the  new 
appraisal,  whereas  the  higher  loan,  when  it  was  originally  made,  was 
well  within  the  75-percent  guideline  of  the  appraisal  at  that  time. 

A  continuing  reduction  of  institutional  investment  in  conventional 
residental  mortgages  in  inner-city  areas  affected  by  urban  blight  can 
be  looked  for  unless,  (a)  private  capital  is  attracted  to  finance  new 
construction  of  new  housing,  and  (6)  the  operation  of  existing  housing 
once  again  becomes  profitable. 

The  plain  fact  is  that  at  the  present  time  investment  in  housing  in 
such  areas  is  becoming  totally  unattractive  to  private  entrepreneurs. 
Primarily,  it  is  financially  unattractive.  I  have  had  a  few  members  of 
my  staff  take  a  sampling  of  some  properties  in  the  Bronx  upon  which 
we  have  mortgages,  and  had  comparisons  made  between  the  financial 
picture  as  it  exists  today  with  that  which  existed  6,  7,  or  8  years  ago 
when  the  loan  ma;^  have  been  made,  or  last  renewed. 

What  emerges  is  a  pattern  which  shows  an  increase  of  from  12  to 
a  maximum  of  20  percent  in  gross  collectible  income  over  this  period 
of  time  because  of  the  rigidity  of  the  rent  control  laws,  against  operat- 
ing expense  increases  of  from  50  to  75  percent,  real  estate  tax  in- 
creases of  from  28  to  45  percent,  and  fire  insurance  premium  increases 
of  over  200  percent. 

The  result  of  this  income-expense  squeeze  is  a  severe  reduction  in  the 
net  income  available  before  debt  service  with  consequent  reduction 
in  the  appraised  value.  It  is  obvious,  and  you  have  heard  again  and 
again,  that  there  are  far  more  attractive  areas  of  investment  than  a 
housing  inventory  upon  which  thsre  is  no  ceiling  on  expenses  but  a 
tight  control  upon  income. 

Now,  not  only  has  this  type  of  investment  become  financially  un- 
attractive, but  it  has  become  a  business  beset  with  many  other  woes, 
and  is  otherwise  unattractive. 

First  of  all,  the  housing  inventory  itself,  and  I  refer  to  the  housing 
inventory  in  Bronx  County,  is  old,  and  is  subject  today  to  harder  usage 
in  its  old  age  than  when  it  was  new  and  could  better  absorb  usage. 

Second,  it  is  regulated  directly  or  indirectly  by  a  myriad  of  mu- 
nicipal agencies,  and  their  administration,  to  be  perfectly  frank,  has 
not  been  distinguished  too  much  by  efficiency. 
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Formulas  for  increases  in  rents  are  unnecessarily  complex.  Tenant 
militancy  has  grown  rapidly  in  recent  years  and  rent  strikes  have  be- 
come quite  popular.  Air  pollution  regulations  have  required  instal- 
lation of  garbage  compactors  or  incinerators  and  upgrading  of  oil 
burners. 

Drug  addition  and  crime  are  on  the  increase.  Kents  are  more  diffi- 
cult to  collect.  Eviction  of  delinquent  or  unsuitable  tenants  is  becom- 
ing far  more  difficult  and  time-consuming. 

Now,  on  all  of  the  foregoing,  I  wish  to  make  it  crystal  clear  that  I 
do  not  criticize  any  of  this,  but  merely  observe.  There  may  be  very 
good  reasons  for  the  tenant  militancy,  and  undoubtedly  there  are  many 
good  reasons  for  the  improvement  in  the  air  pollution  procedures. 

The  plain  fact  is,  however,  that  these  difficulties  render  the  opera- 
tion of  a  multifamily  apartment  house  in  certain  areas  of  the  Bronx 
no  longer  attractive. 

In  some  areas  where  the  blight  is  worst,  it  is  difficult,  if  not  impos- 
sible, to  attract  a  capable  superintendent  to  run  the  building,  or  a 
capable  agent  who  is  willing  to  undertake  rent  collection  and  main- 
tenance. 

Much  of  what  has  been  said  as  to  the  unattractiveness  of  residential 
multifamily  investment  in  blighted  areas  by  individual  operators 
must  of  necessity  also  apply  to  financial  institutions. 

These  institutions  face  additional  deterrents  toward  such  invest- 
ments. Foreclosure  costs  are  expensive.  Banks  are  not  efficient  opera- 
tors of  property  once  they  do  foreclose.  It  is  not  their  business.  And 
finally,  they  must  all  be  aware  that  bank  supervisory  authorities  are 
apt  to  give  stringent  classifications  to  loans  which  are  not  backed  by 
what  is  considered  adequate  long-term  security. 

Thus,  the  dimensions  of  this  problem  are  broad,  and  indeed  it  might 
be  said  that  if  banking  and  security  conditions  alone  were  to  dictate 
investment  policy,  there  might  even  be  a  more  rapid  disinvestment  in 
areas  which  connot  now  be  said  to  be  blighted  but  which  some  people 
prophesy  will  soon  feel  the  beginning  of  urban  decay,  and  if  such  a 
policy  were  followed,  the  very  policy  would  hasten  the  decay. 

I  believe  there  is  an  increasing  awareness  on  the  part  of '^manage- 
ment of  financial  institutions  of  the  necessity  for  their  cooperation 
in  arresting  this  trend,  but  no  one  as  yet  seems  to  have  arrived  at  a 
magic  formula. 

On  a  inortgage-by-mortgage  basis,  we  have  been  able  to  cooperate 
in  salvaging  an  investment  by  various  means : 

1.  We  ha've  in  some  cases  reduced  owners'  costs  by  cutting  interest 
sliarply  and  accepting  increased  amortization  in  lieu  thereof.  Hope- 
fully, this  might  solve  the  specific  mortgage  problem,  but  it  Avill  not 
solve  the  housing  problem. 

2.  We  have  sold  mortgages  at  prices  well  below  par,  and  tliis  has 
been  our  policy  only  m  cases  where  we  felt  incapable  of  managing  the 
property  if  we  foreclosed. 

3.  We  have  suspended  or  waived  amortization  to  enable  the  owners 
to  finance  needed  repairs  such  as  heating,  plumbing,  or  wirino-.  Now 
the  amount  of  rent  increase  of  course,  which  is  allowed,  or  had  been' 
allowed  under  the  rent  control  laAvs  for  these  improvemeirrs.  is  us- 
ually insufficient  to  repay  the  cost  in  a  reasonable  time,  say  5  years 
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4.  In  a  few  instances,  we  have  abandoned  loans,  and  that  is  in  a  very- 
few  instances,  where  inspection  has  revealed  that  the  underlying 
buildings  have  been  thoroughly  vandalized  or  thoroughly  and  totally 
unmanageable. 

5.  We  have  cooperated  with  city  officials  in  extending  mortgages 
for  long  terms  where  substantial  new  funds  of  Federal  or  city  origin 
were  to  be  spent  to  rehabilitate  properties. 

6.  We  have  foreclosed  a  number  of  mortgages,  taking  title  to  the 
underlying  buildings  in  our  own  name,  and  in  many  cases,  cutting  off 
secondary  and  tertiary  financing. 

In  most  of  these  instances,  the  buildings  were  suffering  from  de- 
ferred maintenance,  and  the  bank,  our  bank,  has  spent  a  great  deal  of 
money,  additional  money,  in  paying  accumulated  real  estate  taxes  and 
in  repairs  and  maintenance. 

It  is  our  policy  to  operate  these  buildings  until  they  become  economi- 
cally viable,  and  eventually  to  sell  them  on  terms  which  will  allow  the 
purchaser  a  reasonable  profit  and  a  reasonable  cushion  for  our  debt 
service,  even  though  it  means  taking  a  loss  on  the  property. 

With  respect  to  suggestions  for  change,  I  am  afraid,  once  again,  to 
have  no  magic  formula.  However,  certain  fundamentals  must  be  ob- 
served. Private  enterprise  cannot  be  expected  to  contribute  to  solving 
the  problem  without  an  adequate  profit  motive.  Either  conditions  ad- 
mitting of  such  a  reasonable  profit  must  be  established,  or  our  already 
overbm'dened  Federal,  State  and  municipal  governments  must  be 
asked  to  provide  subsidized  housing  on  an  even  greater  scale  than 
now — a  situation  which  may  no  longer  be  financially  feasible. 

There  are  simply  no  panaceas.  A  disease  which  has  taken  this  long 
to  develop  must  of  necessity  take  time  to  be  cured.  And  any  cure,  it 
seems  to  me,  must  consist  of  a  massive  cooperative  effort  among  build- 
ers and  owners  entitled  to  a  fair  return  on  their  investment,  but  will- 
ing to  forgo  short-term  windfall  for  long-term  stability  and  profit; 
neighborhood  groups  stimulating  community  pride  and  taking  on  the 
burdens  of  self -policing  and  assisting  the  economically  disadvantaged ; 
Government  agencies  honestly  and  efficiently  administering  the  many 
programs  already  in  existence ;  and  lending  institutions  with  a  broad- 
ened consciousness  of  the  impact  which  their  lending  policies  can  have 
upon  neighborhood  development. 
Thank  you. 

Senator  Hart.  Thank  you  very  much.  You  describe  pretty  vividly 
the  accelerating  of  costs  contrasted  to  the  rather  stable  level  of  income. 
You  do  not  have  to  be  a  Ph.  D.  in  economics  to  know  what  that  does. 
Mr.  Blum? 

Mr.  Bi.uM.  Mr.  Brennan,  I  wonder  if  we  could  explore  for  a  moment 
some  of  the  kinds  of  competition  that  go  into  the  making  of  a  mortgage 
loan.  Let's  say  I  were  to  buy  an  apartment  building  somewhere  in  sub- 
urban New  York,  and  was  shopping  a  number  of  different  banks  for 
a  loan. 

What  would  I  be  bargaining  for.  and  what  elements  might  a  bank 
offer  to  attract  my  business  to  thorn?  Do  tliev  compote  in  terms  of  in- 
ten^st  rate,  the  term  of  the  loan  ?  What  are  the  elements  of  competition  ? 
Mr.  Breistxan.  Well,  I  think  you  have  named  them  basically.  First 
of  all,  it  is  interest  rate,  and  second,  terms.  Now.  you  can  have  a  very 
light  amortization,  for  example,  which  is  something  that  the  total  con- 
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stant  payment  will  be  reduced  by,  even  though  the  interest  rate  is  at 
the  market. 

That,  of  course,  in  effect  means  to  offer  someone  a  standing  loan 
without  any  amortization  whatsoever.  Another  banking  institution 
competing  might  require — let  us  say  the  interest  rate  at  tlie  market  is 
Ti/2 — might  ask  for  a  10  percent  constant  payment  with  7i/^  to  intei-est. 
Some  otlier  bank  may  shave  the  constant  payment  with  the  result  that 
the  terms  become  more  attractive. 

J\Ir.  Blum.  How  about  the  amount  of  the  loan  on  the  particular  prop- 
erty ?  Might  there  be  some  competition  with  respect  to  that,  too  ? 

Mr.  Brennan.  Well,  legally'  we  are  limited  by  the  75  percent  in  that 
area.  However,  I  would  say,  like  anything  else,  that  the  appraisal  is 
not  an  absolutely  exact  science,  and  I  am  sure  that  there  are  some  people 
who  would  be  known  as  being  more  liberal  in  their  appraisals  than 
other  people,  and  others  more  conservative,  and  of  course  some  insti- 
tutions might  go  higher  on  a  total  loan  than  others. 

Mr.  Blum.  Is  it  true  that  when  you  make  a  first  mortgage  loan  you 
have  no  control  over  wliether  the  owner  of  that  property  will  have  a 
second  mortgage,  or  a  third  mortgage,  or  any  other  form  of  financial 
instrument  ? 

]\Ir.  Brennax.  Are  you  speaking  legally  or  practically  ? 

Mr.  Blum.  Both  ways.  I  imagine,  when  you  make  a  first  mortgage 
loan  you  could  insert  in  the  mortgage  a  condition  of  default  if  the 
person  would  go  again  into  secondary  or  tertiary  financing. 

Mr.  Brennan.  I  think  practically  speaking  this  has  not  occurred, 
and  most  of  the  time  on  housing  inventory  which  is  as  old  as  that  which 
I  am  speaking  of,  usually  existing  financing  is  consolidated  into  a  new 
loan. 

Now,  if  you  were  to  put  such  a  clause  in  there,  and  again,  assuming 
that  it  is  upheld  because  there  are  certain,  I  believe,  bills  in  the  legisla- 
ture recently  to  prohibit  that  practice  with  respect  to  one-  and  two- 
family  homes,  but  if  you  were  to  do  that,  this  constitutes  a  restraint  on 
the  alienation  of  property  because  the  owner  should  be  able  to  sell  his 
property  in  a  free  market. 

And  if  he  finds  a  buyer  who  is  ready,  willing,  and  able  to  purchase  it 

at  a  price  that  is  to  his  liking,  in  an  open  market,  and  the  man  does  not 

have  the  full  amount  over  the  moi'tgage  in  cash,  it  is  quite  a  difficult 

,  thing  to  impose  upon  him  the  failure  of  being  able  to  sell  it  because  you 

prohibit  him  from  taking  back  a  second  purchase  money  mortgage. 

So  if  there  is  an  existing  $250,000  mortgage,  and  he  wants  to  sell  it 
for  $350,000,  and  the  man  has  $25,000  in  cash,  it  would  be  customary 
for  him  to  take  back  a  $75,000  second  purchase  money  mortgage. 

Mr.  Blum.  Let  us  assume  that  we  are  talking  about  a  boom  period  in 
real  estate  prices,  and  people  are  very  optimistic  about  the  future  of 
multif  amily  building,  and  I  think  there  have  been  such  periods  in  many 
of  our  inner-citv  areas,  as  indeed  there  was  in  New  York,  in  the  late 
1950's  or  the  early  1960's. 

Might  there  not  be  a  tendency  to  pay  higher  than  realistic  prices  for 
buildings  because  they  anticipate  an  increase  in  value,  so  they  are  more 
concerned  about  the  future  value  than  the  bottom  line  ? 

Mr.  Brennan.  I  think  you  are  correct,  if  you  are  sitting  here  on 
Monday  morning  and  telling  what  is  realistic  now ;  but  at  that  time 
they  made  their  appraisal  and  their  prediction  did  not  come  true. 
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Mr.  Blum.  But  it  is  possible  then  that  the  judgment  would  be  based 
on  capital  appreciation  rather  than  the  immediate  expense  situation, 
and  the  anticipated  expense. 

What  I  am  getting  at  is  this.  In  New  York  what  happened  was  in- 
stead of  real  estate  values  going  up,  they  came  down,  and  down  dis- 
asterously  because  the  expenses  rose  so  rapidly  and  the  income  did  not. 

The  difficulty  is  that  the  social  consequences  of  that  include  building 
abandonment. 

Mr.  Brennan.  That  is  right. 

Mr.  Blum.  Wliile  we  can  say  that  there  should  be  a  free  market  m 
terms  of  setting  the  price  initially,  if  that  turns  out  to  be  a  mistake, 
society  is  left  with  it.  The  question  is  what  do  we  do  about  it  ? 

Mr.  Brennan.  Well,  I  am  not  sure  I — again,  as  I  said,  I  don't  have 
any  pat  solution.  I  believe  one  of  the  things  that  happens,  or  has  hap- 
pened, is  that  a  person,  let  us  say  an  investor,  even  when  the  building  is 
profitable,  is  not  so  much  interested  in  the  stream  of  income  which  gives 
him  the  profit,  but  the  fact  that  that  stream  of  income  will  create  a 
bottom  line  which  when  capitalized  will  give  an  increase  in  value  so 
that  let  us  say  he  could  then  mortgage  it,  and  take  the  money,  the  in- 
creased money  in  the  mortgage,  and  put  it  in  his  pocket  as  a  capital 
gain,  as  distinguished  from  an  income  source. 

In  other  words,  in  the  past  I  would  say,  tb  rough  the  workings  of  the 
marketplace,  and  I  am  not  critical  of  it,  I  think  it  is  an  absolute  by- 
product, I  would  say  in  the  past  that — let's  say  less  money  went  into 
the  building  in  additional  mortgages  then  iiv  retrospect  should  have. 

Mr.  Blum.  To  what  degree  is  the  degree  of  amortization — to  wliat 
degree  does  that  figure  into  this?  If  we  found  a  way  of  requiring 
greater  amounts  of  amortization,  or  requiring  people  to  have  a  certain 
amount  in  the  building,  do  you  think  it  might  arrest  some  of  the  more 
speculative  trends?  Do  you  think  it  might  encourage  people  to  stick 
with  the  property  ? 

Mr.  Brennan.  It  is  pretty  difficult  to  predict.  For  example,  we,  in  our 
investments,  conventionally  we  are  governed  by  the  New  York  State 
banking  law. 

Now,  for  many,  many  years  in  the  conventional  single  family  homes, 
the  savings  bank  was  limited  as  it  is  in  the  multifamily  home  today 
to  a  maximum  of  75  percent  of  appraised  value. 

Many  years  ago  they  amended  the  law  to  authorize  80-percent  loans 
and  90-percent  loans  with  the  proviso  that  those  loans  be  repaid  in  25 
years  in  equal  monthly  installments,  principal  and  interest,  so  that 
they  would  amortize  and  pay  out  at  the  end. 

Now,  if  such — and  I  don't  know  whether  this  is  what  you  are  refer- 
ring to — but  if  such  a  requirement,  for  example,  were  put  in  the  multi- 
family  home,  I  would  say  that  it  would  be  a  good  thing  on  one  side, 
but  I  also  think  that  it  would  make  again  a  further  unattractiveness  to 
the  entrepreneur  investigating  in  the  property. 

In  otlier  words,  there  is  no  simple  answer  to  any  of  this. 

Mr.  Blitm.  If  you  get  the  financing  conservative  so  that  it  reflects 
what  the  likely  future  of  the  building  will  be,  and  guarantees  that 
tliere  is  an  adequate  bottom  line,  you  are  saying  that  the  restrictions 
required  to  keep  the  financing  that  way  will  be  themselves  unattractive 
to  the  kinds  of  guys  that  own  and  operate  those  buildings 
I^Ir.  Brennan.  Well,  you  broadened  my  statement  a  bit. 
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Mr.  Blum.  Well,  I  am  wondering,  do  I  get  the  drift  of  it  ? 

Mv.  Brennen.  I  think  you  have  gotten  the  drift  of  what  I  said, 

Mr.  Blum.  Is  what  we  are  looking  at  a  kind  of  real  estate  version  of 
a  railroad  that  is  in  trouble?  There  are  too  many  bonds  outstanding 
and  the  problem  is  how  do  you  get  the  water  out  of  the  capital  struc- 
ture ?  Is  that  part  of  it  ? 

Mr.  Brennan.  I  am  not  sure  that  I  follow  the  analogy  on  that. 

Mr.  Blum.  Well,  you  have  first  mortgages,  and  in  some  cases,  second 
mortgages  and  third  mortgages,  and  the  capital  value  has  gone  down. 
The  income  is  insufficient  to  pay  the  first  mortgage,  and  the  second 
mortgage,  or  the  third  mortgage,  and  now  we  are  faced  with  the 
problem  of  how  to  handle  this  real  estate  in  foreclosure. 

In  the  railroad  game  we  have  receivers. 

Mr.  Brennan.  Usually,  and  I  would  ask  my  associates  here  to  com- 
ment on  that,  but  from  the  little  I  have  seen  when  there  has  been 
secondary  and  third  financing,  usually  after  a  period  of  time  the 
second  mortgagee  and  the  third  mortgagee  are  realistic  enough  to 
realize  that  they  will  be  cutoff  if  the  first  mortgagee  forecloses,  and 
are  willing  for  at  least  temporary  periods  of  time  to  stand  aside  and 
you  know,  forgo  interest  and  amortization. 

Would  you  care  to  comment  on  that,  Mr.  Pierce  ? 

Mr.  Pierce.  I  think  preliminary  to  that  there  are  certain  periods 
when  there  is  considerable  speculation  in  real  estate,  and  if  we,  or  any 
bank,  have  a  reasonably  secure  first  mortgage  on  a  property,  a  resale 
of  the  property  might  create  a  second  mortgage,  and  a  further  resale 
might  create  a  third  mortgage. 

In  these  periods  of  speculation  frequently  the  less  capable  or  skilled 
operators  pay  higher  and  higher  prices  for  the  property. 

Now  what  has  happened,  a  number  of  properties  have  this  second 
and  third  financing  on  it,  but  none  of  the  anticipated  hopes  of  either 
the  last  buyer  or  the  buyer  before  him,  or  even  the  original  buyer,  have 
come  to  fruition  because  of  the  rent  control  situation,  the  squeeze  on 
income. 

So  that  you  are  now  reduced  to  the  problem  of  which  one  of  the 
mortgagees  feels  he  has  a  residual  value  in  there?  Is  it  the  first,  the 
second,  or  the  third,  who  will  protect  the  senior  obligations? 

A  further  complicating  problem  is  what  Mr.  Brennan  discussed  be- 
fore, the  complete  difficulty  of  managing  a  number  of  buildings  which 
heretofore  were  manageable  and  were  manageable  by  individuals  not 
extremely  skilled  in  real  estate,  but  capable  of  being  almost  a  babysitter 
for  the  house— they  took  care  of  it,  they  watched  over  the  tenants, 
they  made  the  repairs,  and  they  were  able  to  eke  out  some  profit  on 
it.  That  is  gone  now. 

Mr.  Blum.  The  social  problems  in  the  area  have  become  so  great 
that  they  can't  cope  ?  Is  that  the  core  of  it  ? 

Mr.  Pierce.  There  is  extreme  difficulty  in  the  whole  process  of  man- 
aging buildings  in  the  inner  city,  particularly  where  the  income  level 
of  the  tenants  is  low.  Let's  say  they  cannot  afford  to  pay  more  rent,  and 
the  cost  of  occupancy  of  the  building  is  greater.  This  puts  the  squeeze 
on  either  the  owner  or  the  mortgagee. 

Mr.  Blum.  To  what  degree  is  the  sale,  resale,  and  resale  on  the 
market — putting  the  building  in  increasingly  shaky  hands?  IMight 
that  last  guy  along  the  line  be  the  least  capable  of  all  the  manage- 
ment? 
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Mr.  Pierce.  Oh,  yes.  That  is  quite  possible  because  he  may  have 
l)een  the  last  optimist  and  paid  the  highest  price.  That  is  quite 
possible. 

Mr.  Blum.  The  last  owner  will  have  the  most  difficult  problems 
with  the  least  cash  because  he  has  this  financial  structure  he  must  live 
with. 

It  is  your  experience  that  when  a  guy  is  faced  with  a  second  and  a 
third,  that  the  first  place  he  reaches  for  the  extra  cash  to  meet  his 
debt  service  is  his  maintenance  ? 

Mr.  Pierce.  Yes,  very  much  so. 

INIr.  Blum.  So  when  buildings'  capital  structure  gets  out  of  line, 
what  begins  to  happen  is  the  building  suffers  physically  ? 

Mr.  Pierce.  That  is  right. 

Mr.  Blum.  And  that  in  turn  creates  situations  that  lead  to  justi- 
fiable rent  strikes? 

Mr.  Pierce.  That  is  right. 

Mr.  Blum.  So  the  thing  starts  rolling  up  in  a  ball  and  then  you  have 
to  start  unraveling  it,  and  that  seems  impossible. 

INIr.  Pierce.  Well,  it  is  complicated.  I  think  the  situation  in  the 
inner  city  in  New  York  is  further  complicated  by  the  fact  that  some 
part  of  this  need  not  have  happened  had  the  rent  laws  not  been  as 
stringent. 

Mr.  Blum.  Indeed.  Would  you  mind  describing  for  us  for  the 
record,  whoever  is  most  familiar  with  it.  the  problems  you  run  into 
when  3^011  take  a  property  through  foreclosure,  and  why  sometimes 
you  might  try  to  avoid  that  process  ? 

Mr.  Harris.  Well,  if  you  find  upon  investigation  that  a  property, 
particularly  an  inner-city  property,  is  on  the  borderline  of  being  un- 
manageable, you  can  run  into  various  problems — rent  strikes,  getting 
out  tenants  who  are  in  arrears,  the  building  that  has  been  sadly 
mishandled. 

The  problems,  of  course,  are  numerous  in  any  property  which  goes 
right  down  to  the  line  of  foreclosure. 

]Mr.  Blum.  What  about  the  question  of  a  receiver?  "What  kind  of 
receivers  typically — what  kind  of  job  do  they  do  ? 

Mr.  Harris.  The  receivers  typically  do  an  adequate  job  given  the 
merchandise  and  the  income  wliich  they  have.  The  receivers,  of  course, 
all  retrain  managing  agents,  and  for  the  most  part,  these  are  represent- 
atives of  the  industry.  They  are  knowledgeable  people. 

But  they  are  not  economically  able  to  live  with  the  property  as  much 
as  perhaps  an  individual  owner  might  have  in  the  past. 

Mr.  Brennax.  I  would  just  add  to  that  that  in  the  cases  that  we 
have  foreclosed,  uniformly  there  has  been  deferred  maintenance. 
There  are  no  two  ways  about  that. 

It  is  a  very  costly  procedure,  and  as  you  say,  there  is  a  completely — 
there  is  a  full  rehabilitation  job  to  be  done  between  landlord  and 
tenant  because  a  lot  of  the  tenants  have  been  i-esentful  of  the  deferred 
maintenance  that  the  prior  owner  has.  you  know,  allowed  to  occur,  and 
when  you  put  the  managing  agent  in,  he's  got  to  make  amends  with 
the  tenants. 

You  put  a  great  deal  of  additional  money  in.  You  cure  violations. 

INIr.  Blum.  On  j^age  11  of  youi-  statement,  you  indicate  that  in  a 
number  of  cases,  you  have  cut  off  the  secondary  mortgage,  the  tertiary 
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mortgage,  and  then  in  effect,  used  the  payments  to  rehabilitate  the 
building,  and  then  get  it  back  out  on  the  market,  and  that  that  has 
worked  in  a  couple  of  cases. 

Do  you  think  that  that  kind  of  solution  might  be  applied  by  Gov- 
ernment to  some  of  the  buildings  which  now  are  simply  beyond  your 
capacity  to  handle  ?  For  example,  where  a  building  gets  into  trouble, 
and  you  might  sell  it  off  to  a  Government  agency  which  would  buy  it 
at  some  discount  and  try  to  do  just  what  you  have  done? 

Mr.  Brexxax.  Well,  again,  I  don't  know  whether  the  Government 
would  be  able  to  do  a  better  job  on  it  than  an  institution. 

Wliat  we  have  found  is  that  under  the  286  program  of  the  FHA,  a 
great  many  people  given  tax  incentives  under  the  new  law  will  try  and 
buy  a  building,  or  a  series  of  buildings,  for  the  purpose  of  rehabili- 
tating them  with  the  idea  of  getting  a  236  rehabilitation  loan. 

Absent  a  gut  rehabilitation  of  the  type  of  building  that  we  are  re- 
ferring to,  it  is  impossible — nobody,  whether  it  is  the  Government  or 
anybody  else — can  manage  the  type  of  building  I  am  referring  to. 

Tn  other  words,  implicit  in  your  question  was  one  that  we  didn't 
think  we  could  manage  ourselves. 

Afr.  Blum.  Tn  other  words,  where  you  could  get  it  back  in  shape 
without  gut  rehabilitation,  you  do  it  ? 

Mr.  Brexxax.  That's  right.  That  is  what  we  have  been  doing, 

]Mr.  Blthvi.  One  of  the  problems  of  the  Government  subsidy  pro- 
grams is  that  they  come  at  the  end  of  the  line;  that  is  the  Govern- 
ment attempts  to  come  back  at  let's  say  some  corner  of  the  South 
Bronx  that  is  absolutely  gone,  or  East  New  York,  which  has  been 
leveled,  and  then  puts  up  the  money  to  rebuild  from  scratch. 

If  you  were  tryins^  to  look  for  a  point  at  which  to  inject  the  subsidy 
to  prevent  the  need  for  gut  rehaloilitation,  to  get  at  the  question  of 
deferred  maintenance,  what  would  that  point  be?  "V\niere  would  it 
best  go? 

Mr.  Brexxax.  That  is  a  very  difficult  <(uestion  for  me  to  answer.  Do 
you  have  any  thoughts  on  that  ? 

!Mr.  Pierce.  Well,  if  I  follow  the  main  point  of  the  question,  it  might 
be — for  example,  you  could  have  cases  where  owners  will  come  to  a 
bank  and  ask  the  bank  to  modify  the  existing  mortgage  time  in  order 
to  enable  the  owner  to  do  certain  necessary  tilings— roofing,  wiring, 
plumbing,  and  so  on. 

The  bank,  at  the  same  time  that  the  request  is  made,  be  aware  of  the 
existence  of  a  second  mortgage,  and  be  unable  to  effect  some  kind  of 
a  standstill  agreement  with  the  second  mortgagee,  and  as  a  first  mort- 
gagee, he  does  not  prefer  to  wait  while  the  second  gets  liquidated. 

The  bank  would  also  probably  be  concerned  with  whether  it  was 
even  presently  getting  sufficient  amortization  because  of  the  down- 
grading of  the  portfolio. 

So  if  the  Government  was  to  insert  any  moneys  into  a  program  like 
this,  it  might  be  that  it  would  offer  possibly  some  form  of  continua- 
tion of  the  amortization  of  the  loan  to  the  bank,  and  the  bank  would 
exchange  for  that  continuous  and  assured  payment,  say  a  substantially 
lower  interest  rate  on  the  loan. 

In  other  words,  a  bank  receiving  6  and  3  percent  amortization,  the 
bank  might  anticipate  that  it  would  be  difficult  in  the  future,  and 
might  write  that  loan  at  4  and  4,  with  the  Government  paying  the  4, 
and  the  bank  reducing  the  interest. 
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But  I  don't  know  liow  many  cases  there  would  be,  and  this  would 
not  add  to  the  housins  industry  inventory. 

Mr,  Blum.  What  I  am  getting'  at  is  how  to  stop  losing  more,  rather 
than  increasing  the  amount  produced?  What  can  we  do  to  stop  this 
destruction  ?  How  can  we  best  put  more  money  into  this  ? 

Mr.  Brennax.  Let  me  say  this.  The  city  of  New  York's  municipal 
loan  program  addressed  itself  to  that  particular  thing. 

This  was  a  program  whereby  an  attempt  was  made  to  rehabilitate  a 
building  that  was  not  in  need  of  a  complete  gut  rehabilitation,  but  just, 
you  know,  repairs  and  maintenance. 

Now  that  program  has  been  in  effect  for  a  number  of  years  but  I'm 
sure  that  you  have  read  about,  it  has  not  been  administered  too  well. 
The  concept  is  what  you  are  referring  to. 

In  other  words,  the  concept  of  that  was  to  inject  new  mortgage 
money,  or  new  money,  in  the  thing,  and  exact  from  the  original  lender 
a  promise  to  extend  the  mortgage  for  a  length  of  time,  to  agree  to  a 
certain  low  income  tenancy,  to  be  in  the  building,  and  a  number  of 
other  things. 

Mr.  Blum.  Was  that  because  the  people  who  were  making  the  loans 
just  didn't  know  enough  about  the  business,  or  perhaps  knew  too  much 
about  it?  It  is  strictly  a  question  of  administration,  in  other  words? 

Mr.  Brennax.  I  believe  it  is  primarily  administration. 

Mr.  Blum.  I  have  no  further  questions. 

Senator  Hart.  Mr.  Chumbris  ? 

Mr.  Chumbris.  I  am  ready  to  yield.  I  know  that  the  chairman  has 
another  commitment.  I  think  that  the  record  is  enough. 

Senator  Hart.  Gentlemen,  thank  you  very  much.  It  was  helpful. 

Mr.  Brennan.  Thank  you,  Senator. 

Senator  Hart.  The  statement  of  an  apology  does  not  ease  the  prob- 
lem of  a  person's  inconvenience,  and  I  know  everyone  has  been  very 
patient. 

There  is  no  way  that  I  can  control  the  obligation  to  get  to  the  floor. 
There  is  a  live  quorum.  If  I  am  not  buttonholed  by  somebody  on  the 
way  over  and  back,  this  recess  will  not  exceed  10  minutes. 

(Wliereupon,  a  recess  was  taken.) 

STATEMENT  OF  JOHN  NOSWOETHY,  PRESIDENT  AND  CHIEF  EXEC- 
UTIVE OFFICER  OF  THE  BRONX  SAVINGS  BANK 

Senator  Hart.  We  resume  the  hearing. 

We  will  proceed  with  the  testimony  of  Mr.  John  Nosworthy  of 
Bronx  Savings.  I  would  suggest  if  any  of  the  gentlemen  with  you 
will  be  testifying  that  you  all  take  the  oath. 

(Wliereupon,  all  of  the  witnesses  tvere  duly  sworn  by  the  chairman.) 

Mr.  NoswoRTiiT.  Mr.  Chairman,  my  name  is  John  Nosworthy.  I 
am  president  and  chief  executive  officer  of  the  Bronx  Savings  Bank 
and,  in  response  to  your  letter  of  June  7,  I  am  pleased  to  make  the 
following  prepared  statement. 

As  a  matter  of  information,  I  have  with  me  from  the  bank,  on  my 
extreme  left,  Mr.  Peter  Pedersen,  counsel  for  the  bank.  On  my  im- 
mediate left,  Mr.  Arthur  H.  Vaupel,  senior  vice  president  and  mort- 
gage officer;  and  on  my  right,  George  W.  Coalter,  executive  vice 
president. 
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Gentlemen,  the  Bronx  Savinj^s  Bank  is  a  mutual  savings  bank  with 
five  offices  located  in  the  borough  of  the  Bronx,  in  New  York  City, 
and  one  located  in  Scarsdale,  county  of  Westchester,  with  another 
approved  branch  site  in  Westchester  not  yet  opened. 

The  bank  was  chartered  in  1906  and  has  been  in  continuous  opera- 
tion since  then  with  assets  of  $720  million  currently. 

The  bank  is  engaged  in  the  general  business  of  a  mutual  savings 
bank  involving  the  acceptance  and  investment  of  thrift  deposits  mainly 
from  persons  of  modest  means.  Departments  are  maintained  for  ren- 
dering services  in  mortgage  loans,  home  improvement  and  cooperative 
apartment  loans,  student  and  passbook  loans,  safe  deposit  and  life 
insurance. 

First  mortgages  comprise  the  bank's  principal  investment  outlet 
with  the  preponderance  of  conventional  loans  being  on  multifamily 
residential  properties.  A  large  portion  of  assets  is  also  invested  in  sin- 
gle family  dwellings  in  the  form  of  VA  partially  guaranteed  and 
FHA  insured  mortgage  loans.  Almost  $500  million  are  presently  in- 
vested in  mortgage  loans  of  all  types. 

In  some  areas  in  which  we  may  have  a  mortgaged  property  deteri- 
orating conditions  would  require  the  bank  to  take  remedial  action  to 
prevent  a  loss  to  the  bank.  There  are  many  fa:ctors  that  have  brought 
on  economic  decay  in  large  sections  of  New  York  City. 

This  in  turn  has  led  to  a  serious  decline  in  housing  stock  through 
abandonment  of  multiple  dwelling  residential  units.  This  crisis  has 
been  brought  about  by  unrealistic  rent  controls,  nonpayment  of  rent 
by  welfare  tenants,  tenant  destruction  and  lack  of  environmental 
services  by  the  city. 

Certain  areas  of  the  Bronx  are  becoming  rapidly  retrogressive  and 
it  is  necessary  for  the  bank  to  respond  immediately  to  these  changes  in 
order  to  fulfill  its  obligation  to  its  depositors. 

Concentration  of  the  economically  disadvantaged  in  Bronx  Coui.ty 
as  well  as  in  certain  other  areas  of  New  York  City  has  precipitated  a 
major  decline  in  real  estate  values  in  many  areas,  aided  and  abetted  by 
shortsighted  political  philosophies. 

With  property  income  shrinking  and  with  increasing  income  tax  and 
operating  costs,  magnified  by  the  various  administrative  difficulties 
imposed  by  the  city  government,  some  buildings  that  were  profitable 
a  short  5  years  ago  are  economic  disasters  of  today. 

The  owners  in  certain  areas  despair  of  any  hope  for  recovery  in  these 
buildings,  so  they  abandon  them  and  the  buildings  are  thus  thrown 
on  the  mortgages.  The  bank  in  this  position  has  been  able  to  save  some 
buildings  and  some  the  bank  has  been  unable  to  save. 

In  order  to  maintain  the  necessary  level  of  asset  quality  as  well  as  a 
proper  net  worth  position,  bank  management  and  trustees  may,  from 
time  to  time,  consider  it  prudent  to  dispose  of  an  asset  at  the  best 
possible  price  and  the  least  loss  to  the  bank,  be  it  a  security,  mortgage 
or  a  foreclosed  parcel  of  real  estate. 

Such  action  is  deemed  to  be  in  the  best  interests  of  the  bank  and  its 
depositors  in  order  to  avoid  or  minimize  capital  losses.  In  the  few 
cases  involving  conventional  mortgages,  the  bank  had  already  ex- 
pended funds  in  an  effort  to  create  a  viable  and  sound  situation  consis- 
tent with  the  bank's  commitment  to  its  depositors  and  to  the  commu- 
nity and  owners  of  real  estate. 
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If  the  bank  lias  determined  to  dispose  of  the  mortgage  or  the  real  es- 
tate, it  is  left  with  only  the  following  alternatives : 

One,  sell  the  mortgage  for  the  best  all-cash  offer,  taking  the  first 
loss  as  the  best  loss;  two,  foreclose,  and  sell  the  property  at  approxi- 
mately the  same  price;  or  three,  foreclose,  invest  many  thousands  of 
dollars  in  rehabilitation — with  no  compensating  subsequent  rent  in- 
creases— take  back  a  highly  inflated  purchase  money  mortgage  at  re- 
sale and  eventually  start  the  process  all  over  again,  taking  the  addi- 
tional risk  of  sustaining  a  larger  loss  at  some  future  date. 

If  the  inner  cities  are  to  be  saved  from  further  abandonment  and 
decay  which  ultimately  leads  to  "ghettoization,"  the  governmental 
bodies  and  the  people  of  the  inner  cities  must  recognize  a  basic  prin- 
ciple of  economic  life ;  namely,  that  there  must  be  a  profit  motive  for 
the  owner  of  real  estate,  as  in  any  other  business. 

There  will  be  no  profit  motive  and  abandonment  will  continue,  un- 
less the  spreading  condition  of  unwarranted  organized  rent  strikes, 
apparently  aided  by  the  Legal  Aid  Society  lawyers  and  some  elected 
public  officials,  as  evidenced  by  the  attached  circular,  is  discontinued. 

Property  owners  must  have  legal  recourse  to  the  remedies  which  the 
legislature  has  granted  but  which  the  courts  will  not  implement.  In 
addition,  significant  losses  result  from  tenant  destruction  of  property 
and  in  the  case  of  welfare  clients,  the  nonpayment  of  rent  where  the 
rental  portion  of  the  allotment  is  given  directly  to  the  tenant  rather 
than  to  the  owner. 

It  should  be  quite  clear  that  the  owner  cannot  make  repairs  or  pay 
taxes  without  rent.  Frequently,  the  operating  costs  and  maintenance 
have  exceeded  the  income  with  no  hope  for  the  future.  This  leads  to 
abandonment. 

Although  there  has  been  some  relaxation  in  the  rent  control  laws  in 
New  York  City,  there  are  still  many  buildings  which  will  not  survive 
unless  the  harassment  noted  above  is  eliminated  and  is  replace'd  by  a 
more  cooperative  attitude  within  the  city  administration. 

Much  has  been  written  in  the  newspapers  and  periodicals  of  late  on 
the  subject  of  the  environmental  decay  and  abandonment  of  housing 
in  the  inner  cities,  especially  in  New  York  City  and  the  southeast 
Bronx. 

Responsible  authorities  have  failed  to  recognize  the  sound  economic 
principles  of  real  estate  ownership  under  the  guise  of  good  intentions 
and,  consequently  have  inadvertently  contributed  to  the  housing  crisis. 

Senator,  that  concludes  my  prepared  statement. 

I  would  like  to  just  add  that  what  I  have  heard  this  morning  and 
this  afternoon,  and  read  throughout  the  week,  much  has  been  said  on 
the  subject  of  abandonment  and  decay,  and  I  echo  their  sentiments. 
It's  pretty  much  the  same  and  I  would  like  to  reemphasize  their 
comments. 

Senator  Hart.  In  the  case  of  all  of  yon  if.  in  the  lijrht  of  what  vou 
have  heard  todav,  or  rend,  there  is  anything  you  would  like  to  add,  I 
would  welcome  it  after  Mr.  Blum  has  had  his  questions. 

Mr.  NoswoKTTTY.  As  to  thnt,  Senntor,  I  apprecinte  your  offerincr.  I 
do  have  an  article  written  by  my  colleague,  the  pi-esident  of  the  Dollar 
Savings  Bank  of  New  York,  that  very  well  articulated  the  subject  that 
I  have  just  briefly  gone  over. 

There  is  o  lot  to  this  subject  of  the  environment.  I'd  like  to  submit 
the  article.  AVe  have  several  copies. 
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Senator  Hart.  If  you  can,  we  will  order  it  printed  in  the  record  at 
this  point. 

Mr.  NoswoRTHY.  This  appeared  in  one  of  the  trade  papers.  That 
is  why  you  are  not  likely  to  see  it  and  it  is  a  very  well  articulated 
statement  on  this  subject. 

Senator  Hart.  We  will  print  it  in  the  record. 

Mr.  CoAi.TER.  There  are  25  copies. 

(The  document  follows :) 

Material  Relating  to  the  Testimony  of 
John  Nosworthy 

EXHIBIT  1 

Article  entitled,  "Taking  the  Slums  Out  of  Housing"  by  Henry  G.  Waltemade, 
President,  Dollar  Savings  Bank  of  New  York 

Taking  the  Slums  Out  of  Housing 

(By  Henry  G.  Waltemade) 

Next  to  crime,  the  greatest  crisis  facing  New  York  today  is  housing.  This  crisis 
has  been  brought  about  by  unrealistic  rent  controls,  nonpayment  of  rent  by  wel- 
fare tenants,  tenant  destruction  and  lack  of  environmental  services  by  the  city. 

These  factors  have  led  to  an  unprecedented  high  rate  of  abandonment  by  own- 
ers. Consequently,  the  need  for  habitable  housing  grows  worse  with  each  passing 
day.  This  is  readily  observable  in  large  sections  of  our  city  and  is  especially 
familiar  to  Bronxites  who  have  witnessed  the  constant  deterioration  of  the 
Southeast  Bronx. 

Billions  of  dollars  have  been  poured  into  public  housing,  but  in  many  instances, 
within  a  few  years,  the  havoc  and  destruction  created  in  this  housing  by  the 
tenants  have  only  caused  further  progression  of  the  slum  areas. 

It  is  not  economically  feasible  for  any  governmental  agency  to  construct  enough 
housing  to  solve  the  crisis.  Therefore,  we  must  look  to  private  ownership,  not 
only  to  construct  new  housing,  but  rehabilitate  existing  housing,  especially  low 
income  housing. 

However,  before  we  can  realistically  and  effectively  expect  this,  a  climate  must 
be  created  by  the  city  administration  and  the  people  in  the  community,  to  spur 
private  investment. 

Presently,  an  owner  of  low  income  housing  is  subjected  to  unrealistic  taxes, 
harassment  by  city  agencies  for  minor  violations  with  little  recourse  without 
long  legal  delays  to  dispossess  non-paying  tenants  or  recoup  losses  resulting  from 
tenants  who  enjoy  free  rent  during  eviction  proceedings  and  then  move  without 
paying  past-due  rent. 

The  greatest  culprit  for  non-payment  is  the  City  itself  in  the  way  it  administers 
the  payment  of  welfare  allotments.  Many  low-income  buildings  have  a  preponder- 
ance of  welfare  recipients  as  residents  whom  no  one  would  deny  need  adequate 
housing,  but  the  landlord  should  be  given  some  guarantee  of  payment  for  these 
apartments.  Under  the  present  system,  the  welfare  recipient  receives  a  suste- 
nance check  which  includes  funds  for  apartment  rental.  However,  this  money 
is  all-too-often  used  for  other  purposes  and  the  landlord  is  left  holding  the  bag 
without  effective  recourse  for  non-payment. 

Mailing  rent  payment  checks  directly  to  the  landlord,  while  it  would  involve 
a  separate  operation  for  the  welfare  division,  would  certainly  consume  no  more 
than  the  current  flurry  of  activity  required  to  trace  non-payments  and  skips.  In 
addition  this  kind  of  payment  system  would  encourage  landlords  to  welcome 
welfare  tenants  because  rent  payments  would  then  be  guaranteorl. 

Given  this  steady  flow  of  cash,  a  landlord  would  also  be  able  to  establish  a 
prudent  program  of  building  maintenance  and  improvements  to  his  property. 

A  landlord,  unlike  the  city,  cannot  be  expected  to  bear  the  burden  of  defiicit 
spending.  City  Hall,  when  it  is  financially  over-extended,  has  recourse  to  the 
taxpayers'  pockets.  The  landlord  has  no  such  privilege.  He  cannot,  then,  be  ex- 
pected to  support  families  who  choose  not  to  pay  their  rent.  In  some  instances 
these  past-due  rents  have  run  into  hundreds  of  thousands  of  dollars. 
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Furthermcre,  there  have  been  occasions  when  tenants  have  acted  in  concert 
'to  cause  deliberate  damage  to  buildings  knowing  that  under  the  Spiegel  Act  of 
1962,  they  can  have  their  rents  reduced  to  one  dollar  a  month  until  the  landlord 
makes  repairs  to  the  building. 

These  are  some  of  the  major  problems  which  landlords  who  are  willing  to 
rehabilitate  and  rent  low-income  housing  must  face. 

On  the  other  hand,  because  of  the  environment  which  the  city  permits  to  exist 
in  these  areas,  tenants  are  given  no  incentive  to  take  pride  in  the  appearance  of 
the  buildings  they  live  in. 

Lack  of  adequate  garbage  collection  means  rubble  strewn  streets  and  rat- 
infested  lots.  Lack  of  adequate  police  protection  gives  rise  to  vandalism  in  both 
vacant  and  occupied  buildings  as  well  as  to  destruction  of  already  insuflacient 
street  lighting. 

All  of  these  conditions,  in  combination,  provide  an  ideal  locale  for  narcotics 
traffic  which  in  turn  spawns  another  cycle  of  crimes. 

How  can  there  be  incentive  for  private  investment  in  this  kind  of  environ- 
ment? While  landlords  should  be  incouraged  to  rehabilitate  these  buildings  and 
operate  them  with  only  marginal  profit,  they  alone  should  not  be  expected  to  pro- 
vide the  proper  environment  for  decent  housing.  The  responsibility  falls  diref'tly 
on  the  shoulders  of  the  city  government.  After  all,  isn't  that  what  these  land- 
lords pay  property  taxes  for?  When  City  Hall  responds  positively  to  its  responsi- 
bilities and  begins  to  improve  the  quality  of  life  in  these  areas  of  the  city,  then 
landlords  will  have  both  incentive  and  reason  to  set  their  own  houses  in  order. 

There  will  always  be  a  vital  need  for  low  income  housing.  But  whether  or  not 
this  housing  is  slum  housing  depends  primarily  on  the  environment  the  city 
provides. 

I  am  confident  that  when  the  city  provides  an  atmosphere  conducive  to  sound 
investment  in  private  housing,  private  capital  will  be  readily  available  to  meet 
this  need. 

♦Editors  Note :  Mr.  Waltemade  is  a  Past  President  of  the  Real  Estate  Board 
of  the  Bronx,  Inc.,  and  a  former  President  of  the  New  York  State  Association  of 
Real  Estate  Boards  and  Past  President  of  the  National  Association  of  Real 
Estate  Boards.  Mr.  Waltemade  is  the  only  Bronx  Realtor  ever  to  achieve  this 
distinction. 

Mr.  NoswoRTHY.  My  associate,  Mr.  Vaupel  handed  me  another  one 
from  Eeal  Estate  Weekly  which  is  entitled  "If  the  Bronx  is  Aban- 
doned, the  Whole  City  jNIay  Go  Under."  It  goes  on  from  there.  I  won't 
read  it. 

Senator  Hart.  Let  me  order  that  printed  in  the  record,  too.  I  think 
jt  is  an  important  area. 

(The  document  follows:) 

EXHIBIT  2 

Real  Estate  Weekly  Newspaper  dated  Thursday,  June  8,  1972— "If  the  Bronx  is 
Abandoned,  the  Whole  City  May  Go  Under" 

If  the  Bronx  Is  Abandoned,  the  Whole  City  May  Go  Under 

Gutted,  rotted  shells  occupied  by  addicts,  walkups  with  rent  strike  banners 
hanging  out,  solid  brick  buildings  without  anyone  to  look  after  them. 

Tliese  are  the  products  of  massive  abandonment  in  the  Bronx.  And  the  oft- 
quoted  slogan,  "The  Bronx  is  the  borough  of  abandonment,"  is  a  starkly  dismal 
fact. 

A  combination  of  bureaucratic  oppression,  skyrocketing  costs,  rising  taxes, 
tenant  vandalism,  rent  strikes,  senior  citizen  exemptions,  political  abuse  and 
judicial  indifference  has  forced  Bronx  owners  to  abandon  more  than  1,000  build- 
ings in  the  past  five  years.  Another  2,000  are  waiting  in  the  wings.  And  even 
sections  of  the  Grand  Concourse  may  go. 

"The  situation  is  just  desperate,"  says  Ruben  Klein,  president  of  the  Bronx 
Realty  Advisory  Board  and  one  of  the  industry's  most  dedicated  leaders.  "The 
downslide  simjily  must  be  reversed — because  if  the  Bronx  goes,  the  whole  city 
may  go  under." 
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At  one  time,  the  Bronx  was  the  place  where  foreign-born  people  could  invest 
in  property  for  their  old  age.  Today  their  dollars  are  gone — and  so  are  their 
dreams  of  financial  security.  Those  who  could  sell  have  already  done  so ;  indeed, 
properties  which  went  for  seven  times  the  rent  roll  a  decade  ago  can  barely  get 
two  times  the  rent  roll  now. 

Others  have  held  on  the  MBR  increases  or  vacancy  decontrol — but  the  lagging 
JIBR  program  and  the  confusing  federal  decontrol  guidelines  have  prevented 
most  owners  from  getting  the  added  income  they  need. 

Thus  several  weeks  ago,  in  a  last  ditch  effort,  BRAB  moved  to  cancel  its  con- 
tract with  Local  32E  over  payment  of  a  $12  wage  hike  linked  to  MBR  increases. 
A  State  Mediator  ruled  in  favor  of  the  Board,  saying  the  city  had  indeed  failed 
to  implement  the  MBR  program.  Owners  have  temporarily  postponed  cancella- 
tion plans,  however,  in  anticipation  of  getting  MBR  orders  by  July  1. 

"But  the  MBR's  are  too  little  and  too  late,"  Klein  says.  "Almost  100  percent  of 
our  buildings  need  them — yet  thousands  of  apartments  may  be  denied  MBR's. 
We've  come  to  the  point  where  over  90  percent  of  the  buildings  are  making  no 
profit  at  all — and  Bronx  owners  have  been  reduced  to  paupers." 

ABANDONMENT   GROWS 

Yet  abandonment  marches  on.  The  Bronx  leads  all  boroughs  in  unpaid  taxes 
and  foreclosures.  Banks  virtually  refuse  to  re-finance  mortgages  or  give  improve- 
ment loans  for  rent  controlled  buildings — and  many  don't  even  want  to  appoint 
receivers  because  of  past  violence. 

Klein  feels  there  may  be  two  partial  solutions  to  the  crisis.  One  is  for  tenants 
who  can  afford  more  rent  to  pay  more — and  he's ,  suggested  that  they  pay  the 
full  MBR  rent  at  once. 

The  other  is  massive  federal  rent  subsidies  for  those  who  can't  afford  market 
rents.  This  way  the  burden  will  be  on  all  taxpayers — not  just  owners. 

"Our  owners  have  reached  the  point  where  they  cannot  continue  without  some 
relief,"  Klein  says.  "The  Bronx  can  be  saved — but  it  has  to  be  done  now.  A  year 
fi-om  now  may  just  be  too  late." 


YOtr    MAT    AVOID    MBR    DENIALS 

Owners  scheduled  to  receive  MBR  denials  may  still  be  able  to  get  rent 
increases  if  the  city  is  at  fault. 

If  you're  in  this  category,  you  will  receive  a  letter  from  the  Mayor's  Real 
Estate  Advisory  Committee  this  week.  You  should  then  go  in  person  to  the 
Office  of  Rent  Control  on  the  .second  floor  of  280  Broadway  (corner  of  Cham- 
bers St.)  no  later  than  June  14.  Bring  any  written  evidence  with  you,  such  as 
canceled  checks  showing  you  corrected  violations  or  paid  the  $5  fee. 

If  the  city  failed  to  record  your  correction  of  violation  or  fee  payment,  or 
was  responsible  for  another  error,  the  city  will  straighten  it  out — and  you'll 
be  able  to  get  your  MBR's  by  July  1. 

Remember  :  go  to  280  Broadway  in  person  by  June  14. 


Courts   Fail  to  Halt   Rent   Strike  Growth 

Owners  are  losing  a  growing  number  of  Article  7A  proceedings  and  rent 
strike  cases  because  of  the  courts'  refusal  to  take  action  against  strikers  and 
their  legal  aid  representatives. 

A  check  of  court  actions  over  the  past  year  and  a  half  shows : 

Bronx  owners  have  been  unsuccessful  in  getting  7A  cases  moved  from 
Bronx  Civil  Court  to  Supreme  Court  despite  a  large  number  of  complaints 
about  Civil  Court  procedures. 

Owners  have  been  unable  to  prevent  legal  aid  services  from  representing 
families  earning  more  than  .$3,.i00  a  year.  Morrisania  Legal  Services,  the 
leading  representative  in  rent  strike  cases,  has  represented  tenants  earning 
up  to  $10,000. 
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Owners  have  been  unsuccessful  in  getting  7A  petitions  dismissed  under 
the  requirement  that  two-thirds  of  the  tenants  must  sign  a  petition  and  the 
remainder  must  be  notified  by  a  copy  posted  conspicuously  in  the  building. 

The  rule  that  an  owner  and  mortgagees  must  be  served  in  person  is  widely 
ignored— even  though  the  same  rule  is  considered  grounds  for  delaying  the 
non-payment  proceedings  against  tenants. 

COURT    MOVE    FAILS 

In  an  effort  to  have  7A  cases  moved  out  of  Landlord-Tenant  Part  of  Bronx 
Civil  Court,  attorney  Earl  Rawlins,  representing  a  number  of  landlords,  brought 
a  show  cause  order  against  various  Civil  Court  judges  with  the  following 
allegations : 

(1)  Granting  numerous  adjournments  beyond  the  10-day  mandated  limitation, 
(2)  allowing  the  court  "to  take  on  the  appearance  of  a  market  place  with  cat 
calls  coming  from  the  spectators  area,"  (3)  allowing  unauthorized  persons  to 
serve  as  tenants'  representatives,  (4)  allowing  non-payment  proceedings  to  be 
constantly  adjourned,  (5)  "continuously  succumbing  to  harassment  by  tenant 
groups,  resulting  in  protracted  litigation." 

The  petition  was  denied.  The  same  anti-landlord  attitude  which  has  existed 
continues,  and  the  problems  are  getting  worse. 

POLICE    OWN    BANKS 

Secretary  of  State  John  P.  Lomenzo  has  called  on  real  estate  brokers  "to  help 
police  your  own  ranks  by  ferreting  out  fast-buck  manipulators  whose  unethical 
practices  bilk  home  owners  and  exploit  the  poor." 

Rents  Will  Go  Up  July  1 — But  Big  Problems  Remain 

Owners  are  now  guaranteed  MBR  rent  increases  on  July  1,  a  new  opportunity  to 
avoid  MBR  denials,  and  relaxation  of  the  federal  vacancy  decontrol  guidelines. 

But  there  are  still  massive  problems  which  make  up  the  1972  housing  crisis — and 
unless  they're  solved,  the  situation  is  likely  to  get  worse. 

First,  the  good  news.  Acting  under  a  Supreme  Court  decision,  the  Rent  Office 
announced  last  week  that  it  will  issue  interim  T^/2  percent  increases  for  all  apart- 
ments which  haven't  received  MBR  orders  by  June  21.  These  will  be  mailed  before 
July  1  to  ovv'ners  and  tenants,  so  owners  will  have  time  to  compute  the  increases. 

When  owners  send  out  July  rent  bills,  they  should  advise  tenants  about  the 
back  payments  retroactive  to  January  1.  Tenants  can  pay  a  lump  sum  or  month- 
by-month.  If  they  choose  the  latter,  the  January  increase  will  be  due  in  July, 
February  in  August,  etc.  Thus  the  final  retroactive  payment  will  be  made  in 
December,  before  the  1973  increases  go  into  effect. 

Owners  have  also  received  good  news  regarding  MBR  denials  and  vacancy 
decontrol  guidelines. 

PROBLEMS    ABOUND 

But  these  solutions  alleviate  only  a  small  part  of  the  housing  crisis — for  many 
problems  remain : 

Many  of  the  MBR's  already  issued  have  errors  and  the  protest  procedure 
is  lagging. 

Many  owners  will  still  get  MBR  denials,  thus  guaranteeing  more  abandon- 
ment. 

The  city  refuses  to  go  along  with  a  computer  system  for  vacancy  decontrol, 
making  it  difficult  for  owners  to  increase  rents. 

Militant  tenant  groups,  encouraged  by  politicians,  are  planning  massive 
rent  strikes  and  other  actions. 

The  city's  refusal  to  cut  zoning  restrictions  and  red  tape  is  causing  private 
construction  to  lag. 

Higher  real  estate  taxes  and  impending  rent  cuts  for  pollution  violations 
threaten  more  deterioration  and  abandonment. 

Tax  Strike  Likely  If  Rate  Increases 

The  city's  imposition  of  a  12  percent  tax  hilve  on  hard-pressed  owners  may 
result  in  a  massive  real  estate  tax  strike  on  July  1. 
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The  tax  strike  could  be  headed  off  by  a  number  of  actions :  the  City  Council's 
refusal  to  pass  higher  taxes,  a  dramatic  cut  in  the  anticipated  $.70  per  $100  hike, 
or  new  sources  of  revenue. 

But  if  the  city  does  boost  the  tax  rate  from  $5.97  to  $6.67,  owners  will  rebel. 

And  if  a  strike  materializes,  it's  likely  to  be  far  more  successful  than  the  one 
tried  in  1967,  because  it  has  much  greater  support. 

Owners  have  already  demonstrated  their  unswerving  opposition  by  appearing 
en  masse  at  Council  hearings  and  holding  rallies  at  City  Hall.  Several  groups 
sponsored  a  big  rally  earlier  this  week,  and  Community  Housing  Improvement 
Program   (CHIP)  is  planning  one  next  Tuesday  at  11  a.m.  on  City  Hall  steps. 

In  a  joint  statement  sent  to  City  Councilmen  two  weeks  ago,  Edward  Sulz- 
berger, president  of  the  Metropolitan  Pair  Rent  Committee,  and  Ruben  Klein, 
president  of  the  Bronx  Realty  Advisory  Board,  said  : 

'•This  is  to  inform  you  that  rent  controlled  property  owners  cannot  and  will 
not  pay  an  increase  in  taxes. 

"It  is  not  a  matter  of  choice  with  us.  It  is  just  something  that  we  ab.solutely 
cannot  do.  We  do  not  have  the  money  to  pay  the  proposed  taxes  and  we  simply 
cannot  pay  what  we  do  not  have  . .  . 

"Our  history  is  famous  for  its  Boston  Tea  Party  and  the  cry  for  no  taxation 
without  representation.  I*erhaps  it  is  time  we  must  hold  another  'Tea  Party,' 
but  this  one  in  New  York  City. 

"We  will  urge  all  who  pay  real  estate  taxes  to  withhold  their  tax  pavments 
July  1." 

IRS  Relaxes    Decontrol    Rule 

The  Internal  Revenue  Service  has  finally  agreed  to  allow  apartments  rented  as 
far  back  as  August  15,  1971  to  raise  rents  accordiijg  to  the  "substantially  iden- 
tical'' federal  guidelines. 

Local  IRS  offices  formerly  insisted  that  only  apartments  rented  after  Febru- 
ary 19,  1972,  could  use  the  guidelines.  Owner  Organization  leaders  met  repeatedly 
with  Washington  officials,  and  were  finally  successful  in  getting  the  change. 

State,  Owners  Fight  Pollution  Rent  Cuts 

The  city's  newest  anti-landlord  program — rent  reductions  in  buildings  which 
haven't  filed  air  pollution  compliance  schedules — will  be  fought  by  both  owner 
organizations  and  the  State  Housing  Division. 

The  Department  of  Air  Resources  and  the  Rent  Office  have  announced  plans 
to  start  cutting  rents  this  week — with  Air  Resources  doing  the  inspecting  and 
the  Rent  Office  processing  the  reductions. 

However,  State  Rent  Administrator  Herman  has  advised  city  officials  by  letter 
that  they've  failed  to  get  approval  of  the  reductions,  as  required  by  a  1971  state 
law  prohibiting  more  stringent  rent  controls. 

NOTIFIED   twice 

The  letter  was  sent  twice — back  in  November,  when  the  rent  cuts  were  first 
announced,  and  again  in  late  April. 

Now,  Herman  has  indicated,  the  state  will  demand  that  the  city  state  publicly — 
in  the  newspapers  and  on  TV — that  its  program  is  only  a  proposal,  because  it 
has  still  not  been  submitted  to  or  approved  l»y  the  State  Housino-  Division.  This 
would  counteract  the  public  impression  that  the  program  is  lawful. 

But  even  if  the  rent  reduction  program  is  implemented.  Community  Housing 
Improvement  Program  (CHIP)  has  indicated  that  it's  prepared  to  take  legal 
action  under  the  1971  state  law. 

Meanwhile,  CHIP  legal  counsel  Abraham  Engelman  is  bringing  suit  against 
the  city  to  stop  the  new  Environmental  Control  Board  from  levying  $100  fines 
against  owners  for  failing  to  comply  with  the  air  pollution  code. 

Engelman  maintains  that  the  board  is  "illegally  constituted"  because  its  public 
members  have  never  been  appointed.  He  also  alleges  that  the  board  denies 
owners  due  process  by  giving  out  "guilty  .sentence"  (fines)  on  mimeographed 
forms. 

The  ca.se  is  currently  awaiting  trial  in  State  Supreme  Court. 

MET    Offers    Answers 

Many  of  today's  housing  problems  could  have  been  eliminated  or  reduced  if 
government  officials  had  listened  to  the  recommendations  of  the  Metropolitan 
Fair  Rent  Committee. 
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MET  has  proposed  a  number  of  substantive  programs  to  stop  abandonment, 
attack  vandalism,  improve  landlord-tenant  relations  and  increase  housing  con- 
construction.  Unfortunately,  almost  all  have  fallen  on  deaf  ears. 

HALTING     ABANDONMENT 

For  example,  about  a  year  ago,  MET  president  Edward  Sulzberger  advanced 
a  strong  six-point  program  to  curb  abandonment,  which  was  and  is  still  averaging 
1,000  units  a  week. 

The  six  points  include  : 

1.  City-sponsored  seminars  in  slum  neighborhoods  to  instruct  tenants  on  proper 
eare  of  buildings  and  apartments. 

2.  Speedup  in  evictions  for  tenant  vandalism  so  that  the  courts  can  act  im- 
mediately after  the  second  offense. 

3.  Guarantee  of  welfare  rent  payments  to  owners. 

4.  City-financed  repairs  for  damage  caused  by  welfare  tenants. 

5.  A  city  program  to  train  minority  group  tenants  in  building  management, 
thereby  getting  more  involved  in  maintaining  and  caring  for  buildings. 

6.  Organization  of  tenant  committees  to  self-police  buildings  and  discourage 
vandalism. 

Sulzberger  is  convinced  that  if  the  program  had  been  adopted,  abandonment 
would  have  been  cut  substantially. 

PROPOSALS     TO     STATE 

Sulzberger  has  also  suggested  that  the  State  Legislature  take  the  following 
actions : 

1.  Create  a  Housing  Commission,  similar  to  the  Public  Service  Commission,  to 
assume  statewide  administration  over  housing. 

2.  Set  up  a  mortgage  moratorium  on  rent  controlled  properties. 

3.  Require  the  banks  and  city's  pension  funds  to  invest  in  New  York  housing, 
including  rent  controlled  buildings. 

4.  Require  that  the  city  divulge  the  contents  of  taxpayer-financed  studies  so 
that  it  can't  put  a  secret  stamp  on  those  which  show  that  owners  need  more  rent 
income. 

5.  Create  a  state-administered  emergency  fund  to  rescue  owners  about  to 
abandon  tlieir  buildings  and  help  them  pay  for  removal  of  violations. 

Sulzberger  has  frequently  offered  MET's  assistance  to  help  solve  housing 
problems.  Several  months  ago  he  proposed  taking  over  the  scandal-ridden  Mu- 
nicipal Loan  Program  and  putting  it  on  the  right  track  with  real  estate  exper- 
tise— but  once  again,  the  city  wasn't  listening. 

Rent   Control — Laughter  and  Tears 

An  owner  called  the  Brooklyn  District  Rent  Office  to  ask  if  they've  resumed 
processing  hardship  applications.  Now  you  would  expect  a  simple  "yes"  or  "no." 
Instead,  the  answer  was :  "Call  Mrs.  Post  at  the  Office  of  Public  Information  to 
find  out." 


Owners  are  used  to  long  line.s — and  they  had  them  once  again  when  they  checked 
the  MBR  Building  Status  Reports  at  280  Broadway.  On  some  days  the  line  ex- 
tended outside  all  the  way  around  the  block.  As  if  this  wasn't  bad  enough,  a  num- 
ber of  the  Status  Reports  were  found  to  be  in  error. 


An  owner  fired  his  secretary  for  being  "brainless."  The  next  time  he  saw  her  she 
was  working  at  a  District  Rent  Office,  trying  to  process  a  new  type  of  form.  Since 
he's  the  kind-hearted  type,  he  showed  her  exactly  how  to  do  it. 


In  an  effort  to  rush  out  MBR  orders,  the  Rent  Office  sent  out  a  big  batch  in  late 
May  complete  with  names,  addresses,  real  estate  taxes,  etc.  Only  one  thing  was 
missing  :  collectible  rent  figures  (honest !,). 
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It's  also  true  that  much  of  the  MBR  keypunching  work  was  done  by  women  in 
Jamaica,  British  West  Indies,  under  a  sub-contract.  You  can  draw  your  own  con- 
clusions from  the  results. 


One  of  the  major  reasons  for  MBR  errors  was  the  failure  of  landlords  to  put 
little  checkmarks  in  various  boxes  on  the  original  data.  P^ven  if  they  wrote  in 
"yes"  or  "no" — but  neglected  to  make  the  checkmark — the  computer  rejected  tlie 
forms. 


City-caused  errors  on  MBR  orders  are  bad  enough.  But  sometimes  even  a  correct 
form  is  pretty  bad.  An  owner  in  Murray  Hill,  currently  getting  $50  and  .'?()()  for 
three-room  apartments,  has  received  orders  calling  for  MER's  of  $226  and  .$235. 
If  they're  lucky,  his  great-grandchildren  might  finally  collect  them ! 

Tenant  Militants   Increasing   Poweu 

Militant  tenant  organizations  are  .screaming  for  blood — your  blood — in  1972. 
The.v're  stepping  up  their  activities  of  harassing  owners,  demonstrating  in 
front  of  their  homes,  tieing  them  up  in  court  proceedings,  and  conducting  mas- 
sive rent  strikes. 
For  example : 

The  Ocean  Hill-Brownsville  Tenants  Association  runs  "housing  crimes 
trials"  and  demands  that  "all  landlords  be  sought  out  and  their  living  con- 
ditions be  made  unbearable." 

The  Boro  Park  Tenants  Council  is  pushing  a  "tenants  bill  of  rights"  which, 
if  implemented,  would  bankrupt  landlords. 

The  Tenant   Strike  Committee  of  the  Metropolitan  Council  on  Housing 
shows  tenants  how  to  fight — and  win — non-payment  cases  in  court. 
If  you  think  these  actions  are  confined  to  .slum  areas,  consider  this: 

The  Lenox  Hill  Tenants  Association,  covering  the  most  affluent  part  of 

the  upper  East  Side,  is  preparing  an  all-out  battle  against  MBR  increases 

and    will    try    to    organize    on    a    building-by -building    basis    to    withhold 

payments. 

An   editorial   in  the  May  issue  of  "Tenant" — the  oflicial  publication  of  the 

Metropolitan  Council  on  Housing  —  puts  in  bluntly :  "The  time  has  coiue  to 

take  to  the  streets  to  press  our  demands,  to  demonstrate,  picket,  strike,  become 

squatters  and  engage  in  whatever  other  tactics  seem  most  effective  to'  awaken 

our  'public  servants'  to  our  critical  needs." 

Ownership  Vital,  Brooklyn  Board  President  Says 

The  importance  of  ownership  as  a  means  of  staving  off  urban  decay  has  been 
given  a  ringing  endorsement  by  Adolph  A.  Bongiorno,  president  of  the  Brooklyn 
Board  of  Realtors. 

"Ownership  of  real  property  is  one  of  the  basic,  fundamental  strengths  of 
American  society,"  he  said  in  a  recent  statement.  "The  move  toward  condomini- 
ums and  cooperatives  in  Brooklyn  and  elsewhere  is  a  healthy  one. 

"However,  the  concept  of  single-family  home  ownership  should  not  be  attacked 
on  the  grounds  that  private  homes  take  up  too  much  .space.  There  is  still  ample 
room  for  single-family  homes." 

New  York  Owners  Are  Tired  .  .  . 

They're  tired  of  being  the  pawns  of  politicians  who  care  only  about  votes. 

They're  tired  of  suffering  at  the  hands  of  the  city's  massive,  ineflScient 
bureaucracy. 

They're  tired  of  being  blamed  for  the  city's  social  problems — while  welfare 
tenants  co.st  them  $18  million  a  year  in  rents. 

They're  tired  of  being  saddled  with  higher  taxes  and  fees. 

They're  tired  of  waiting  endlessly  for  rent  increases,  while  getting  rent  reduc- 
tions almost  immediately. 

They're  tired  of  the  tenant  vandalism  that  hits  them  in  the  wallet  and  destroys 
their  buildings. 
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They're  tired  of  the  courts'  unwillingness  to  halt  rent  strikes  and  other  illegal 
actions. 

They're  tired  of  constantly  paying  out,  constantly  being  harassed,  and  con- 
stantly being  abused  by  bureaucrats  who  don't  own  property  and  couldn't  care 
less  as  long  as  they  keep  their  high-paying  jobs. 

.  .  .  And  They're  Ready  To  Act 

Owners  have  a  number  of  options  open  to  them — and  they're  ready  to  exercise 
each. 

First,  they'll  keep  fighting  in  the  courts — and  just  as  they  won  in  the  MBR 
case,  they'll  win  in  others.  But  lawsuits  are  expensive — and  the  opposition  is 
financed  with  owners'  tax  money. 

Second,  they'll  exercise  increa.sed  political  power  in  the  belief  that  changing 
the  politicians  will  change  the  system.  The  new  Political  Action  Committee  for 
Better  Housing  indicates  how  successful  tliis  route  may  be. 

And  thii-d,  if  owners  are  driven  to  the  wall  and  have  no  other  alternatives, 
they  will  have  to  mount  a  tax  strike.  No  one  wants  this,  but  the  future  of  New 
York's  housing — and  the  entire  private  enterprise  system — is  at  stake. 

Key  Statements  in  Court  Decision  Allowing  Owners  to  Collect  MBR's 

State  Supreme  Court  Justice  Paul  Fino  has  directed  the  city  to  issue  all  Maxi- 
mum Base  Rent  orders  by  June  21.  If  it  fails,  owners  will  be  able  to  collect  a  7i/^ 
percent  increase  on  their  own. 

The  suit  was  brought  by  Benson  Realty  Corp.,  landlord-petitioner,  against 
HDA  Administrator  Walsh  et  al,  respondents,  on  behalf  of  Community  Housing 
Improvement  Program  (CHIP). 

Following  are  the  key  statements  in  the  decision. 

"The  essence  of  Section  Y15-5.0  (a)  (93)  of  the  Administrative  Code  is  the 
preparation  and  utilization  of  formulas  for  calculating  rent  adjustments,  and 
the  sections  specifically  provides  that  the  city  rent  agency  'sliall  report  to  the 
City  Council  on  or  before  October  15,  1971,  as  to  the  status  of  preparation  of 
the  formulas  necessary  to  implement  the  rent  adjustments  to  be  effective,  Jan- 
uary 1. 1972'. 

"Although  there  has  been  no  proof  that  the  respondents  have  been  willfully 
derelict  ...  in  implementing  the  MBR  program,  especially  in  view  of  the  com- 
plex nature  of  the  undertaking,  and  although  the  respondent  aflfadavit  in  oppo- 
sition to  this  application  states  that  all  outstanding  orders  will  be  issued  'shortly,' 
further  protracted  delay  in  the  implementation  of  the  program  will  undoubtedly 
prejudice  botii  the  landlords  and  tenants  of  this  city.  Notwithstanding  the  retro- 
active effect  to  be  given  to  rental  increases  upon  the  issuance  of  MBR  orders, 
the  landlords  entitled  to  these  increases  are  being  denied  utilization  of  the  funds 
derived  from  these  increases  during  the  period  of  the  delay.  This  may  have  a  dis- 
astrous effect  on  landlords  of  rent  controlled  property  because  of  their  union 
contracts  and  other  commitments.  Furtliermore,  tenants  subject  to  these  increases 
will  eventually  be  required  to  pay  the  continually  accumulating  amount  of  the 
unpaid  rental  increases  retroactive  to  January  1, 1972. 

"In  view  of  the  prejudice  which  would  be  caused  to  landlords  and  tenants  by 
further  extended  delay  in  the  issuance  of  the  outstanding  orders,  the  unsup- 
ported statement  by  the  respondents  that  these  orders  will  be  issued  'shortly'  is 
meaningless.  Within  the  context  of  bureaucratic  action  'shortly'  is  a  totally  rela- 
tive term  which  may  include  perods  from  a  day  to  a  decade.  Accordngly,  applica- 
tion is  granted  to  the  extent  of  directing  the  respondents  to  issue  the  outstanding 
MBR  orders  by  June  21.  1972,  and  as  to  tho.se  orders  which  are  not  issued  by 
June  21,  1972,  the  petiti(mer-landlords  in  those  cases  will  be  authorized  and  per- 
mitted to  collect  the  maximum  7i/i>  percent  increase  subject  to  being  rebated  if 
the  respondents  should  subsequently  determine  that  the  maximum  increase  per- 
missible pursuant  to  Local  Law  30  was  actually  less  than  the  said  lYa  percent." 

How   TO   Spot   Welfare   Cheaters 

Welfare  cheaters  are  costing  landlords  millions  of  dollars  in  lost  rent  and 
damage  to  their  buildings.  If  the  present  welfare  mess  continues,  it  could  destroy 
New  York  City — and  all  our  investments  with  it. 

The  city  has  been  blaming  welfare  prolilems  on  landlords.  Somehow  we're 
resi)onsible  for  children  urinating  in  hallways,  teenagers  breaking  stairwells, 
mothers  using  apartments  for  prostitution,  and  boyfriends  stealing  to  buy  drugs. 
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And  we  must  be  penalized  for  creating  the  "inhuman  suffering"  of  our  welfare 
tenants. 

Well,  the  time  has  come  for  us  to  turn  the  problem  around — and  begin  an  all- 
out  crackdown  on  the  welfare  chiselers. 

A  recent  survey  among  CHIP  members  came  to  a  single  conclusion :  Only  the 
elderly  aren't  welfare  cheaters.  Younger  people,  to  one  degree  or  another,  almost 
all  cheat.  As  an  example,  a  24-year-old  youth  collects  both  welfare  and  Social 
Security — ^and  does  better,  tax  free,  than  the  average  middleclass  New  Yorker, 
others  use  their  welfare  money  to  buy  heroin — which  means  that  our  tax  money 
is  supporting  drug  habits !  And  it's  now  the  rule,  rather  than  the  exception,  for 
liealthy  young  men  in  their  20's  to  be  on  welfare. 

The  question  arises  :  What  can  landlords  do? 

The  ajiswer  :  Plenty  ! 

CHECK    THE    CHECKS 

First,  check  with  the  mailman  on  the  1st  and  16th  of  each  month  to  get  the 
names  of  everyone  receiving  welfare  checks  in  your  btiildings.  You  will  be  amazed 
at  .some  of  the  names  he'll  give  you  .  .  .  names  you  never  heard  of.  Once  you 
liave  these,  call  the  State  Welfare  Inspector  General's  office  at  658-7114,  or  write 
to  him  at  655  Madison  Ave.,  N.Y.  10022.  As  you  know,  the  Inspector  General  is  cur- 
rently investigating  welfare  in  the  city — and  he'll  be  very  happy  to  get  any  infor- 
mation you  have. 

Second,  if  you  see  any  evidence  of  husbands  or  fathers  in  yotir  buildings,  re- 
port them  too.  Also  count  the  exact  number  of  children  a  welfare  mother  has ; 
there  are  times  when  a  woman  will  collect  for  eight  when  she  has  only  five.  Give 
this  information  to  the  Welfare  Inspector  General's  office. 

As  a  group,  we  landlords  are  in  a  position  to  totally  smash  all  welfare  cheat- 
ing in  New  York.  By  providing  information  to  the  state,  we  can  help  them — and 
they'll  help  us  in  return.  And  whenever  we  go  to  Albany  in  the  future,  their  re- 
gard for  ns  will  be  that  mtich  greater. 

If  for  any  reason  you  feel  that  any  of  the  employees  in  the  Welfare  Inspector 
General's  office  is  not  giving  you  the  proper  attention,  call  CHIP  at  596-7272. 
"\^'e'll  take  it  from  there. 

Landlords  are  fed  up  with  being  the  direct  victims  of  this  massive  theft  of  our 
money  and  property.  There  are  many  thousands  of  decent  people — primarily  the 
handicapped  and  elderly — who  truly  deserve  public  assistance  and  need  more 
help.  Welfare  cheaters  are  taking  the  money  they  should  be  getting.  And  the 
only  way  to  correct  this  situation  is  to  stop  the  cheating. 

It's  estimated  that  up  to  22  percent  of  the  people  on  welfare  are  out-and-out 
cheaters.  Considering  the  annual  bill,  this  could  mean  a  saving  of  way  over  $100 
million  a  year ! 

W^iLLiAMS  Renting  Hempstead  Building 

Williams  Realty  of  Long  Island.  Inc.,  has  been  named  excltisive  renting  agent 
for  the  four-story,  33,000  sq.  ft.  office  building  nearing  completion  at  393  Front 
St.,  Hempstead.  It's  set  for  July  occupancy. 

The  developers  are  Bert  Nestler  and  Arthur  Ptilman,  principals  in  WEBA  As- 
sociates. The  building  features  8,100  sq.  ft.  rectangular  floors  and  individual 
heating-cooling  controls. 

MET  Counsel  Asks  State  to  Overhaul  MBR 

The  attorney  for  the  Metropolitan  Fair  Rent  Committee  has  asked  the  State 
Legislattire  to  overhaul  the  Maximtun  Base  Rent  Program  during  its  1973  session. 

Addressing  a  recent  meeting  of  the  Real  Estate  Board  of  New  York.  Rot)ert  S. 
Fougner  said :  "The  city  has  been  given  as  much  time  as  is  humanly  possible  to 
do  the  job,  but  it  has  failed.  The  solution  is  for  the  Legislature  to  act." 

Founger  said  he  felt  the  legislators  would  respond  because  they  won't  be  under 
pres.su re  to  run  for  re-election  in  1973. 

The  new  $3  fee,  he  said,  "should  prove  to  the  legislators  that  the  city  has  not 
come  up  with  an  efficient,  cost-saving  program  as  promised.  Admittedly,  the  city 
has  tried — but  the  fault  lies  with  the  MBR  system  itself.  It's  just  too  complicated." 

S.  &  L.   Savings  Up  $277M  in  March 

New  York  State's  savings  and  loan  associations  recorded  a  total  net  gain  in 
savings  of  $277,321,515  in  March — a  4.7  percent  increase  over  March  1971. 
The  Savings  Association  League,  representing  168  S&L's  across  the  state,  also 
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reported  an  Increase  in  monthly  withdrawals  over  a  year  ago.  March's  total  was 
$383,631,777,  compared  to  $282,076,307  in  March  1971. 

Berg  Acquiring  Texas  RE  Firm 

Berg  Enterprises,  Metuchen,  N.J.,  has  reached  an  agreement  to  acquire  Gary 
Greene  Co.,  Houston,  for  an  undisclosed  amount  of  Berg  common  stock. 

The  nine-year-old  company,  headed  by  Gary  Greene,  will  become  a  wholly- 
owned  division  of  Berg  Enterprises.  Berg  is  a  diversified  brokerage-mortgage- 
appraisal-insurance  firm  with  over  $20  million  in  assets. 

Habitex  Debentures 

Habitex  Industries,  Inc.,  Oklahoma  City,  has  filed  a  registration  statement  for 
the  sale  of  $2,500,000  convertible  subordinated  debentures  due  in  19S7.  Lentz, 
Newton  &  Co.  is  the  managing  underwriter.  The  funds  will  be  used  for  laud  de- 
velopment, land  purchases,  and  financing  home  construction. 

Watch  Out  for  MBR  Denials 

After  months  of  promises  that  MBR  orders  would  be  issued  the  City  was 
hit  by  a  double  bari-elled  condemnation  when  the  State  Arbitrator  and  the  State 
Supreme  Court  found  on  successive  days  that  the  City  had  failed  to  meet  its 
obligations  and  was  required  to  issue  orders  to  provide  interim  relief  in  time 
for  the  July  1972  rent  bills. 

It  is  to  be  assumed  that  one  way  or  another  the  year  1972  will  see  MBR 
orders  issued,  but  once  the  MBR  for  each  building  is  established  a  halt  must 
be  called  to  this  extravaganza. 

Meanwhile  owners  must  remain  vigilant  that  the  astronomic  sums  of  pubilc 
and  private  funds  expended  are  not  permitted  to  result  in  thousands  of  denials. 

Here  are  the  basic  gimmicks  to  watch  for — gimmicks  due  to  the  fact  that  the 
machine  simply  cannot  be  reasoned  with  : 

1.  Did  yuu  ever  receive  a  violation  package  in  1971  requesting  you  to  certify 
that  80  percent  of  non-rent  impairing  and  all  rent  impairing  violations  have 
been  corrected?  If  you  didn't,  the  package  may  have  beent  sent  to  a  wrong 
address  and  you  may  be  scheduled  for  a  denial. 

2.  Did  you  carefully  count  and  compare  the  number  of  apartments  on  form 
R-23  witli  the  number  of  A-23s  filed?  If  not,  you  will  be  delayed. 

3.  Did  you  get  a  bill  for  the  MBR  fee?  Did  you  pay  it?  Do  .vou  have  a  can- 
celled check?  Did  you  keep  a  copy  of  the  form  called  VC-3?  If  so  be  prepared 
to  show  this  evidence. 

4.  Did  you  certify  to  removal  of  violations  on  the  assumption  that  if  a  tenant 
did  not  permit  access  this  is  not  an  item  that  can  prejudice  you?  If  so,  you 
may  be  held  to  have  falsely  certified.  It  is  the  owner's  obligation  to  force  entry 
to  permit  work  to  remove  the  violation,  if  need  be  by  institution  of  summary 
proceedings.  HDA  will  accept  the  L&T  docket  number  as  proof  the  owner  has 
done  all  he  can. 

Over  2,'i0.000  apartments  are  scheduled  for  denial.  Be  wary  you  are  not  one 
of  the  also-rans.  If  you  receive  any  notification  on  the  subject  go  immediately 
to  tlip  office  to  which  you  are  directed.  Remember  the  machine  cannot  be  argued 
with  like  the  voice  on  the  switchboard. 

Dubin-Weston    Moves    Offices 

Dublin-Weston,  Inc.,  mortgage  banking  firm,  has  moved  to  expanded  oflSces 
on  the  fourth  floor  of  HO  East  42nd  St. 
The  telephone  number  is  661-2328. 

$3  Fee  Bill  Couxd  Have  Been  Worse  Without  Amendments  Won  By  Owners 

Thanks  to  quick  action,  owner  organization  leaders  were  able  to  get  major 
aniendmeiits  to  the  state  legislation  authorizing  the  city  to  bill  owners  $3  per 
apartment  for  rent  control  in  1972. 

As  originally  written,  the  bill  provided  : 

".  .  .  the  city  housing  rent  agency  is  hereb.v  authorized  to  assess  and  collect 
fee-^,  charges  ;ind  assessments  upon  landlords  subject  to  local  rent  control  laws 
and  regulations  in  such  amounts  and  subject  to  such  terms  and  conditions  as  it 
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mav  deem  appropriate.  The  income  from  such  fees,  charges  and  assessments 
together  xvitli  any  moneys  otherwise  appropriated  for  the  operation  of  the  rent 
control  program. 'shall  constitute  the  complete  liquidation  of  the  States  obliga- 
tion for  such  purposes  under  existing  statutes."  ^^       ■.     4.       1  „„„« 

In  other  words,  the  original  bill  was  open-ended,  allowing  the  city  to  charge 
owners  any  amount,  and  relieving  the  state  of  its  obligation  to  fund  rent  control 

The  amended  version,  which  passed  the  Assembly  86-51  and  sailed  through  the 
Senate,  included  the  following  changes :  ^  „   .,       ..    x,       •         ^„4. 

'•  .  during  the  period  April  1.  1972  to  March  .31,  197.3,  the  city  housing  rent 
a'-ency  may  assess  and  collect  fees  or  charges  upon  landlords  pursuant  to  local 
rent  Jontrol  laws  or  regulations  subject  to  such  terms  and  conditions  as  it  may 
deem  to  be  appropriate,  provided,  however,  that  such  fees  or  charges  shall  not 
exceed  three  dollars  per  housing  accommodation  m  the  aggregate.  In  addi- 
tion, no  such  fees  or  charges  shall  be  assessed  against  any  owner-occupied  struc- 
ture with  eight  or  less  housing  accommodations." 

Bkonx  Firm  Gets  Loan 

Miner  Industries.  Bronx  toy  manufacturer,  has  received  a  .$320,000  Job  Devel- 
opment Authority  loan  to  acquire  and  expand  a  plant  at  430  Southern  Blvd.  Em- 
ployment will  grow  from  2.50  to  375  full-time  and  150  to  300  part-time. 

State  Legislation:  1972  Could  Have  Been  Worse 

The  number  of  anti-landlord  bills  that  passed  in  the  1972  session  of  the  State 
Legislature  is  nothing  compared  to  the  number  introduced. 

Harold  Treanor,  counsel  to  the  Real  Estate  Board  of  New  York,  described 
some  of  the  really  bad  ones  in  a  recent  talk  to  the  Board's  Management  Division. 

One  bill  would  have  required  the  city  to  give  all  city-owned  multiple  dwellings 
to  non-profit  community  corporations.  This  would  have  removed  them  from 
the  tax  rolls  forever. 

Another  would  have  permitted  the  city  to  put  buildings  into  receivership  only 
15  days  after  an  inspector  had  deemed  them  "hazardous  to  human  life."  Neither 
the  owner  nor  mortgagees  would  have  received  any  compensation. 

A  third  bill  would  have  required  landlords  to  negotiate  with  tenants  over 
lease  terms.  It  would  also  have  allowed  tenants  to  hold  mass  meetings  in  build- 
ing lobbies. 

Another  bill  would  have  permitted  tenants  to  make  their  own  repairs  and  bill 
the  landlords  directly — or,  as  an  alternate,  to  cancel  their  leases  and  vacate  the 
premises. 

None  of  the.se  passed.  The  anti-landlord  legislation  that  did  get  through  in- 
cludes the  $3  rent  control  fee  and  housing  court.  The  bill  requiring  superinten- 
dents to  move  out  of  basement  apartments  has  been  vetoed. 

Political   Involvement  :   Solution  for  Owners 

Rent  control  owners  are  more  involved  in  politics  in  1972  than  ever  before  in 
an  effort  to  change  the  anti-landlord  complexion  on  federal,  state  and  city  levels. 

More  than  70  owners  throughout  the  city  are  running  for  one  office  or  an- 
other this  year — Congressman.  State  Senator,  State  Assemblyman  and  vari- 
ous city  and  political  party  posts. 

The  Political  Action  Committee  for  Better  Housing  has  passed  its  first 
fund-raising  goal,  and  has  already  sent  16  checks  to  legislators  who  are 
running  for  re-election. 

An  intensive  effort  is  underway  to  get  owners  registered  as  Democrats  to 
switch  to  Republican  or  Conservative. 

RUNNING  IN    14TH    CD, 

Francis  J.  Voyticky.  the  Republican  candidate  in  the  14th  Congressional  Dis- 
trict, typifies  the  owners  who  face  stiff  uphill  battles.  His  opponent  is  likely  to 
be  Rep.  John  J.  Rooney,  the  long-time  incumbent  who's  battling  AUard  Lowen- 
stein  for  the  nomination. 

"Greenpoint  and  other  neighborhoods  in  the  14th  are  composed  primarily  of 
rent  controlled  buildings,  but  nothing  has  been  done  to  help  them,"  Voticky  said 
in  a  recent  speech  to  other  owners.  "People  who  care  about  housing  in  this  city 
need  a  voice  in  Congress.  I'll  give  them  that  voice." 
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PAC    SENDS    CHECKS 

The  new  Political  Action  Committee  for  Better  Housing,  only  a  few  months 
old,  is  already  able  to  give  contributions  to  state  legislators  who've  supported 
vacancy  decontrol  and  other  good  housing  measures. 

Receipients  in  the  city  include  State  Senators  John  Flack,  William  Conklin 
and  Martin  Knorr,  Assemblyman  Vito  Battista  and  Assemblywoman  Rosemary 
Gunning.  The  others  are  upstaters. 

"Some  of  these  people  are  in  tough  primary  campaigns,  other  aren't — but  they 
all  need  and  appreciate  our  support,"  Lee  Wallach,  PAC  chairman,  told  REW. 

CHANGING    PARTIES 

Both  the  Republican  and  Conservative  Parties  are  going  after  the  large  of 
Democrat  owners  by  convincing  them  that  fellow  Democrat  lawmakers  have  con- 
sistently opposed  good  housing. 

"The  only  way  we  can  get  this  city  straightened  out  is  to  break  up  the  Demo- 
cratic dictatorship,"  said  Lee  S.  Sterling,  executive  director  of  the  American 
Property  Rights  Association,  who  himself  is  running  for  District  Leader  in 
Brooklyn's  44th  Assembly  District.  "Owners  can  have  tremendous  political  power 
if  they  become  active.  If  they  don't,  the  anti-landlord  people  will  continue  to  de- 
stroy the  city." 

Getting  Down  to  Cases 

(By  Harry  N.  Newman  and  Edwin  Ostrow) 

EVICTION   granted   IN    CO-OP   DISPUTE 

Once  again  our  compliments  to  Judge  Maurice  Wahl. 

A  West  Side  building  filed  for  a  cooperative.  A  group  of  tenants  formed  an 
association  which  vigorously  fought  the  plan.  They  started  an  action  in  the 
Supreme  Court  in  an  effort  to  have  the  plan  declared  illegal  and  invalid.  They 
maintained  that  certain  amendments  to  the  code  of  the  Rent  Stabilization  Asso- 
ciation were  invalid,  that  the  Attorney  General's  acceptance  of  the  plan  was  ar- 
bitrary and  capricious  and  in  violation  of  the  general  business  law,  and  that  the 
plan  contained  alleged  discriminatory  discounts  and  financing  arrangements 
in  violation  of  the  Rent  Stabilization  Law. 

Courts  Dismiss  Petition 

All  of  these  claims  were  carefully  considered  by  the  Supreme  Court,  which 
dismissed  the  tenants'  petition.  The  tenants  appealed  to  the  Appellate  Division, 
which  unanimously  affirmed.  They  then  filed  an  appeal  to  the  Court  of  Appeals, 
which  is  pending. 

While  all  this  was  going  on,  the  sponsor  proceeded  with  the  cooperative  plan. 
The  necessary  35  percent  of  the  tenants  purchased  their  apartments  and  the 
plan  was  declared  effective  on  October  16,  1970.  The  closing  and  transfer  of  title 
occurred  on  December  10, 1970. 

Refuses  to  Purchase 

The  tenant.  Rabitcheff.  had  moved  in  in  February,  1967.  under  a  two-year  lense 
which  was  extended  to  December  31,  1969.  After  the  lease  expired,  he  remained 
under  the  Rent  Stabilization  Law  on  a  month-to-month  basis.  Rabitcheff  was  one 
of  the  plaintiffs  in  the  Supreme  Court  action  and  was  given  ample  opportunity 
to  purchase  his  apartment.  He  steadfastly  refused  to  do  so. 

Thereafter,  the  sponsor  sold  the  apartment  to  Allen  D.  Allan,  an  outsider,  who 
instituted  holdover  proceedings  to  obtain  possession  of  the  apartment  from 
the  tenant.  Allan  had  received  a  certificate  of  stock  and  a  proprietary  lease.  In 
this  proceeding,  he  did  not  allege  that  he  had  an  urgent,  compelling  necessity  to 
occupy  the  apartment.  He  merely  brought  his  proceeding  on  the  basis  of  the  Rent 
Stabilization  Law  and  the  fact  that  the  building  had  gone  cooperative. 

In  his  answer,  the  tenant  pleaded,  as  an  affirmative  defense,  that  the  premises 
are  still  subject  to  the  Rent  Stabilization  Law  and  that  the  landlord,  now  Mr. 
Allan,  and  his  predecessor,  the  sponsor,  had  both  refused  to  enter  into  a  renewal 
lease  to  which  he  claimed  he  was  entitled. 

In  his  usual  erudite,  clear  and  convincing  st.yle.  Judge  Wahl  granted  the  final 
order  of  evictif)n.  He  pointed  out  that  the  relief  sought  by  this  tenant  was 
basically  the  same  as  the  group  of  tenants  had  sought  in  the  action  in  Supreme 
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Court  and  that  this  decision  was  binding  upon  the  Civil  Court.  He  noted  that 
leave  had  been  granted  to  appeal  to  the  Court  of  Appeals,  but  since  there  v?as 
no  stay  the  decision  of  the  Appellate  Division  remains  binding.  The  fact  that  an 
appeal  is  pending  cannot  affect  the  principle  of  res  judicata. 

Tandy  &  Allan  Realty  Corp.  vs.  Rabitcheff,  Civil  Court,  New  York  County, 
New  York  Law  Journal,  May  3, 1972. 

American  Pbopebtt  Rights  Builds  Big  Following  bt  Giving  Answers 

"It's  responsive  to  our  needs." 

The  7,500,000  people  in  New  York  may  not  be  able  to  say  this  about  their  gov- 
ernment— but  the  6,800  members  of  American  Property  Rights  Association  can 
say  it  about  their  owner  organization. 

APRA  is  probably  the  closest  thing  to  a  "ward  heeler"  in  the  real  estate  in- 
dustry :  It  helps  people  with  specific  problems,  it  does  things  for  them,  and  it 
earns  their  unswerving  loyalty. 

Day  after  day,  from  early  morning  to  late  at  night,  APRA  members  come  to 
the  office  at  78  Willoughby  St.,  Brooklyn,  for  advice,  answers,  help  in  filling 
out  forms,  and  so  on. 

Because  of  this  type  of  service,  APRA's  founder  and  executive  director,  Lee  S. 
Sterling,  is  almost  a  symbol  of  reverence.  When  he  walks  into  an  APRA  meeting, 
the  applause  is  deafening.  And  he's  so  in  demand  that  he  routinely  works  until 
3  or  4  a.m. 

Lee  is  never  afraid  of  a  battle,  and  never  pulls  punches,  Hence,  APRA  is  not 
only  in  the  middle  of  rent  control  battles — but  it's  often  way  ahead. 

At  present,  the  organization  is  preparing  to  sue  for  the  right  of  owners  to 
collect  the  entire  MBR,  not  just  the  collectible  rent.  It's  trying  to  get  local  banks  to 
refinance  mortgages  and  invest  more  in  rent  control  housing.  And  it's  leading  a 
campaign  to  have  FHA-insured  mortgages  given  to  larger  than  four-family  units. 

Summing  up  APRA's'  role,  Sterling  says :  "Most  of  our  members  own  lower- 
income  properties,  so  they  don't  have  the  kind  of  money  and  power  that  big  real 
estate  operators  have.  Through  this  organization  we  try  to  give  them  power." 

Planning  Award  Helps  Preserve  Striver's  Row 

A  program  to  preserve  historic  Striver"s  Row  in  Harlem  has  been  launched  with 
a  $26,250  research  and  planning  gi-ant. 

The  grant  has  been  awarded  by  HDA  and  the  Landmarks  Preservation  Com- 
mission to  architect  James  R.  Doman.  Jr.,  who  has  retained  architectural 
historian  Henry  Hope  Reed  to  study  the  renovations  and  changes  needed. 

Striver's  Row  comprises  row  houses  on  both  sides  of  West  138th  and  West  139th 
St.  between  Seventh  and  Eighth  Aves.  They  were  built  by  D.  H.  King  in  1891  from 
the  plans  of  three  leading  architects,  including  the  renowned  McKim,  Mead  & 
White. 

The  buildings  will  be  included  in  the  St.  Nicholas  Park  Urban  Renewal  Area 
to  protect  them  against  exterior  changes  or  demolition.  The  Federal  government 
will  reimburse  two-thirds  of  the  planning  grant. 

New  Regulation  Covers  Pollution  Tax  Abatement 

The  Housing  and  Development  Administration  has  revised  a  tax  abatement 
regulation  for  pollution  control  installations  at  the  urging  of  Community  Hous- 
ing Improvement  Program  ( CHIP ) . 

As  originally  written,  the  regulation  would  have  required  owners  to  give  up 
vacancy  decontrol  in  order  to  get  tax  abatement  for  upgrading  or  compact  or 
installations.  CHIP  warned  that  this  would  cut  down  substantially  on  the  number 
of  installations. 

The  new  regulation,  under  Section  J51-2.5  of  the  Administrative  Code, 
provides : 

"Where  fewer  than  all  the  dwelling  units  in  a  multiple  dwelling  are  subject 
to  control  under  the  City  Rent  and  Rehabilitation  Law.  exemption  and  abate- 
ment under  Section  J51-2.5  shall  be  apportioned  so  as  to  be  available  only  to  the 
rent  controlled  units." 

A  CHIP  spokesman  commented :  "This  regulation  still  provides  abatement  for 
controlled  units  but  it  eliminates  the  anti-vacancy  decontrol  attitude  in  the- 
original  version." 
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LEFRAK    HEADS   DRIVE 

Samuel  Lefrak,  president  of  The  Lefrak  Organization,  was  honorary  borough 
chairman  of  Queens  for  "Thanks  America  Week,"  May  14-21,  a  part  of  the  United 
Greek  Orthodox  Charities'  1972  national  fund  drive. 

Emergency  Repair  Billing  Hits  Owners 

The  multi-million  dollar  loss  in  the  city's  Emergency  Repair  Program  is  due 
primarily  to  the  city's  incredibly-bad  procedures  for  billing  owners. 

While  HDA  is  quick  to  pay  contractors  who  overcharge,  it  sends  out  incom- 
plete invoices  to  owners  and  refuses  to  provide  itemized  bills.  As  a  result,  most 
owners  delay  paying,  some  don't  pay  at  all,  and  others  get  the  invoices  trimmed. 
A  sizeable  number  of  owners  who  succeed — and  instead  get  liens  filed  against 
their  buildings. 

Among  the  specific  complaints  : 

Owners  are  billed  for  work  marked  "Other".  Nothing  else  on  the  invoices 
indicates  what 

Owners  are  billed  huge  was  done, 
amounts  for  "painting,"  "plastering,"  and  other  general  work — without  any 
indication  that  it  was  limited  to  correcting  a  specific  emergency. 
Owners  are  frequently  billed  for  non-emergency  work. 
Owners  are  unable  to  get  hearings  or  meet  with  contractors  involved. 
American  Property  Rights  Association  has  been  leading  the  fight  to  overhaul 
the  program,  and  executive  director  Lee  S.  Sterling  points  out : 

"The  major  problem  is  that  the  city  sends  out  invoices  without  any  itemiza- 
tion. The  owner  has  no  idea  what  work  was  done,  why  it  had  to  be  done,  whether 
it's  legitimate,  and  so  forth.  So  he  demands  an  itemization,  and  the  city  takes 
nine  months  to  a  year  to  provide  this. 

"The  city  is  paying  huge  sums  to  contractors  without  evaluating  the  quality 
of  their  work  or  even  determining  that  all  of  it  was  done." 

five  proposals 

Sterling  has  called  on  the  city  to  make  changes  which,  he  feels,  would  cut 
ERP's  losses.  So  far,  they've  fallen  on  deaf  ears. 
Specifically,  he  proposes : 

1.  Inspectors  should  be  specific  in  ordering  repairs,  thus  preventing  contractors 
from  doing  more  work  than  required. 

2.  Owners  should  get  an  immediate  itemization  of  their  bills  when  they  receive 
invoices. 

.3.  Owners  should  not  have  to  pay  for  repairs  caused  by  tenant  vandalism  or 
outside  parties. 

4.  The  city  should  provide  owners  with  a  list  of  qualified  repair  firms  so  that 
owners  can  arrange  for  small  repairs  directly. 

.5.  The  city  should  set  up  an  independent  watchdog  to  oversee  the  Emergency 
Repair  Program. 

Mr,  NoswoRTiiY.  There  are  other  articles,  Senator,  but  I  think  this 
would  suffice  to  broaden  the  ba.se  of  what  I  am  talking  about. 

Senator  Hart.  Mr.  Blum  ? 

Mr.  Blum.  Have  you  had  good  or  bf.d  experiences  with  the  buildings 
you  have  taken  through  the  foreclosure  process?  TSHiat  problems  do 
you  run  into  when  you  are  forced  to  foreclose  ? 

Mr.  XoswoRTiiY.*  I  think  I  would  like  to  ask  Mr.  Vaupel  to  respond. 
He  is  our  representative  in  this  area. 

Mr.  Vaupel.  We  find  the  foreclosure  process  very  costly  to  begin 
with.  Usually,  when  you  have  to  go  into  a  foreclosure,  you  Avill  find  that 
the  building  is  pretty  well  rundown  and  if  we  naturally  figure  on  a 
foreclosure,  we  figure  on  taking  the  building  and  creating  a  purchase 
money  mortgage  at  some  future  date  because  we  do  feel  this  particular 
building  could  come  out  of  the  woods  and  once  again  become  viable. 

However,  in  order  to  do  that,  we  may  be  faced  with  some  capital 
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expenditures.  At  the  point  where  we  go  into  a  foreclosure,  tlie  lieating 
plant  may  be  completely  broken  down,  necessitating  capital  expendi- 
tures and  whatever  has  to  be  done  to  make  this  building  viable  again, 
plus  the  receiver's  fee  has  to  be  paid  out  of  the  rents  collected  and  the 
receiver,  to  the  best  of  my  knowledge,  is  a  man  who  merely  sees  that 
everything  is  done  properly. 

I  am  not  so  certain  that  it  is  100  percent  necessar}^  for  a  receiver  for 
each  building  and  it  is  expensive  to  advertise  the  foreclosure  sale. 

Mr.  BlumT  What  kind  of  advertising  requirements  are  there  in  New 
York? 

Mr.  Vaupel.  Counsel,  please. 

Mr.  Pedersen.  Certain  selected  newspapers  are  required.  There  are 
different  requirements  in  the  different  boroughs,  but  in  the  borough  of 
the  Bronx,  there  are  two  newspapers  that  are  required. 

Mr.  Blum.  Which  two  are  they  ? 

Mr.  Pedersex.  They  give  you  a  choice  of,  say,  four,  with  the  Xew 
York  Law  Journal  being  one  of  the  four  and  then  3'ou  may  choose  the 
other  paper,  and  that  price  doesn't  vary  with  the  other  three  papers. 

Mr.  Blum.  What  does  the  price  run  in  a  typical  foreclosure  situation 
for  a  multif amily  building  ? 

Mr.  Pedersex.  In  the  Bronx,  it  may  run  about  $500  for  publishing. 

Mr.  Blum.  Just  for  publishing  ? 

Mr.  Pedersex.  Yes. 

Mr.  Blum.  What  are  some  of  the  other  costs  you  run  into  in  the 
course  of  this  ? 

]\Ir.  Vaupel.  Well,  again,  one  of  the  reasons  for  foreclosure  is  ar- 
rears, arrears  in  real  estate  taxes,  water  and  sewage  charges.  We  have 
to  pay  those. 

l^Ir.  Blum.  Those,  then,  would  be  a  prior  lien  to  your  mortgage.  You 
would  have  to  repay  them  befoi-e  you  could  get — those  arrears  then 
become  part  of  a  capital  base  of  the  building  that  you  are  trying  to 
refloat.  Is  that  right? 

Mr.  Vaupel.  Yes. 

Mr.  Bluini.  So  now,  the  building  on  which  you  are  trying  to  reduce 
the  capital  base  has  the  added  burden  of  all  of  these  accumulated 
arrears  ? 

Mr.  Yaupel.  Yes. 

IMr.  Blum.  How  long  does  that  accumulation  go  on  for?  How  long — 
what  might  the  back  taxes  be  to  the  situation  ? 

Mr.  Vaupel.  In  a  typical  situation  today — I  will  answer  the  ques- 
tion in  two  parts,  if  you  don't  mind — when  we  first  were  faced  with 
these  foreclosure  problems,  we  were  all  new  at  it  and  we  found  that 
we  were  letting  things  go  a  little  too  long. 

Three  years  ago,  we'll  say,  the  taxes  could  have  been  as  much  as  6 
months  to  a  year  in  arrears ;  today,  we  usually  are  able  to  get  in  there 
if  they  are  only  maybe  3  to  6  months  in  arrear. 

There  is  one  other  point  as  far  as  costs  go.  When  you  do  go  into  a 
buildinjT  on  a  foi-eclosure  action,  you  will  find  that  the  owner  has  not 
made  repairs,  just  let  the  maintenance  slide,  and  all  your  rent  collec- 
tion at  the  outset,  maybe  the  first  3  or  4  months  in  foreclosure  have 
to  go  back  into  that  building,  sometimes  creating  a  red  figure  at  the 
time  the  foreclosure  is  terminated. 
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Mr.  Blu3I.  Do  you  think  that  a  speeding  up  or  a  changing  of  the 
foreclosure  procedure  would  give  you  a  better  shot  at  salvaging  some 
of  those  buildings  and  putting  them  back  out  on  the  market  in  a  rea- 
sonable fashion? 

Mr.  Vaupel.  Yes ;  I  do. 

Mr.  Blum.  Do  you  think  that  that  could  be  done  without  jeopard- 
izing the  rights  of  the  mortgagor? 

Mr.  NoswoRTiiY.  I  think  I  might  answer  that.  If  the  contract  is 
closed,  you  can't  do  that,  and  I  think  Mr.  Brennan  covered  that  a 
little  earlier.  It  is  only  when  the  contract  is  not  closed  that  you  can 
move  on  it. 

]Mr.  Pedersen.  I  think  Mr.  Blum's  point  might  be  that  the  jurisdic- 
tional rights  of  a  mortgagor  would  not  be  violated  by  a  more  speedy 
process  and  my  answer  to  that  would  be  they  would  not  because  almost 
invariably,  tliis  particular  mortgagor  has  had  more  than  ample  oppor- 
tunity to  either  cure  or  come  forward  and  work  out  something  with 
the  bank. 

He  has  literally  walked  away  from  his  building. 

Mr.  Blum.  In  the  case  of  a  foreclosure  in  which  no  defense  is  offered 
by  the  mortgagor,  might  there  not  be  some  sort  of  summary  pro- 
ceeding ? 

Mr.  Pedersen.  I  believe  that  is  a  very  necessary  thing  because  the 
very  length  of  the  foreclosure  increases  the  arrears.  It  may  take  sev- 
eral months  and  that  may  be  one-quarter's  taxes. 

Mr.  Blum.  That,  then,  is  loaded  into  the  capital  base  which  the 
building  has  to  carry  somehow  and  the  building  was  in  trouble  to  begin 
with  on  a  smaller  capital  base,  is  that  correct  ? 

Mr.  Pedersen.  That  is  right.  And  the  theory  of  the  advertisements 
and  everything  is  to  give  notice  to  people  who  might  want  to  buy  this 
house.  Our  experience  is  that  at  a  foreclosure  sale,  no  one  appears. 

Mr.  Blum.  Why  do  you  think  the  procedures  which  have  developed 
have  not  been  reformed  ?  What  pressures  are  there  on  the  other  side  ? 

Mr.  Pedersen.  I  don't  think — I  think  it  is  a  thing  that  has  been  and 
is  traditional.  There  is  an  idea  of  due  process  involved,  and  whenever 
you  get  near  that  it  becomes  very  dear — just  the  idea  of  it. 

Mr.  Blum.  Am  I  correct  in  saying  that  in  New  York,  the  receiver  is 
appointed  by  the  judge  and  that  this  is  considered,  generally,  to  be  a 
very  favored  form  of  patronage  ? 

Mr.  Pedersen.  That  is  difficult  for  me  to  answer,  but  there  are  some 
people  who  have  that  0]3inion.  The  patronage  system  in  New  York  is 
extant.  We  know  that.  I  don't  know  to  what  extent  it  is  practiced  in 
receiverships  but  I  do  know  that  in  our  bank  we  know  the  people  who 
are  capable  of  running  real  estate  and  we  will  frequently  ask,  if  not, 
that  a  receiver  be  appointed,  but  at  least  a  practicable  managing  agent 
be  appointed. 

And  to  the  extent  that  this  has  been  denied  us.  we  have  nm  into 
trouble  on  occasion  because  the  building  has  been  inprovidently 
managed. 

Mr.  Blum.  Yesterday,  Mr.  Hunter,  who  is  the  president  of  the 
Federal  National  Mortgage  Association,  suggested  that  a  simplified 
foreclosure  procodui-e,  nationally,  would  go  a  long  way  to  salvaging 
single-family  FHA  houses. 
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I  think  what  he  said  mio;]it  also  be  applied  to  multifamily  housing. 

Mr.  Pedersen.  It  would  help  a  great  deal. 

Mr.  NoswoRTHT.  There  would  be  no  question  about  it. 

Mr.  Pedersen.  One  of  the  considerations,  in  deciding  what  to  do 
about  a  building,  is  frequently  that  the  foreclosure  avenue  is  so  cum- 
bersome, therefore  is  not  there  another  way,  and  to  that  extent  it  will 
sometimes  influence  your  thinking. 

Mr.  Blum.  To  what  degree  might  we  consider  a  solution  along  the 
lines  of  railroad  receivership  for  buildings?  I  don't  know  that  the 
analogy  is  complete,  but  something  along  those  lines. 

Mr.  Pedersen.  I  don't  know  because  I  think  the  receiver,  in  a  rail- 
road situation,  has  a  lot  more  freedom  than  a  receiver  has  with  respect 
to  a  foreclosure  in  New  York  and  therefore  as  to  whether  or  not  it 
would  ^York,  I  don't  know. 

Mr.  Blum.  One  of  the  questions  that  has  come  up  is  where  the  sub- 
sidy money  can  best  be  applied  to  assist  buildings  which  are  in  trouble. 
It  is  a  question  I  raised  with  IVIr.  Brennan. 

T^Hiere  do  you  think  the  Federal  Government  can  best  provide  the 
housing  subsidies  to  prevent  the  decay  and  decline  in  some  of  these 
buildings? 

Mr.  Yaupel.  Well,  I  think,  in  rehabilitation,  to  some  extent — and  I 
don't  mean  complete  rehabilitation — I  think  there  is  a  point  where 
you  step  in  and  you  say,  well,  we  can  do  maybe  a  mini-rehab  here  and 
come  out  whole.  But  there  has  got  to  be  some  guarantee. 

However,  M-hen  you  do  that — well,  the  Government  had  a  312  pro- 
gram and  they  would  go  and  rehabilitate  the  building  and  rents  would 
be  increased  to  the  extent  of  repaying  that  particular  loan  over  a 
period  of  20  years.  But  you  have  to  assure  the  owner  that  rent  will  be 
paid.  You  just  don't  give  the  rent  as  a  substitute  to  the  tenant  be- 
cause the  owner  may  not  see  it.  Somewhere  along  there,  rent  collec- 
tion has  got  to  be  assured. 

Mr.  Blum.  What  kind  of  problems  have  you  had  collecting  rent 
where  welfare  tenants  are  involved  ? 

Mr.  Vaupel.  Well,  we  have  had  numerous  owners  and  managing 
agents  report  to  us  that  the  welfare  tenant,  in  many  cases,  will  use 
the  welfare  allotment  check  for  purposes  other  than  rental  payment. 

Right  now,  the  welfare  tenant  gets  one  check  for  his  overall  allot- 
ment, including  his  needs  and  rent.  And  they  are  not  always  used  for 
the  rental  payment. 

AYlien  you  get  to  a  situation  where  the  owner  is  struggling  because 
of  the  controlled  rents  and  the  increased  operating  cost  and  is  trying 
to  hang  in  there — and  maybe  he's  got  10  percent  or  15  percent  of  his 
apartments  as  welfare — some  people  hold  out  their  rent,  and  he's  dead 
because  there  appears  to  be  very  little  recourse  in  the  courts  today. 

Legally,  he  is  supposed  to  be  able  to  take  his  tenant  to  court  and  start 
dispossess  proceedings.  The  courts  are  not  at  all  receptive  to  this — I 
shouldn't  say  "not  at  all,"  but  it  happens  in  many,  many  cases — and 
cases  in  general. 

Now,  the  owner  has  lost — let's  say  just  one  tenant,  1  month's  rent, 
and  it  may  be  $100,  or  two  tenants,  $200,  but  he  had  lost,  and  he  is 
not  just  breaking  even.  Now,  he  has  lost  2  months'  rent. 
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They  go  back  after  the  first  adjournment,  postpone  it  again,  and 
for  another  month,  and  he  has  lost  3  months'  rent ;  3  months,  two  ten- 
ants, he  has  lost  6  months'  rent. 

And  therefore,  I  feel  that  the  only  ideal  solution — they  start  to 
issue  two-party  checks  to  welfare  tenants  when  they  find  this  problem 
existing. 

But  in  many  cases,  the  two-party  checks  are  still  forged  and  the 
owner  will  still  not  see  his  rent. 

I  think  the  only  ideal  solution  is  issuance  of  separate  allotments 
to  the  rightful  recipient  of  the  welfare  money,  but  the  owner  of  the 
property  should  also  get  the  rent  that  is  deserving. 

Mr.  Blum.  That  rent,  once  it  is  lost,  can  never  be  recovered  again, 
I  take  it.  There  is  nowhere  you  can  go  to  collect  that. 

Mr.  Vaupel.  That  is  usually  the  case. 

Mr.  Blum.  Once  the  rent  is  gone  and  the  guy  can't  make  some  other 
I)ayment  or  do  some  other  maintenance,  well,  the  building  begins 
opening  the  door  to  a  rent  strike  or  whatever. 

Mr.  Vaupel.  That  is  right. 

Mr.  Blum.  You  start  getting  in  the  tangle  of  the  building  going 
down  the  drain.  What  about  the  building  which  cannot  be  salvaged 
reasonably  b}^  the  financial  institution  which  holds  the  first  mort- 
gage— and  I  am  talking  here  about  the  building  which  is  just  a  little 
too  far  gone  for  you  to  try  to  put  through  the  foreclosure  piocess  or 
put  through  the  reorganization  process,  let  us  say,  but  still,  possibly, 
could  be  salvaged  by  someone  ? 

What  kinds  of  alternatives  are  there  to  letting  somebody  get  it 
down  to  the  ground  ? 

Is  there  an  alternative  to  that  ?  Should  the  Government  try  to  pro- 
vide an  alternative  to  that  ? 

Mr.  Vaupel.  Well,  the  only  way  the  Government  could  provide  the 
alternative  would  be  to  put  money  in  there,  on  a  wholesale  scale. 

Mr.  Blum.  What  about  another  problem :  That  is,  controlling  the 
financing,  tlie  capital  structure  of  the  building  in  some  way  initially 
to  prevent  the  capital  values  from  getting  completely  out  of  line  with 
the  rent  roll. 

One  of  the  problems  that  has  been  discussed  is  when  this  second 
mortgage  and  the  third  mortgage  pile  on,  and  the  debt  structure  gets 
to  be  so  great  that  the  landlord  cannot  make  it  on  the  bottom  line,  and 
has  to  leave. 

Is  there  something  that  could  be  done  to  prevent  that  sort  of  debt 
structure  from  coming  into  force  in  the  first  place  ? 

Mr.  Vaupel.  I  do  not  know  legally.  I  guess  it  can  be  done. 

Mr.  Pedersen.  Well,  you  can  write. into  your  contract  a  prohibition; 
but  I  do  not  believe  it  would  be  effective  and  I  would  be  a  little 
stronger  in  saying  that  I  do  not  believe  the  courts  will  enforce  such 
a  technical  default. 

I  mean,  you  can  write  a  lot  of  things  into  the  contract,  but  unless 
they  are  enforceable  the  contract  is  not  binding.  The  general  attitude 
of  our  courts — and  I  am  not  criticizing  it — is  not  to  enforce  technical 
defaults. 

Further  than  that,  the  climate  of  our  courts  is  such  that  they  would 
not  recognize  such  provisions,  I  am  certain  of  that. 
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]Mr.  Vaupel.  I  do  not  think  it  is  a  practical  matter  either,  though, 
because  you  are  limiting  the  sale  of  this  property  to,  maybe,  the 
smaller  investor  with  less  cash,  Avliich  in  some  cases  might  not  be  good. 
But  you  are  limiting  the  marketability  of  the  property. 

]\Ir.  Blum.  To  what  degree  might  it  be  wise  to  somehow  look  at  the 
second  mortgage  to  be  sure  that  it  is  not  too  high  ? 

Is  there  some  appraisal  process  or  some,  perhaps,  State  law  or  regu- 
lation that  might  force  the  guy  to  have  a  certain  amount  of  equity  in 
the  building  before  he  undertook  the  management  and  to  maintain  it? 

Mr.  Vaupel.  I  am  not  sure  of  what  you  mean,  Mr.  Blum. 

Mr.  Blum.  Well,  might  it  be  possible  to  come  iij)  with  a  requirement 
that  the  building — all  mortgages  be  fully  amortized,  rather  than  have 
a  low  percentage  amortization,  have  a  minimum  down  payment  of  a 
certain  amount,  much  the  way  the  FHA  requirement  is  imposed  on 
single- family,  to  be  sure  that  the  owner's  equity  interest  is  constantly 
increasing  and  his  interest  in  maintaining  the  building? 

Mr.  Vaupel.  You  mean  heavier  amortization  ? 

Well,  we  are  talking  about  rent-controlled  apartments — unless  you 
take  a  4-percent  interest  rate,  you  cannot  get  any  heavier  amortiza- 
tion, because  there  is  nothing  there  for  debt  service. 

Mr.  Blum.  Coupled  with  rent  control,  you  talk  about  complete 
amortization,  which  now  is  not  worth  very  much,  is  it  ? 

Mr.  Vaupel.  No. 

Mr.  Blum.  What  about  for  the  future  ?  Do  you  think  that  from  now 
on,  where  new  construction  is  involved,  more  attention  should  be  paid 
to  complete  amortization  as  a  device  to  prevent,  15  or  20  years  down 
the  road,  that  building  from  getting  into  trouble  ? 

Mr.  Vaupel.  It  might  help.  We  have  been  doing  it  in  some  instances 
on  new  construction. 

Mr.  Blum.  How  do  you  feel  about  that,  Mr.  Nosworthy  ? 

Mr.  iSToswoRTiiY.  As  we  said,  we  have  been  doing  it,  yes.  We  should 
try  to  get  more  amortization  than  we  have  been  doing. 

iMr.  Blum.  I  have  no  further  questions. 

Senator  PIart.  Mr.  Chumbris  ? 

Mr.  Chumbris.  Thank  you,  Mr.  Chairman. 

Two  exhibits  have  been  presented  to  us.  I  would  like  to  quote  just 
briefly  from  each  of  them,  so  that  the  readers  of  the  record  may  be 
able  to  have  the  benefit  of  these  comments. 

One  of  them  is  The  Real  Estate  Weekly,  Thursday,  June  8,  1972.  I 
just  want  to  give  a  very  short  quote. 

Gutted,  rotted  shells  occupied  by  addicts,  walkups  with  rent  strike  banners 
hanging  out,  solid  brick  buildings  without  anyone  to  look  after  them. 

These  are  the  products  of  massive  abandonment  in  the  Bronx.  And  the  oft- 
quoted  slogan,  "The  Bronx  is  the  borough  of  abandonment,"  is  a  starkly  dismal 
fact. 

A  combination  of  bureaucratic  oppression,  skyrocketing  costs,  rising  taxes, 
tenant  vandalism,  rent  strikes,  senior  citizen  exemptions,  political  abuse  and 
.iudicial  indifference  has  forced  Bronx  owners  to  abandon  more  than  1,000  build- 
ings in  the  past  5  years.  Another  2,000  are  waiting  in  the  wings.  And  even  sec- 
tions of  the  Grand  Concourse  may  go. 

"The  situation  is  just  desperate,"  says  Ruben  Klein,  president  of  the  Bronx 
Realty  Advisory  Board  and  one  of  the  industry's  most  dedicated  leaders.  "The 
downslide  simply  must  be  reversed — because  if  the  Bronx  goes,  the  whole  city 
may  go  under." 
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And  it  goes  on. 

I  have  another  quote  here  from  Mr.  Henry  Waltemade,  President 
of  the  Dollar  Savings  Bank  of  New  York : 

Billions  of  dollars  have  been  poured  into  public  housing  but  in  many  instances, 
within  a  few  years,  the  havoc  and  destruction  created  in  this  housing  by  the 
tenants  have  only  caused  further  progression  of  the  slum  areas. 

It  is  not  economically  feasible  for  any  governmental  agency  to  construct 
enough  housing  to  solve  the  crisis.  Therefore,  we  must  look  to  private  ownership, 
not  only  to  construct  new  housing,  but  rehabilitate  existing  housing,  especially 
low-income  housing. 

And  ending  on  that  quote,  do  you  agree  it  is  not  economically  feasible 
for  Government,  for  the  Government  agency,  to  do  so,  and  that  it  re- 
quires private  ownership  to  do  this  job  ? 

Mr.  NoswoRTHY.  To  participate. 

Mr.  Chumbris.  How  ? 

Mr.  NoswoRTHY.  Through  the  aid  of  the  governmental  insurance. 

Mr.  Chumbris.  But  this  article  does  not  indicate  that  the  Govern- 
ment itself  should  continue  its  particular  projects  that  it  has  initiated ; 
especially,  for  instance,  the  1968  act  to  aid  low-income  people  in  inner 
cities  to  obtain  money  to  buy  homes. 

This  is  additional  to  what  the  Government  is  already  doing  ? 

Mr.  NoswoRTHY.  Yes. 

Mr.  Vaupel..  It  needs  private  enterprise.  It  needs  private  enterprise, 
with  the  profit  motive  there. 

It  may  have  to  be  backed  by  some  Government  subsidy  in  some  way 
or  other. 

Mr.  Chumbris.  I  have  no  further  questions. 

Senator  Hart.  Mr.  Kern  ? 

Mr.  Kern.  I  have  no  questions. 

Senator  Hart.  Gentlemen,  this  is  the  last  chance  for  anything  to 
say. 

Mr.  NoswoRTHY.  I  think  it  has  all  been  said. 

Senator  Hart.  Thank  you  very  much. 

Mr.  NoswoRTHY.  Thank  you.  Senator. 

Mr.  Blum.  Mr.  Chairman,  I  ask  that  the  number  of  statements 
which  have  been  received  for  the  record  be  printed. 

Senator  Hart.  Without  objection. 

Senator  Hart.  This  concludes  the  presently  scheduled  series  of  hear- 
ings in  this  area. 

AVliile  on  a  day-to-day  basis,  with  the  interruptions  and  uncertain- 
ties, the  impression  may  be  that  not  a  great  deal  has  been  accomplished 
by  the  hearings. 

Fortunately,  we  do  have  the  printed  record.  And  I  think  for  every- 
one who  has  a  concern — I  hope  this  is  everyone  in  the  country — that 
we  reverse  the  unfortunate  picture  that  has  been  described  now  in  the 
Bronx  and  elsewhere  at  the  time,  that  this  record  will  indeed  be  of 
very  real  use. 

It  will  be  of  use  to  the  Members  of  Congress,  who  have  a  responsi- 
bility for  the  programs  that  have  been  discussed;  for  the  multiple 
real  estate  interest  that  has  both  responsibility  and  opportunity ;  and 
for  the  active  missions,  who  may  be  able  to  give  us  some  guidance, 
too. 

For  me — and  I  think  others  on  the  subcommittee — our  first  respon- 
sibility will  be  to  digest  this  record.  In  tlie  process,  we  will  have  to 
evaluate  some  of  the  suggestions  that  are  in  it  more  accurately.  I 
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should  say,  we  will  have  to  evaluate  all  the  remedies  that  have  been 
suggested. 

Then  perhaps  we  will  be  in  a  position  to  make  direct  recommenda- 
tions to  one  or  more  of  the  agencies  of  the  Government  that  have  re- 
sponsibility;  or,  by  filing  of  legislation,  make  a  proposal  to  the  Con- 
gress to  make  a  judgment  as  to  whether  any  further  hearings  would 
be  valued. 

At  the  moment,  and  because  it  is  so  fresh,  I  think  the  last  few  wit- 
nesses have  said  that  earlier  witnesses  have  said  about  all  that  could 
be  said.  And  my  impression  is  that  is  probably  the  conclusion  we  will 
reach  in  respect  to  further  hearings;  but  that  is  not  a  final  judgment. 

I  think  I  would  have  a  responsibility  to  refer  certain  portions  of  this 
record  to  the  Department  of  Justice.  I  have  in  mind  the  testimony 
that  deals  with  the  so-called  "short  money  loans.*' 

I  do  not  know  whether  they  suggest  an  antitrust  violation  or  not, 
but  I  think  the  attention  of  the  Antitrust  Division  of  the  Department 
should  be  called  to  it. 

Last,  I  think"  we  want  to  thank — as  I  am  sure  others  on  this  sub- 
committee would  want  me  to — INIr.  Blum,  particularly,  for  his  re- 
markable mastery  of  a  subject  that  was  new  to  all  of  us,  including 
him,  just  a  few  months  ago. 

If  my  judgment  of  the  value  of  the  record  is  correct,  it  will  be  of 
help  to  everyone.  And  the  thanks  of  everyone  go  to  him,  particularly. 

And,  to  the  witnesses  who  have  been  so  patient,  certainly  go  our 
thanks. 

Mr.  Blum.  Thank  you,  Senator. 

Senator  Hart.  We  are  adjourned,  subject  to  the  call  of  the  Chair. 

(Whereupon,  at  4:40  p.m.,  the  subcommittee  adjourned,  subject  to 
the  call  of  the  Chair.) 
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